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Thank you Mr. Chairman.  

First allow me to thank the organizers the LCPS and Dr Charbel Nahas for giving us this 
opportunity to be with you today and to contribute to this debate. 

Actually I am very pleased that this event is taking place, it has been long overdue in my 
view, I think Beirut one is taking place, and I think this is part of Beirut 1, the way I see 
it, and that is the debate within Lebanon, I think of a home-grown agenda for reform that 
is taking place and I think this is extremely important and useful to see happening. 

Now, I don’t have a paper, and I have not prepared a paper, unfortunately or fortunately I 
don’t know you will, maybe you can determine that afterwards. 

So I have just a few comments to reflect on, because I have looked at Dr. Charbel’s paper 
and I have seen the agenda, the proposed program of the government which, as was 
mentioned by the Minister, is a first draft, it is for discussion, for debate, and what I will 
be doing is trying to reflect a little bit on what a comprehensive reform program of the 
type either represented by Dr. Charbel of presented by the Government I am not going to 
be discussing any specific program, because I think that at this stage, I think my 
contribution could be useful by giving some ideas about how one an go but pushing 
further this program and making it as successful as possible. 

Now a comprehensive program would have many components and this components are 
still under discussion clearly we have heard many suggestions to add, to subtract to the 
government’s program and this discussion will continue.  

But the starting point from when we discuss reform to my mind is that countries or 
institutions undertake reforms when they think that the benefits from these reforms are 
greater than the cost of maintaining the present system, by definition.  

I will start by trying to explicitly say what are the possible costs of a program and say 
what are the possible benefits and say how one can go but assessing comparing the cost 
and the benefits and why there maybe problems for the success of such programs if they 
are comprehensive or broad enough. 

I have identified four or five dimensions of such a program which might produce cost to 
some of the groups, some of the stakeholders in the country and I am not mentioning all 
the reform program’s components  because some reform program’s component do not 
have really that much cost. So the five components are not the whole program but what I 
think are the components which might lead to some people loosing something so one has 
to be aware of that so that you can design a program accordingly. 

And the most visible, and the most probably immediately seen as producing cost is fiscal 
adjustment. Fiscal adjustment as a part of a program will be seen immediately by many as 
leading to cost, to additional cost to the interested parties.  

The fiscal adjustment includes tax increases, revenue increases and includes expenditure 
reductions in general. This was I mean for instance in the proposal of the minister as he 
was clearly saying that there were going to be so many measures to increase revenues and 
measures to reduce expenditures. 



Now, higher taxes, clearly, you know, are going to be supported by whomever is going to 
be paying those taxes if it is VAT it is to a large segment of the population paying those 
taxes, if it is taxes on land, on the property it is going to affect the owner of that land if it 
is going to be increase in the income taxes it is going to be by those who are paying. So 
we know more or less who is going to bear the cost of this increase in taxes by knowing 
what are the taxes and how are they going to be implemented. 

We know also the expenditure reductions. Who is going to be harmed by such reductions 
or feel their cost. If it reduction subsidies, if it increases in the prices of some public 
utilities, the consumers or the enterprises-firms are going to pay those taxes or are going 
to be paying higher prices because of the reduction of subsidies, they would be 
supporting them. There will be cost from rationalization of public administration if you 
are going to reduce the number of public servants and so on, they are losers, if you are 
going to retrench there will be losers, if you change the pension system, you know, there 
will be losers from the pension system reform and so on.  

So those costs are fairly clear. And when I look at the debate, I have been observing the 
debate the last few days, those are the things that people are talking about, these are the 
cost that people immediately react to, because they are the most visible and the most 
easily identifiable. 

So this is a first set of costs which can be seen. 

The second set of cost comes about from the privatization and restructuring of public 
enterprises, and in Lebanon we have few cases of such Electricité du Liban is one of the 
most prominent ones and that’s the one that people talk about but it is not the only one, 
here again the issues is prices whether this will induce higher prices of these services, 
whether it would lead to changes in employment in these companies, and whoever was 
benefiting from the way these companies were ran, some people were taking advantage 
of something, and those are going to feel that they are going to bear some cost whether 
the way they are benefiting is legal or illegal or licit or illicit this does not matter. They 
are going to sense that they are losing something and they are going to react to it. 

The third type of measures and groups of policy changes which might lead to cost our 
liberalization and improvement in the competition process I think it was mentioned 
earlier, there needs to be competition, more competition, more liberalization, they are 
important parts of a package to induce more a productivity change and a better efficiency 
and so on.  

Now those who benefit from the non-competition from the prevailing monopolies and the 
exclusive arrangements and so on, they might loose and they might think that this is 
important to them and it’s normal. Trade liberalization I think Mr. Abboud mentioned the 
issue of the, I think Makram I think mentioned the issue of the reallocation of resources 
from sectors to sectors if you change the trade, the tariffs and if you liberalize trade there 
may be reallocation, there may be activities which might even disappear and others which 
might appear and so on, these are cost of transitions which are important. 

