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Executive Summary
Lebanon is reeling from a compound balance-sheet crisis that the World Bank 
has described as the country’s worst since the 1850s. This once-in-a-century 
disaster was precipitated by the final breakdown of an economy akin to a Ponzi 
scheme, in which political elites enriched themselves with financial inflows to the 
country’s banking system while neglecting national development priorities. The 
breakdown in public trust in the government was on spectacular display during 
the political upheaval of the October 2019 “revolution,” which unsuccessfully 
called for the replacement of political leaders. As COVID-19 seeped into the 
country and lockdowns precipitated a recession, the crumbling superstructure of 
Lebanon’s political economy was violently exposed by the August 2020 Beirut 
port explosion, as authorities abdicated their role in the repair and restoration of 
this critical economic lifeline. 

Now with every month of inaction and political deadlock, a snowballing balance 
of payments, financial, currency, and economic crisis threatens to derail 
Lebanon’s development and erase gains in living standards for the population. 
This dire economic situation will take decades to repair, with more than 55 
percent of the population already in poverty, and an unemployment rate that 
has skyrocketed to 40 percent. Women’s labor force participation has fallen to a 
dismal 23 percent  and is expected to decrease further. Unemployed and skilled 
youth are fleeing the country, contributing to an already acute brain drain that 
will cause permanent damage to the country’s productivity. Adding to Lebanon’s 
economic woes is yet another demographic challenge: hosting the highest per 
capita refugee population worldwide. In juxtaposition to these stark statistics, 
members of the well-connected elites were able to withdraw their funds from 
banks and send them abroad as capital flight before bank deposits were de 
facto frozen in 2020. 

In this report, the co-authors explore the best way out of this crisis. Against 
a general backdrop of weak institutional capacity and growing instability, 
the authors argue that any reform program for Lebanon should be simple, 
transparent, and most importantly managed by a credible government of reform. 
Advocating a combination of measures, they highlight immediate steps needed 
to stop the financial hemorrhaging of the Lebanese banking system before 
embarking on a gradual journey toward structural transformation and reform. 
In the heat of the present crisis, Lebanon must maneuver toward a productive 
economy away from the dominant financial sector through initiatives supporting 
business capacity, entrepreneurs, and skills development. If these steps are 

https://www.unescwa.org/news/Lebanon-poverty-2020
https://www.unescwa.org/news/Lebanon-poverty-2020
https://www.dailystar.com.lb/News/Lebanon-News/2021/Mar-17/518513-lebanons-economic-collapse-in-numbers.ashx
https://data.worldbank.org/indicator/SL.TLF.CACT.FE.ZS?locations=1A
https://www.unhcr.org/lb/at-a-glance
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taken immediately, and throughout the coming political cycle, Lebanon may yet 
be rescued and put on a path to recovery. The key provisions presented by the 
four authors are as follows:   

Part One:
Restoring Confidence, Restructuring the
Financial Sector, and Safeguarding Society’s
Most Vulnerable Groups
1.	 Agree on a minimal financial rescue plan. Lebanon’s sectarian 
leaders must agree to a minimal financial rescue plan to stabilize the financial 
and banking conditions that are necessary to support economic activities, 
buying time to negotiate an IMF-sponsored program which would bring in 
international assistance to assist the reconstruction and rehabilitation of 
the country in general. Ideally, the financial-sector restructuring should be 
part of a comprehensive economic-stabilization, reconstruction, and reform 
plan, enjoying a high degree of political commitment and ownership by the 
country’s authorities and leadership. However, political commitment to reform is 
completely lacking due to the sectarian divisions in Lebanon, which are the root 
cause of the crisis. Consequently, waiting for the country to evolve a degree of 
political and social consensus to negotiate a rescue program with the IMF and 
the international donor community would be a lengthy process, during which 
time the crisis would deepen, causing more human suffering and making it more 
difficult and costly to repair. 

2.	 Develop a comprehensive cash transfer program. Lebanon should 
develop a comprehensive cash transfer program to cushion the impact from 
subsidy reform and rising inflation on the poor and most vulnerable. Scaling 
up of social protection, including through direct cash transfers to beneficiaries, 
should be a pre-requisite to any comprehensive subsidy reform. Partnerships 
with the World Bank and UN agencies will be key in speeding up the delivery 
of emergency support to alleviate poverty, making sure those that are 
disproportionately impacted by the crisis—such as children and women—are 
protected.  

