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Thank you, thank you very much Mr. Chairman I will speak in English today. 

Well I would first like to extend my thanks to the organizer of the conference the LCPS, 
and Charbel Nahas. Obviously we are very excited to participate to this debate but we are 
more happy to see it happening simply because we think it’s deeply needed in the 
context, and it has been deeply needed and even more so today and the bank has called 
for at many occasions for this kind of debates so thanks a lot to all the organizers. The 
debate had started at very high levels and the question that I am supposed to address is 
not an easy one too and I will try first to describe it and then maybe address it. So the 
question turns about the diagnosis of growth and debt, is the public debt an exogenous 
cause to slow growth or it is a complimentary output to the Lebanese model? 

It is a difficult question to me and I like to split in a series of questions. To my 
understanding the question is the following: is the debt the primary factor of poor growth 
in Lebanon that’s the first question I would like to address rapidly. Then, and I would 
probably say no it is not the first and the sole problem of the Lebanese economy or it’s 
not a sufficient condition to restore growth if so is the debt the grand debt dynamics’ 
problem and I would say yes it is still a problem because it might affects future growth, 
an third I will try to speak a bit about what needs to be done to restore growth in the long 
run in Lebanon, at least based on some preliminary findings at the bank. 

So the first question that I am asked to address is the question of the impact of the debt on 
growth and of course if you come to Lebanon for the first time and you look at the figures 
and you look at debt it is growing extremely rapidly, which is extremely high, with 
respect to international standards and probably the highest in the world now if you look at 
the GDP and if you look at the same time at growth which is extremely low which has 
been extremely low since 1992-1993 in spite of huge available savings and in spite of 
massive human capital and in spite of the fact that Lebanon could have benefited from 
huge, very large catch up effects after the war, you wonder if there is what we call in 
economic terms “debt over-rank” this is a typical mechanism by which the debt which is 
growing induce higher financing needs for the government just to financial deficit which 
tends in term to raise interest rates, “crow doubts”,  private investment or simply 
discourage private investment in the face of very large macro economic risks and 
obviously the first question you ask yourself when you come to Lebanon is “is there a 
debt over-rank?”. 

Of course, these debts, this high level of debts and the debts dynamics have some impact 
on the behavior of investor in Lebanon who tends to invest more on short term then on 
long term, it tends probably to discourage investment and it has also a very high 
opportunity cost for the financial sector which needs to keep 20 billions in liquidity to 
maintain the system. But I would like to say and I would like to debate this with you the 
following proposal: I don’t think that the debt, I don’t think that reducing the debt to 
lower level now will be necessarily a sufficient condition to restore growth. And this is 
based on the following observations. 

First if you look at the evolution of debt in the last years and the evolution of the interest 
rates what you would typically expect is that the two would grow in the same directions 
but they have been growing in opposite directions. While the debt has been multiplied 3, 



4, 5, 7 times since 1992 even more I forgot, interest rates have gone down even if you 
control for dolarization, even if you control for a number of factors, maturity, etc, they 
have been going down. So you don’t see a huge increase in real interest rates in the face 
of the growth in the debt. 

Second, interest rates in the level of interest rates are relatively low in comparison to 
other countries which are growing much faster than the Lebanese economy think of some 
emerging economies like turkey, Brazil which have spreads that are much higher but 
which are also growing much more rapidly. 

Third, if you look at the evolution of credits to the private sector they have grown very 
very rapidly until the late 2000, in spite of much higher real interest rate and at a time 
where growth, especially after 1997 was very low, was anemic.  

Fourth, interest rates have gone down now sharply since 2002 following Paris two, but 
credits to the private sectors have not grown up and investment remain low and so we 
have not seen the response of investment or credit to the private sector to declining 
interest rate. 

And five, and I think it is a very important argument too, what we understand from the 
Lebanese economy is that capital mobility is quite high. If we were to observe a decline 
in interest rate in the future, we would also probably see a decline in the in-flows of 
capital to Lebanon which are attracted by remunerative short-term deposits but we would 
see in-flows or less flows of capital if there is not substitute to these investments in short 
term deposits, because if the prime of the lack of investment opportunities is not solved 
this capital will not come and then interest rates will remain high. 

So decline in the governments’ financing needs is not necessarily a sufficient condition to 
restore growth in Lebanon because it would not tackle “debt over rank” problem which 
does not exist actually, or which is not the most important constraint to growth. 

But does it mean that we should do nothing about debt? Obviously not. 

Probably the best thing to protect growth in the future of to maximize expected growth in 
the future is from protecting growth from turning strongly negative and this could happen 
if the debt dynamics continue. Obviously with debt growing, vulnerability are growing 
and nobody knows what is the limit the system and we have to acknowledge that we have 
been wrong at many occasions, but we know that with debt growing vulnerability are 
growing, balance sheet are deteriorating and we are getting closer to the point of 
disruption. So obviously debt has to be stabilized and probably reduced but and the debt 
dynamic has to be reversed but that should not be considered as the sole objective of the 
economic policy in Lebanon because it will not be sufficient to restore growth. 