The fourth kind of cost is what might be inferred from possible schemes of debt 
reduction. If you have some mechanisms of debt reduction, you know the holders of 



financial assets might have to contribute something to the cost of the reduction of the 
debt and this is a cost that some stakeholders should be taken into consideration. 

And finally of the exchange rate adjustment possibly and the impact on asset prices is 
also important. 

Now, I am mentioning the exchange rates because I think there was some discussion 
earlier. I am not saying that this is part of any specific package. I think it has not been 
mentioned as a part of the Government’s package, but I think in a debate like this today, I 
think it is important that this issue be on the table, because if you are going to arrive to a 
consensus and I think the importance of consensus is extremely clear to me as I will come 
back to it later, I think if this instrument is not going to be used, I think that there should 
be a consensus that we agree that it is not to be an effective instrument. We can not say 
just it is off the table, if you are going to leave to get a consensus on a program like this 
as Lebanese it is important that all the instruments that can be used must be considered, 
and you might conclude that exchange rate is not a good instrument which is fine, but 
don’t put it off the table upfront because then there may be no consensus or some people 
will feel cheated, so I think it is important to keep that on the table even though at the end 
you might decide that this is not the best instrument t use and maybe this is not effective 
or it’s not something like that. 

But in political economy terms I think it’s important to keep the scope of the different 
instruments and clearly the use of the exchange rate instrument is something that should 
be part of the debate. 

I know also, since this is a closed meeting, and I think the risk of talking about the 
exchange rate change is politically very risky and so, that’s why one has to handle it with 
care because it is not something you can go and talk about left and right but at the same 
time it is something that should be part of the public debate as a whole. 

Now let’s look at the benefits. So we are doing this program because we think there will 
be benefits. That it is going to be useful for the country. Let me try to say by order to 
what is most visible again, what are the benefits.  

1- The benefits come first of all, I mean the most immediate benefit is what comes from 
the improved social protection programs, this will be visible. If you introduce social 
protection programs, I just use an example, if you introduce or reinforce cash transfer 
mechanism. In many reform programs the old subsidies schemes are replaces by cash 
transfers, so instead of people getting the subsidy as lower electricity price, or lower 
energy price or lower fuel price they get it as a cash. And so those who benefit from that 
cash are going to be usually they even benefit more from what they used to have before. 
And these schemes are important and so other mechanism that can be used and I think in 
the presentation by the government there is a number of schemes which are being 
considered and which are important. 

So this is part of the benefits so some people are going to benefit, so maybe there will 
have to bear some cost and then there will be maybe compensated exactly or more or less 
depends on how you design and how you implement. 

2- The second benefit that you expect is better quality of public services, because 
presumably when you reform "Electricité du Liban" or you reform whatever telecom or 



something, you except no only to reduce the cost of the public finance but you expect 
improvement in the quality of services, you expect to have electricity in a more steady 
way, you know you don’t have electricity cut or disrupted so often as it seems to be 
happening in Lebanon or so on, or when you improve the quality of hospital services, or 
education, so you are going to expect to have a better quality of services which is 
extremely important. 

3- Third and probably, in principle the most important one, is increased growth and 
increased, additional and new jobs in large number being created, and increased standards 
of living overtime.  

So the Growth, to mention what comes with growth in terms of increased standards of 
living, increased jobs and so on is extremely important, that’s part of benefits that you are 
trying to get from this package which is extremely important. 

4-The fourth benefit is by order of less tangible kind of things, is a sounder financial 
system eventually because no matter how the health of the financial system looks today it 
is in jeopardy because if the exposure of the financial system to the public sector debt is 
so high it means that the financial system, the banking system is actually in jeopardy, is 
in a risky situation. So by reducing the debt and improving the growth and making debt 
sustainable and so on, you improve the health of the financial system and make it 
eventually sounder and stronger in the longer term, which is not an unimportant thing to 
have. 

5- Finally and by even more theoretical if you like, in more abstract, but none the less for 
me in the long run is extremely important is the success of such programs in the 
economic terms which will strengthen the political consensus and the political transition 
also. You can not have a political transition succeed if the economics don’t follow and 
people don’t see the benefits from the new system, and I think this a little bit reflects 
what Charbel’s paper tries to link the transformations of the political system and political 
arrangement with the economic arrangement. 

So this is just a description of the cost and benefits that one sees from such a program as 
they might take place, might happen.  

