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I. Introduction

According to the United Nations High Commission for Refugees (UNHCR), the
number of forcibly displaced people worldwide has reached an unprecedented
number of almost 66 million, including a total seeking safety across international
borders as refugees which topped 22.5 million. The Arab region is considered to
be one of the largest sources of displacement worldwide. About 6.1 million
Syrians are internally displaced in their country, and around 4.8 million are
displaced in neighboring countries.’ This makes Lebanon the brother-neighbor of
the country that has been suffering one of the largest displacement crises in the
past 40 years, and one of the most daunting humanitarian crises since the Second
World War.?

Given the longstanding social and economic ties between Lebanon and Syria,
and having the blazing Syrian territories as the only and longest accessible
borders to Lebanon, the crisis has had a direct and significant impact on
Lebanon’s social conditions and economic growth. It has intensified poverty and
humanitarian needs, and aggravated pre-existing development constraints.

Since data shortcomings make it difficult to precisely assess the economic impact
of the crisis, much of the analysis of the impact on Lebanon’s economy relies on
detailed investigation of high-frequency indicators.? Thus, it is imperative to
mention that identifying the economic implications of the Syrian conflict in a
systematic and objective manner calls for accurate statistics that are currently
unavailable from Lebanese public authorities and international bodies.

In light of these constraints, | will try to present a holistic view of the Lebanese
macro- and socioeconomic challenges in the wake of the Syrian crisis, and then
shift into highlighting the local and international responses to the impact of the
crisis on the Lebanese socioeconomic status, and finally shed some light on the
challenges and opportunities.

A caveat, in this talk, | am reflecting my observations and analysis. It does not
represent those of the Lebanese official authorities.

1. Macroeconomic Scene

A. Current Situation

The Syrian crisis has significantly disrupted Lebanon’s economy, stunting
economic growth and development trajectories, disrupting traditional export
markets, boosting unemployment, and diminishing investor confidence. In this
regard, trade and tourism receipts were adversely affected while investment and
consumption slowly and steadily declined. This impacted both consumer and
business confidence, thus reducing Lebanon’s GDP growth by an annual average
of 2.9 percentage points,* contributing to the reduction in GDP growth from 8-
10% during the two years preceding the crisis to an average rate of 1-2% since its
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outburst. The other domestic factors that have also affected Lebanon’s growth
over the past six years include an extended political deadlock, global financial
volatility, and a considerable terms-of-trade shock for some of Lebanon’s key oil-
exporting trade partners.®> Taking this as a basis, the conflict has thus cost
Lebanon more than US $14.4 billion so far, equivalent to a cumulative loss of
almost 30% of its GDP, reducing the GDP by US $6 billion as opportunity cost.
(Graph 1)

Graph 1 - Cumulative Impact on GDP
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Sources World Bank, and IMF staff calculations.

There is a distinction between the broader costs of the regional conflict versus the
more specific cost of hosting the displaced Syrians. Separating the two
empirically is rather a daunting task.

B. Before and After Crisis-Outbreak Comparative Analysis

Conducting a quick comparative analysis between the pre-crisis period of 2006-
2011 and the period that followed the eruption of the Syrian crisis (2011-2016)
clearly highlights the deeply engraved impact of the Syrian war on the Lebanese
macro-socioeconomic reality.

1 General Economic Scene: Average growth in the pre-crisis years of 1995-2011
reached around 4.7% and dropped to around 1.9% during the years of 2011-
2015, preceding the outbreak of the crisis. (Graph 2)
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Graph 2 - Impact on GDP Average
Real GDP, 1995-2015. (Percent Growth)
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The flow of passengers in Beirut International Airport recorded a significant
increase from an annual average of around two million passengers during the
pre-crisis period of 2005-2010 to around 3.2 million passengers during 2012-
2017, signifying the pressure exerted on Lebanon in terms of transportation
after the crisis started.”

1 Public finance and fiscal policy. The debt to GDP ratio mounted to 137% in
2010, while it recorded 147% in 2016. Debt sustainability weakened, as the
change in debt relative to the change in GDP rose from 75% in 2010 to 195%
in 2016. The ratio of government revenues to expenditures dropped from
80% in 2010 to 67% in 2016. (Graph 3)

Graph 3 - Debt/GDP, Debt Sustainability, & Government Revenues/Expenditures
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In contrast, the budget deficit fell relative to GDP (from -9.3% to -8%) due to
the decrease in government oil expenditures as a result of the drop in oil
prices, and the primary balance' decreased from 2.6% to 1.3% of GDP. The
ratio of tax revenues to GDP decreased from 17.4% to 13.6%. (Graph 4)

Graph 4 - Budget Deficit, Primary Balance, and Tax Revenues
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1 Monetary Policy and financial stability: Total banks’ assets kept their upward
trend, moving from US $129 billion in 2010 to US $209 billion in August 2017.
The rate of bank loans to the public sector versus the private sector
diminished considerably from 84% to 57%, largely as a result of the growth of
credit to the private sector, thus indicating the vibrancy of financial inclusion
in Lebanon. (Graph 5)

Graph 5 - Banks’ Assets and Loans
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! Primary balance is defined as government net borrowing or net lending, excluding interest
payments on consolidated government liabilities.
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However, deposits growth decelerated from 13.5% in the first period to 7% in
the second period; similarly, banks’ profit growth regressed from 19.8% to
2.4%, thus reflecting the relative shrinkage of cash flows and the regional-
global secular stagnation. (Graph 6)

Graph 6 - Banks’ Deposits and Profits
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As for the currency in circulation, the annual average amount after the crisis
outbreak during 2012-2017 was US $2.87 billion, compared to US $1.52
billion during the pre-crisis period of 2005-2010, indicating the increase in
demand for the local currency, which was largely due to the increase in
population.®

1 Balance of Payments: Indicators of balance of payments all deteriorated
between the first and second periods, including the trade balance (US -$14
billion to US -$15.7 billion), the current account deficit (US -$4.4 billion to US -
$9.26 billion), capital inflows (US $7.65 billion to US $6.72 billion), and net
foreign assets (US $19.04 billion to US -$7.71 billion) (Graph 7). On the other
hand, the value of remittance inflows to Lebanon recorded an increase in its
value average in the period of 2011-2016 after the crisis outbreak, compared
to the pre-crisis period of 2006-2011, from US $6.6 billion to US $7.2 billion.
However, the rate of remittance inflows to GDP decreased from an average of
21.5% in the pre-crisis period to 16.1% in the period following the crisis
outbreak.®
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Graph 7 - Trade Balance, Current Account, Capital Inflows, and Net Foreign Assets
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C. Public Finance

The fiscal impact of the crisis has reflected both a downturn in overall economic
growth and an increase in specific displacement-related costs.

1 The cumulative revenue losses for the four years 2012-2015 is US $4.2 billion
(around 9% of 2016 GDP). Most of these losses are generated by a short fall in
tax revenues as a result of the slowdown in economic activity;'™ (Table 1)

Table 1 - Revenue Impact Assessment
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