This being said, now, if you consider, on the same talk I would say that if you think in 
terms of economical strategies and I think that this is something that the program 
acknowledges very well, is that to be much more comprehensive than just trying to 
achieve the objective of reducing growth. 

For because putting back the debt to GDP level to certain level ratios will require 
enormous efforts from the Lebanese side from the international side. When we are talking 
about the amounts that would be needed just to bring back the debt to GDP to ratios 



around 100% is enormous and unless growth is improved from a structural point of view 
by all the factors, the guarantees of the success of this program are quite limited.  

Beside and under any time and given the current label of vulnerabilities, confidence 
shock could eliminate the efforts that would have been undertaken by the Lebanese to 
reduce the debt level and we have no reward at all. So what needs to be done is not only 
to reduce debt progressively but to reduce the cost of a possible crisis or to increase the 
capacity of the economy to rebound if there is an adjustment. 

On the same talk, and I would say if you reduce the debt without reducing the causes that 
have permitted these debts to grow, which is a very sensitive question or issue, maybe 
debatable. First of all there is problem of fiscal policy. The debt is the result of a series 
fiscal deficit and unless you restore the way the government is working and the state 
operates you will not solve the roots of the problem, if growth remain slow in the future 
you will come back to the problem of reset and you will not give the ability of the 
government to operate at normal levels, and if corruption is maintained, which I think is 
also a big problem that affects growth and that affects debts. 

These are what we though to be the most binding constraints to growth. These constraints 
once lifted they will have the greatest impact on growth. And after a series of check and 
test we come to the conclusion that the overarching problem in Lebanon is the lack of fair 
competition.  

This lack of competition is synonymous sometimes of specialization of the economy in 
some tiny markets where investment opportunities are by definition scarce because 
market are small where competition is also scarce because the markets are small. In other 
cases the lack of competition is synonymous of high barriers to entries, high barriers to 
investment for some outsiders. In all these cases the lack of competition reduce the need 
for productivity gains, innovation, diversification it prevents outsiders to come into the 
market, it creates inequity in access to business opportunity, and we see three main 
reasons for this lack of competition and therefore lack of investment opportunity: 

1- The first one is corruption and predation which was ranked very highly in the 
recent investment climate assessment that we have done. Businessmen even 
insiders, those who have been surveyed rank first corruption as their main 
impediment to economic activity and investment and maybe corruption is the 
response to a set of cumbersome procedures on the one hand, and poor law 
enforcement on the other hand which affects investment for its negative impact in 
terms of the approachability of the return, you might invest but you might not get 
the rewards of this investment, some people feel that they are not protected 
enough by the judicial system or that the protection is in favor of the strongest and 
there is a great sense of unfair competition among businessmen; 

2- The second problem that we see is the problem - at least a way to improve this 
competition - is the way taxation and formal business regulations operate. In some 
sense it can discourage or so competition, when we think about for instance VAT. 
VAT and land taxation tends to favor the allocation of economic resources into 
non-credible sectors. Those sectors which are by definition less subject to 
international competition and which are also less able to develop because they do 
not access external market. The fact that we still have exclusive agencies in 



Lebanon is a big problem the fact there are high registration cost for a start of 
business is a big problem because it prevents outsiders to come into the market. 
Some public services are also monopolistic and do not necessarily need to be 
monopolistic and they some scope for increased competition in some public 
services; 

3- And finally but something that would be very difficult to tackle, is the euro- 
evaluation of the real exchange rate. If you look at the real exchange rate 
since1992, you can make different calculations but at least it was double since 
1992 according to the most conservative estimates. And this has the most induced 
a strong movement of factors towards non credible sectors where again 
competition and investment opportunities are lower and it tends also to create 
some speculative behaviors. I don’t mean to say that the exchange rate the 
nominal exchange rate could a solution to that problem because we see there is a 
pass trough of prices which are almost one to one with international prices, so I 
am not sure it is a solution, but I think it is one of the reasons which created the 
problem. 

I would like to have 2 or 3 minutes to talk about potential solutions. 

So as I just said that macro-solutions are probably limited in such a nominal exchange 
rate and it has very little impact on prices and would have probably negative impact on 
savings, the improve of savings that you want to preserve but you use more collectively. 

One thing that could probably manage to try to raise the tradability of goods and services 
by reducing the distance between the markets this can be done by increasing the 
competition into the transport sector, in communication. There a great deal of efforts that 
can be put on trade facilitations and trade liberalization as well. 

You can try to rebalance taxation and all the forms of business regulations in favor of 
those sectors who are more credible we are talking about some VAT exemptions, land 
taxation, cost of starting your business, registration cost etc… exclusive agencies, and the 
last but not the least one is to try to reduce corruption and it is obviously a very very 
broad agenda which has to do with civil service reform and the strengthening of the 
judicial system and to try to develop the right incentives for people. It is obviously not 
something that can be tackled in the short run but this is something which apparently 
affect a lot businessmen. 

Thank you very much.  

 