Now, the problem in such program is the following: when you look at the costs and 
benefits, first they are not easy to quantify and they are not easy to identify exactly who is 
benefiting and who is losing; it is not easy even if you identify who loses and who wins 
to compare them. Let me say why. It is difficult to compare the costs and benefits 
because the costs and benefits have different degrees of certainty about them. If you have 
an increasing tax rate or a reduction in the subsidies, the impact is certain and quick and 
you can see it. Now this certainty about the future growth and jobs is less so. The 
certainty about the improvement in the financial system is less so as I said, the 
improvement in the political is less so. So you can take any measures and you can see 
that the nature of the cost and the benefits is often very different. In general there is a bias 
in terms of the costs are more certain and the benefits are less certain if you like, in 
general. 

The second characteristic in the comparison is that the distribution of costs and benefits 
over time is different also. The cost tends to be concentrated in the mediate term. While 



the benefits tend to accrue and happen more in the longer term, in the future. So you have 
the costs really are more certain, they are concentrated now, and the benefits are more 
uncertain and they are more in the future. 

The third part of this cost and benefits comparison, is that distribution of costs and 
benefits differs amongst groups, those who in and those who lose are not the same, and 
what the win or lose may not be of the same magnitude if you like. So the distributional 
aspect of the costs and benefits are very different. That’s what makes this reform very 
difficult in all countries actually, not in Lebanon, I think what is most difficult in 
Lebanon is the nature of the political configuration which makes it more complex if you 
like but this is really typical of everywhere. 

This leads me to, since I only have one minute left and the minister was asking for 
concrete proposals, what doe this mean and how does it help us, you know, move 
forward. 

I have three suggestions as we go forward, which I think take into account these 
considerations and would help enhance eventually the chances of success of such reform. 

- The first is to try to maximize the credibility of the program by doing a number of 
things. It is extremely important for these programs to be credible and for them to 
be credible a number of things can be done, concretely. First is as much as 
possible frontload any reforms which have immediate benefits and which don’t 
have much costs, I think the number of the reforms of the business climate about 
what firms do and so on that Mr. Abboud mentioned earlier are of this type. You 
know there are lots of measures which really are not costly, the losers are not very 
important and you can do and may produce benefits, and measures that may 
improve the quality of services in some problems like in Electricité Du Liban or 
something, if you do something about this gives credibility to your program and 
increase credibility because it is something that is immediate, people see it 
happening and then they become more certain that things are changing and we are 
not just delaying and as the risk of delaying and gaining time would be reduced as 
the perception of buying time has been the strategies that have being followed. So 
this is important to make measures which help dissipate the risks that the program 
is seen as a trick to gain time. So as many measures that are real, that produce 
impact as immediately as possible they should be done. Second thing that might 
increase credibility is to make sure that specific and monitoring indicators of 
success are set clearly and are monitored and are followed, because if you have a 
program which has no time line, no indicators of success, no way to hold anybody 
accountable, people are not going to believe it and it is not going to be credible. 
The third thing that you can do is to insure as much consensus as possible for 
people, the more consensus there is, the more credible the program will be. And 
finally on the credibility side, experience in the world on such reforms shows as 
that strong leader ship is extremely important for credibility. If you have 
champions that really put their political lives on stake is important, and thy 
associate themselves, and they are not afraid to stick their neck out is extremely 
important. So political leaders who are ready to take the advantage, the 
responsibility, the accountability or otherwise everybody is trying to get out of it 
and not to get accountable this is not going to lead you to credible thing. 



- The second feature to insure the success is fairness; that the program is seen as 
fair, that the distribution of the costs and benefits is seen as fair, both the costs and 
the benefits. Those who are supporting some costs should be distributed across. 
You can not for instance say I am going to solve the problem by increasing taxes 
and the cost, and some people end up paying taxes while others don’t. So the 
fairness issue is extremely important through the distribution of gains and losses, 
as well as through the design of social protection mechanisms, and to compensate, 
and compensation mechanisms if needed also. So making sure if the distribution 
of gains and losses is as fairly distributed as possible is extremely important for 
success otherwise if it is not seen as fair it is going to have many problems.  

- Finally of such a program can be enhanced by making sure that you prioritize and 
start implementing the high-return reforms. I think that the issue of the 
implementation-capacity was mentioned earlier, we know that in Lebanon 
implementation-capacity is not always as strong as it ought to be, so having a 
program which includes too many things does not enhance its chances of success 
so focusing and choosing the reforms which have high returns and economize on 
capacity is extremely important for the success of reform. So at the same time we 
tried to improve the implementation capacity also. 

I think, to summarize really three major dimensions to enhance the success is build 
credibility, build mechanisms and do things that, make it credible including consensus, 
making sure that it is fair, and fairness is something that is important, and also be 
selective and focus on high-return economical capacities reforms and measures and this 
will help you maximize the chances of success.  

 

 

 

 