3.	 Establish a Lebanese Financial Rehabilitation Fund (LFRF). The 
LFRF would be similar to the Hellenic Financial Stability Fund (HFSF) set up 
during the Greek government debt crisis in 2010 to conduct the restructuring 
and recapitalization of Greek commercial banks. The LFRF could be funded by 
a combination of proceeds from Lebanese gold sales ($5 billion) and loans from 

https://hfsf.gr/en/history/milestones/


BUILDING a BETTER

LEB   NON

WKH�*XOI�&RRSHUDWLRQ�&RXQFLO�DQG�)UDQFH�����ELOOLRQ���WUDGLWLRQDOO\�FORVH�IULHQGV�
RI�/HEDQRQ��7KH�/)5)�ZRXOG�EH�JLYHQ�FOHDU�OHJDO�DXWKRULW\��SROLWLFDO�VXSSRUW��DQG�
FRPSHWHQW�VWDII��ZLWK�RYHUVLJKW�E\�D�ERDUG�RI�GLUHFWRUV�UHSUHVHQWLQJ�LWV�ÀQDQFLDO�
FRQWULEXWRUV�DQG�UHSUHVHQWDWLYHV�IURP�FLYLO�VRFLHW\�RUJDQL]DWLRQV��,W�ZRXOG�
VWDUW�WKH�SURFHVV�RI�DVVHVVLQJ�WKH�GDPDJHV�DQG�WKHQ�UHVROYH��FRQVROLGDWH��
UHVWUXFWXUH��DQG�UHFDSLWDOL]H�WKH�EDQNV�DV�ZHOO�DV�SXW�LQ�FRPSHWHQW�PDQDJHPHQW�
ZRUNLQJ�XQGHU�FORVH�VXSHUYLVLRQ�E\�WKH�/)5)��

��� ,QYROYH�WKH�,0)�FORVHO\�LQ�EDQN�UHVWUXFWXULQJ�HIIRUWV�WR�SURYLGH�
WHFKQLFDO�DVVLVWDQFH��EXW�XVLQJ�PLQLPDO�)XQG�UHVRXUFHV��7KLV�QRYHO�
DSSURDFK�UHÁHFWV�WKH�UHDOLW\�RI�VWURQJ�SRSXODU�RSSRVLWLRQ�LQ�/HEDQRQ�DJDLQVW�
ÀVFDO�DXVWHULW\�DV�D�FRQGLWLRQ�IRU�DQ�,0)�SURJUDP��ZKLFK�KDV�VR�IDU�KHOSHG�WR�
GHOD\�DJUHHPHQW�EHWZHHQ�WKH�/HEDQHVH�JRYHUQPHQW�DQG�WKH�,0)���PDNLQJ�
WKH�VLWXDWLRQ�ZRUVH�E\�WKH�GD\��$�PLQLPDO�SURJUDP�ZLWK�PLQLPXP�FRQGLWLRQDOLW\�
IRFXVLQJ�RQ�UHVWUXFWXULQJ�WKH�ÀQDQFLDO�VHFWRU��GUDZLQJ�KHDYLO\�RQ�,0)�WHFKQLFDO�
H[SHUWLVH�DQG�PLQLPDOO\�RQ�)XQG�UHVRXUFHV�ZRXOG�KDYH�D�EHWWHU�FKDQFH�RI�
TXLFN�DJUHHPHQW��$�IXOO�ÁHGJHG�,0)�SURJUDP�DORQJ�WUDGLWLRQDO�OLQHV�FRXOG�EH�
negotiated and hopefully adopted in a second stage of the rehabilitation process 
WR�DGGUHVV�WKH�QHHGV�RI�UHFRQVWUXFWLRQ��UHIRUPV��DQG�EXLOGLQJ�WKH�EDVLV�IRU�D�QHZ�
DQG�VXVWDLQDEOH�HFRQRPLF�PRGHO��

Part Two:
6WHSV�WR�3URWHFW�,QFRPHV��0DLQWDLQ�6HUYLFHV��DQG�5HPRYH�
+DUPIXO�3ROLFLHV
��� 5HTXHVW�D�UHJXODU�VWDQGE\�DUUDQJHPHQW�IRU�/HEDQRQ�ZLWK�WKH�,0)� 
DOORZLQJ�LW�WR�JHW�ÀQDQFLQJ�XS�WR�����SHUFHQW��WKH�PD[LPXP��ZKLFK�KDV�EHHQ�
LQFUHDVHG�GXULQJ�WKH�&29,'����SDQGHPLF��RI�LWV�,0)�TXRWD�RI������PLOOLRQ��
ZKLFK�ZRXOG�EH�DERXW������ELOOLRQ��LQ�OLQH�ZLWK�UHFHQW�,0)�SURJUDPV�LQ�WKH�
UHJLRQ��H�J���-RUGDQ�ZLWK�����SHUFHQW�RI�LWV�TXRWD�DQG�7XQLVLD�DW�����SHUFHQW���
7KH�/HEDQHVH�JRYHUQPHQW�KDV�UHTXHVWHG�D�����ELOOLRQ�,0)�SURJUDP��EXW�WKLV�
LV�XQUHDOLVWLF��$�PHPEHU�FRXQWU\�FDQ�UHTXHVW�H[FHSWLRQDO�DFFHVV�VXEMHFW�WR�
enhanced scrutiny and conditionality, but this is unlikely in the case of Lebanon 
JLYHQ�LWV�ZHDN�JRYHUQLQJ�LQVWLWXWLRQV��DQG�SRRU�UHIRUP�WUDFN�UHFRUG��ZKLFK�
UDQNOHV�VHYHUDO�NH\�,0)�PHPEHU�FRXQWULHV��7KHUHIRUH��WKH�IHDVLEOH�HQYHORSH�RI�
H[WHUQDO�ÀQDQFLDO�DVVLVWDQFH�LV�OLNHO\�WR�EH�DURXQG�������ELOOLRQ��ZKLFK�LV�PXFK�
VPDOOHU�WKDQ�WKH�UDQJH�RI�ÀQDQFLDO�VHFWRU�ORVVHV�DQG�UHFDSLWDOL]DWLRQ�QHHGV������
ELOOLRQ�WR�����ELOOLRQ���OHW�DORQH�WDNLQJ�LQWR�DFFRXQW�RWKHU�QHHGV�IRU�DVVLVWDQFH�
�LQFOXGLQJ�WKH�UHFRQVWUXFWLRQ�RI�%HLUXW·V�SRUW�DQG�EXVLQHVV�GLVWULFW��HVWLPDWHG�WR�
FRVW�D�IHZ�ELOOLRQ�GROODUV���$OO�WRJHWKHU�WKH�QHHGHG�ÀQDQFLDO�VXSSRUW�PD\�WRWDO�
DURXQG�����ELOOLRQ�WR�����ELOOLRQ�RYHU�VHYHUDO�\HDUV��



BUILDING a BETTER

LEB   NON

7KH�NH\�HOHPHQWV�RI�WKH�SURJUDP�VKRXOG�IRFXV�RQ�

$�� 5HGXFLQJ�WKH�SXEOLF�VHFWRU�ZDJH�ELOO��,Q�DGGLWLRQ�WR�LPSOHPHQWLQJ�
KLULQJ�IUHH]HV�DQG�UHGXFWLRQV�LQ�RSHUDWLRQDO�FRVWV��WKHUH�LV�D�QHHG�IRU�D�FULWLFDO�
UHYLVLRQ�RI�SXEOLF�VSHQGLQJ��LQFOXGLQJ�D�UHIRUP�RI�WKH�FXUUHQW�SXEOLF�SHQVLRQ�
V\VWHP�WR�HQVXUH�LWV�ÀVFDO�VXVWDLQDELOLW\�DQG�ORQJ�WHUP�VRFLDO�SURWHFWLRQ����

%�� (QKDQFLQJ�WD[�SURJUHVVLYLW\�E\�LQWURGXFLQJ�WD[HV�RQ�H[WUHPH�ZHDOWK�
DQG�RQ�LQYHVWPHQWV�LQ�PDULWLPH�SURSHUWLHV��YDFDQW�SURSHUWLHV��DQG�LQFUHDVHG�
SHQDOWLHV�IRU�WD[�HYDVLRQ�DQG�FRUUXSWLRQ��6XFK�PHDVXUHV�ZRXOG�UHGXFH�WKH�
GLVWRUWLRQDO�HIIHFWV�RI�WKH�FXUUHQW�WD[�V\VWHP��UDLVH�LWV�HIÀFLHQF\��DQG�HQVXUH�D�
OHYHO�RI�UHYHQXH�VXIÀFLHQW�WR�FRYHU�WKH�QHHGV�RI�D�VWUHDPOLQHG�SXEOLF�VHFWRU�

&�� 5HIRUPLQJ�(OHFWULFLW\�GX�/LEDQ��(G/���(QVXULQJ�ÀVFDO�VXVWDLQDELOLW\�
DQG�KLJKHU�UDWHV�RI�JURZWK�LQ�/HEDQRQ�ZLOO�QRW�EH�SRVVLEOH�ZLWKRXW�IXQGDPHQWDO�
UHIRUP�RI�WKH�HQHUJ\�VHFWRU��5HIRUPLQJ�(G/�RSHUDWLRQV�LV�D�NH\�DVSHFW�WKDW�
KDV�EHHQ�RXWVWDQGLQJ�IRU�D�ORQJ�WLPH��6XJJHVWHG�LQ�D������,0)�UHSRUW�RQ�
/HEDQRQ�DQG�VWLOO�DSSOLFDEOH�WRGD\��DQ\�UHIRUP�SURJUDP�VKRXOG�DLP�WR�´UHGXFH�
QRQWHFKQLFDO�DQG�WHFKQLFDO�ORVVHV��VZLWFK�IXHO�WR�QDWXUDO�JDV�WR�UHGXFH�
SURGXFWLRQ�FRVWV�DW�H[LVWLQJ�SODQWV�µ�DQG�JUDGXDOO\�LPSOHPHQW�D�PXOWLVWDJH�
VXEVLG\�HOLPLQDWLRQ�SODQ��WDUJHWLQJ�WKH�ODUJHVW�FRQVXPHUV�ÀUVW���

'�� 5HVWUXFWXULQJ�RWKHU�VWDWH�RZQHG�HQWHUSULVHV��7KH�JRYHUQPHQW�
VKRXOG�FRQVLGHU�WKH�JUDGXDO�SULYDWL]DWLRQ�RI�WKH�DFWLYLWLHV�RI�VWDWH�HQWHUSULVHV��LQ�
WKH�EURDGHU�VHQVH�RI�WKH�WHUP��E\�FRQWUDFWLQJ�ZLWK�WKH�SULYDWH�VHFWRU�WR�PDQDJH�
SXEOLF�DVVHWV�RU�UHVWUXFWXULQJ�WKHP�VR�WKDW�WKH\�RSHUDWH�HIÀFLHQWO\�ZLWKLQ�WKH�
PDUNHW��0RVW�HQWHUSULVHV�ZLOO�UHTXLUH�DGPLQLVWUDWLYH�DQG�ÀQDQFLDO�UHVWUXFWXULQJ�
ZKHWKHU�WKH\�DUH�WR�EH�VROG�RU�QRW��1HYHUWKHOHVV��WKH�FRXQWU\·V�SURVSHFWV�IRU�
VKRUW�WHUP�JURZWK�ZLOO�QRW�EH�VLJQLÀFDQWO\�KLQGHUHG�E\�WKH�FRQWLQXHG�H[LVWHQFH�
RI�WKHVH�VWDWH�HQWHUSULVHV�DV�ORQJ�DV�WKH\�DUH�PDQDJHG�LQ�DQ�HIÀFLHQW�DQG�
HFRQRPLF�PDQQHU��

3DUW�7KUHH�
6WHSV�WR�6XSSRUW�%XVLQHVVHV�DQG�%XLOG�D�3URGXFWLYH�
Economy 
��� (VWDEOLVK�WKH�/HEDQRQ�,QFXEDWRU�,QYHVWPHQW�)XQG��6XFK�D�IXQG�FDQ�
EH�VSRQVRUHG�E\�GRQRU�FRXQWULHV�OLNH�WKH�8QLWHG�6WDWHV��)UDQFH��DQG�*HUPDQ\��
DV�ZHOO�DV�UHJLRQDO�DOOLHV�VXFK�DV�6DXGL�$UDELD�DQG�WKH�8QLWHG�$UDE�(PLUDWHV��
7KH�/HEDQHVH�GLDVSRUD�FDQ�SOD\�D�FULWLFDO�UROH�E\�LQYHVWLQJ�FDSLWDO�DQG�LQ�NLQG�
FRQWULEXWLRQV�IURP�LWV�FRQVLGHUDEOH�WDOHQW�SRRO��7KH�IXQG�FDQ�EH�UXQ�E\�D�ERDUG�

https://www.imf.org/en/Publications/CR/Issues/2019/10/17/Lebanon-2019-Article-IV-Consultation-Press-Release-Staff-Report-Informational-Annex-and-48733
https://www.imf.org/en/Publications/CR/Issues/2019/10/17/Lebanon-2019-Article-IV-Consultation-Press-Release-Staff-Report-Informational-Annex-and-48733
https://www.imf.org/en/Publications/CR/Issues/2019/10/17/Lebanon-2019-Article-IV-Consultation-Press-Release-Staff-Report-Informational-Annex-and-48733
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WKDW�LQFOXGHV�PHPEHUV�RI�WKH�GLDVSRUD��EXVLQHVV�OHDGHUV��UHSUHVHQWDWLYHV�IURP�
FLYLO�VRFLHW\�RUJDQL]DWLRQV��DFDGHPLD��DQG�HGXFDWLRQDO�LQVWLWXWLRQV�DQG�FKDQQHO�
VHHG�PRQH\�DV�HTXLW\�RU�ORDQV�WR�VWDUW�XSV�DQG�HQWUHSUHQHXUV�DFURVV�/HEDQRQ��
SULRULWL]LQJ�ZRPHQ�DQG�\RXQJ�SHRSOH��$�JRRG�H[DPSOH�IURP�WKH�UHJLRQ�LV�
2DVLV����LQ�-RUGDQ��ZKLFK�ZDV�VHHGHG�LQ������WKURXJK�DQ�LQYHVWPHQW�IURP�WKH�
.LQJ�$EGXOODK�,,�)XQG�IRU�'HYHORSPHQW�DQG�LV�WRGD\�WKH�FRXQWU\·V�ODUJHVW�VWDUW�
XS�DFFHOHUDWRU�

��� &UHDWH�D�RQH�VWRS�VKRS�IRU�VXSSRUWLQJ�60(V��6PDOO�DQG�PHGLXP�
VL]HG�HQWHUSULVHV�QHHG�PRUH�WKDQ�ORDQV��WKH\�ZRXOG�EHQHÀW�IURP�D�VXLWH�RI�
ÀQDQFLDO�DQG�QRQÀQDQFLDO�VHUYLFHV�WR�KHOS�WKHP�LPSURYH�WKHLU�PDQDJHPHQW��
PDUNHW�WDUJHWLQJ��DQG�JURZWK�SURVSHFWV��)RU�H[DPSOH��VXFK�DQ�HQWLW\�FRXOG�
KHOS�60(V�OHYHUDJH�WKH�H[LVWLQJ�IUHH�WUDGH�DJUHHPHQW��)7$��ZLWK�WKH�(8�DQG�
SURYLGH�WUDLQLQJ�DQG�FDSDFLW\�EXLOGLQJ�ZRUNVKRSV�WR�EXVLQHVVHV��$�RQH�VWRS�
VKRS�FRXOG�DOVR�EH�HVWDEOLVKHG�DV�D�QRQSURÀW�RU�FRRSHUDWLYH�ZLWK�VLJQLÀFDQW�
support from donor countries and the globally dispersed Lebanese community, 
WKHUHE\�E\SDVVLQJ�JRYHUQPHQW�GHDGORFN��(OVHZKHUH�LQ�WKH�UHJLRQ��WKH�4DWDU�
'HYHORSPHQW�%DQN�KDV�GHYHORSHG�D�VXFFHVVIXO�DSSURDFK�WR�VXSSRUWLQJ�60(V�
DQG�D�VLPLODU�PRGHO�LV�EHLQJ�WHVWHG�LQ�7XQLVLD�

��� %RRVW�IHPDOH�ODERU�IRUFH�SDUWLFLSDWLRQ�DQG�VXSSRUW�ZRPHQ�
HQWUHSUHQHXUV�DQG�60(�RZQHUV��$V�LQ�PXFK�RI�WKH�0LGGOH�(DVW�DQG�1RUWK�
$IULFD��0(1$��UHJLRQ��/HEDQRQ·V�IHPDOH�ODERU�SDUWLFLSDWLRQ�UDWH�UHPDLQV�ORZ�
����SHUFHQW��GHVSLWH�KLJK�HGXFDWLRQ�UDWHV�DPRQJ�ZRPHQ��$V�QRWHG�HDUOLHU��OHVV�
WKDQ����SHUFHQW�RI�/HEDQRQ·V�60(V�DUH�ZRPHQ�RZQHG��$�SOHWKRUD�RI�8QLWHG�
1DWLRQV�DJHQFLHV�DQG�RWKHU�GRQRUV�KDYH�WUDGLWLRQDOO\�SURYLGHG�ZRPHQ�ZLWK�
PHQWRULQJ�VXSSRUW�DV�ZHOO�DV�FDSDFLW\�EXLOGLQJ�WUDLQLQJ�DQG�ÀQDQFLDO�OLWHUDF\�
ZRUNVKRSV��7KHVH�SURJUDPV�DUH�WUHPHQGRXVO\�EHQHÀFLDO�DQG�PXVW�FRQWLQXH�
DQG�H[SDQG��+RZHYHU��ZKDW�PDQ\�HFRQRPLF�DVVHVVPHQWV�KDYH�VKRZQ�LV�WKDW�
D�NH\�EDUULHU�IDFLQJ�ZRPHQ�VHHNLQJ�WR�VWDUW�D�EXVLQHVV�LV�DFFHVV�WR�ÀQDQFH��
6XSSRUWLQJ�DVSLULQJ�ZRPHQ�HQWUHSUHQHXUV�ZLWK�ÀQDQFLDO�EDFNLQJ�LV�FUXFLDO�WR�
UHYLYLQJ�ZRPHQ·V�ZRUNIRUFH�SDUWLFLSDWLRQ�DQG�FDSLWDOL]LQJ�RQ�WKHLU�XQWDSSHG�
VNLOOV�

��� 5HLPDJLQH�79(7�WR�EH�WKH�GULYHU�RI�QHZ�SULYDWH�VHFWRU�SURGXFWLYLW\� 
7HFKQLFDO�DQG�YRFDWLRQDO�HGXFDWLRQ�DQG�WUDLQLQJ�VKRXOG�IXOO\�LQWHJUDWH�
WHFKQRORJ\�DQG�GLJLWDO�VNLOOV�WUDLQLQJ��FRQIRUP�WR�LQWHUQDWLRQDOO\�UHFRJQL]HG�
FHUWLÀFDWLRQV�DQG�SHUIRUPDQFH�VWDQGDUGV��DQG�FXVWRPL]H�RIIHULQJV�WR�PDWFK�
WKH�QHHGV�RI�VSHFLDO�HFRQRPLF�]RQHV��,Q�RUGHU�WR�PDNH�WKLV�DSSURDFK�D�
VXFFHVV��WKHVH�VFKRROV�VKRXOG�HPEUDFH�WKH�PRGXODU�GLSORPD��PDWFKHG�ZLWK�
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D�ZRUNSODFH�SHUIRUPDQFH�UHTXLUHPHQW��6XFFHVVIXO�PRGHOV�RI�FRQVHFXWLYH�
GLSORPDV�DUH�EHLQJ�XVHG�DW�/XPLQXV�7HFKQLFDO�8QLYHUVLW\�LQ�-RUGDQ�IRU�GLJLWDO�
FRPPXQLFDWLRQV��DXGLRYLVXDO�GHVLJQ��DQG�KRVSLWDOLW\��DV�ZHOO�DV�DW�+XVVHLQ�
7HFKQLFDO�8QLYHUVLW\�LQ�-RUGDQ��DQG�(635,7��eFROH�6XSpULHXUH�3ULYpH�
G·,QJpQLHULH�HW�GH�7HFKQRORJLH��LQ�7XQLVLD�IRU�HQJLQHHULQJ�

��� 'HYHORS�WUDLQLQJ�PRGXOHV�LQ�FROODERUDWLRQ�ZLWK�WHFKQLFDO�VFKRROV�
DQG�XQLYHUVLWLHV��ZLWK�IRFXV�RQ�VNLOOV�LQ�KLJK�SURGXFWLYLW\�VHFWRUV�VXFK�DV�
LQIRUPDWLRQ�DQG�FRPPXQLFDWLRQ�WHFKQRORJ\�DQG�DUWLÀFLDO�LQWHOOLJHQFH��DQG�
SURYLGH�WKHP�ZLWK�LQGXVWU\�FHUWLÀFDWLRQV��*LYHQ�WKH�IDVW�SDFHG�WHFKQRORJLFDO�
DGYDQFHV�XQGHUZD\��WKLV�DSSURDFK�FDQ�SUHSDUH�/HEDQHVH�\RXWK�EHWWHU�IRU�QHZ�
EXVLQHVV�FUHDWLRQ�DQG�DOVR�ZLGHVSUHDG�GLJLWL]DWLRQ�RI�SURGXFWLRQ�DQG�VHUYLFHV�

��� :RUN�ZLWK�ORFDO�DQG�LQWHUQDWLRQDO�QRQJRYHUQPHQWDO�RUJDQL]DWLRQV�
WR�IRFXV�LQYHVWPHQW�RQ�WKH�HVVHQWLDO�DQG�HPSOR\DELOLW\�VNLOOV�RI�/HEDQHVH�
\RXWK�WKURXJK�VXSSOHPHQWDU\�VFKRRO�SURJUDPV�DQG�ZRUNVKRSV��%RWK�JOREDO�
DQG�UHJLRQDO�WUHQGV�SRLQW�WR�WKH�ODFN�RI�´VRIWµ�RU�HVVHQWLDO�VNLOOV��VXFK�DV�
FRPPXQLFDWLRQ��WHDP�EXLOGLQJ��QHJRWLDWLRQ��SUREOHP�VROYLQJ��OHDGHUVKLS��DQG�
FULWLFDO�WKLQNLQJ���ZKLFK�DUH�LQ�KLJK�GHPDQG�LQ�HPHUJLQJ��HVSHFLDOO\�GLJLWDO��
LQGXVWULHV�

��� &UHDWH�VSHFLDO�HFRQRPLF�]RQHV��JHQHUDWLQJ�YDOXH�DQG�LQYHVWPHQW�
LQ�YDULRXV�JHRJUDSKLF�DQG�NQRZOHGJH�EDVHG�DUHDV�RI�DGYDQWDJH�VXFK�DV�
DJULFXOWXUH��ÀVKHULHV��PLQHUDOV��OLJKW�PDQXIDFWXULQJ��GLJLWDO�PHGLD�SURGXFWLRQ��
DQG�WHFKQRORJ\�

��� (QVXUH�WKDW�GHYHORSPHQW�DJHQFLHV�IRFXV�LQYHVWPHQW�RQ�
DGGUHVVLQJ�WKH�VNLOOV�JDS�RI�/HEDQHVH�\RXWK� Like other countries in the 
UHJLRQ��WKHUH�H[LVWV�D�VNLOOV�PLVPDWFK��GHVSLWH�WKH�SUHYDOHQFH�RI�KLJK�TXDOLW\�
HGXFDWLRQDO�LQVWLWXWLRQV��7KHVH�LQVWLWXWLRQV�DUH�PRVWO\�SULYDWHO\�RZQHG�DQG��
though they pass on more costs to students, they can more rapidly respond to 
PDUNHW�QHHGV�DQG�LQYHVWPHQW��:KDW�LV�QHHGHG�LV�LQFUHDVHG�GLDORJXH�EHWZHHQ�
SULYDWH�HGXFDWRUV�DQG�EXVLQHVV�RZQHUV��ZKHWKHU�DVSLULQJ�RU�UHFRYHULQJ��LQ�
RUGHU�WR�EHWWHU�SUHSDUH�\RXWK�IRU�WKH�MRE�PDUNHW�LQ�WDUJHWHG�VHFWRUV�
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FRQVXOWDWLRQV�ZLWK�UHOHYDQW�VWDNHKROGHUV�VKRXOG�WDNH�SODFH�LQ�DGYDQFH�WR�
EHWWHU�LQIRUP�WKH�DQDO\VLV�DQG�GHVLJQ�RI�UHIRUPV�µ�7KH�/HEDQHVH�SDUOLDPHQW�
PXVW�ZHLJK�LQ�RQ�WKHVH�GLVFXVVLRQV��DQG�YRLFHV�IURP�WKH�SULYDWH�VHFWRU�DQG�
FLYLO�VRFLHW\�DW�ODUJH�VKRXOG�EH�VRXJKW�RXW��$JDLQ��WKH�JRYHUQPHQW�PXVW�EH�
WUDQVSDUHQW�DERXW�WKH�WLPH�OLQH�RI�LPSOHPHQWLQJ�WKHVH�UHIRUPV�DQG�SURDFWLYHO\�
LQWURGXFH�SURJUDPV�WR�VXSSRUW�PHPEHUV�RI�YXOQHUDEOH�JURXSV�ZKR�ZLOO�EH�KLW�
KDUGHVW�E\�WKHVH�UHIRUPV��

��� $SSRLQW�DQG�FXOWLYDWH�QHZ�FRPSHWHQW�SROLWLFDO�OHDGHUVKLS� 
HVSHFLDOO\�HFRQRPLF�SROLF\�PDNHUV��&ULVLV�UHVROXWLRQ�UHTXLUHV�YLVLRQDU\�
OHDGHUVKLS�DQG�GHWHUPLQDWLRQ�UDWKHU�WKDQ�WKH�VWDWXV�TXR�RI�KRUVH�WUDGLQJ�DQG�
FRPSURPLVHV��0RUHRYHU��WKH�SXEOLF�KDV�ORVW�FRQÀGHQFH�LQ�WKH�FXUUHQW�SROLWLFDO�
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��� (GXFDWH�WKH�SXEOLF�DERXW�WKH�UHIRUPV��7KH�/HEDQHVH�SHRSOH�QHHG�WR�
XQGHUVWDQG�WKH�UHIRUPV�LQ�RUGHU�WR�VXSSRUW�WKHP��:LGHVSUHDG�SXEOLF�HGXFDWLRQ�
FDPSDLJQV�QHHG�WR�RFFXU�WR�SUHYHQW�EDFNODVK�DQG�PLVLQIRUPDWLRQ�DV�ZHOO�DV�
HQVXUH�FLWL]HQV�FDQ�WDNH�DGYDQWDJH�RI�QHZ�SURJUDPV�WKDW�DUH�LQWURGXFHG��

Lebanon is in crisis, but the economic challenges confronting the country are a 
JROGHQ�RSSRUWXQLW\�WR�DGRSW�JURZWK�RULHQWHG�SROLFLHV�WKDW�DUH�QRW�SXUHO\�EDVHG�
RQ�ÀVFDO�DGMXVWPHQW��6XFK�SROLFLHV�SUHVHQW�WKH�EHVW�DSSURDFK�WR�UHVWRULQJ�
HFRQRPLF�HTXLOLEULXP�LQ�WKH�FRQWH[W�RI�D�JURZLQJ�HFRQRP\�DQG�ULVLQJ�OLYLQJ�
standards, and the road map laid out in this report can put Lebanon on a stable 
DQG�VXVWDLQDEOH�SDWK�WKDW�ZLOO�HYHQWXDOO\�OHDG�WR�DQ�HFRQRP\�WKDW�GHOLYHUV�WKH�
MREV�DQG�JURZWK�WKDW�/HEDQRQ·V�UHVRXUFHIXO�DQG�YLEUDQW�SRSXODWLRQ�QHHGV�DQG�
GHVHUYHV��
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The World Bank’s spring 2021 issue of Lebanon Economic Monitor warns that 
the economic and financial crisis the country is facing is “likely to rank in the 
top ten, possibly top three, most severe crises [sic] episodes globally since 
the mid-nineteenth century.” The report notes that Lebanon’s gross domestic 
product (GDP) fell from approximately $55 billion in 2018 to an estimated $33 
billion in 2020. Further, according to the World Bank, the average exchange 
rate “depreciated by 129 percent in 2020,” resulting in surging inflation at an 
average of “84.3 percent in 2020.” Given the country’s uncertain political future, 
real GDP is projected “to contract by a further 9.5 percent in 2021.” This data 
presents a bleak picture of the country, one that has experienced a civil war and 
been part of regional conflicts with global repercussions. The question that this 
section attempts to address first, given the aforementioned challenges, is: why 
is it important to support Lebanon out of this economic and financial crisis?

The international system has several interests that justify emergency economic 
assistance to Lebanon. The first is working with Lebanese governmental, 
economic, and civil society groups to prevent a total collapse of governance 
and the economy, which risks creating a failed state in an already tense region. 
Lebanon is facing a series of separate crises: humanitarian, political, economic, 
banking, and financial, all at least partially the product of deep governance 
dysfunction as well as sectarian tensions. The second interest is keeping 
Lebanon from becoming involved actively in any of the larger conflicts in the 
immediate vicinity, which could devastate Lebanon and destabilize the entire 
Levant. A third reason is supporting and commending Lebanon’s extraordinary 
efforts in providing refuge for more than two million Palestinian and Syrian 
refugees, thereby avoiding destabilizing, uncontrolled mass population 
movement within the region and across the Mediterranean Sea. A fourth interest 
is undergirding Lebanon’s magnificent experiment in cross-ethnic and -religious 
communal life.

There is currently a general consensus between the US administration and 
European partners linking serious economic support for Lebanon with the 
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formation of a government. Both US and European leaders have expressed 
dismay at the inability of the political system to form one. Commentators are 
careful to spread blame among all factions, but there is a general belief that 
major and courageous reforms will be required to attain effective governance, 
root out corruption, and undertake the necessary steps needed for economic 
recovery and rebuilding. Longer term, the international community expects 
Lebanon to conduct, on time, and in accordance with law, fair and free national 
elections in the spring of 2022. 

A key entity that merits US and international community support is the Lebanese 
Armed Forces (LAF), and funding the LAF would set the stage for a conducive 
environment to address the country’s economic woes. In the immediate period, 
such support is crucial given its impressive role in humanitarian operations 
since the Beirut blast in 2020. A fully supported and buttressed LAF is crucial as 
a key pillar for Lebanon’s political stability and as an important employer. The 
economic crisis has severely hit security forces’ salaries, forcing some to take 
on extra jobs.

In addition, the international community seeks to work with Lebanon to counter 
illicit interference in Lebanon by external actors, and to ensure that Lebanon 
does not become involved in new regional conflicts that would place at risk 
the country’s economy, infrastructure, and internal stability, in accordance with 
relevant United Nations (UN) Security Council resolutions.  

While the above is primarily the job of the state and people of Lebanon, and 
the international community donors supporting them, the regional environment 
cannot be ignored. A more stable Levant inevitably would contribute to a more 
stable Lebanon. As long as serious conflicts threaten, or actually explode, in 
Lebanon’s vicinity, its own future will be endangered, potentially sidetracking 
political and economic reform. In contrast to Lebanon’s internal political and 
economic difficulties, the regional situation is largely beyond Lebanon’s 
control. More unity among the states of the region and the UN Security Council 
members on implementation of regional stabilization policies would contribute 
decisively to the environment that is necessary to allow the Lebanese people to 
resolve their internal issues.  
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Lebanon has been living above its means for decades and is now faced with 
the enormous task of tackling the accumulated problems. Decades of fiscal 
irresponsibility, corruption, and nepotism have resulted in Lebanon being at 
the verge of becoming a failed state. The increasing deterioration in social and 
economic conditions compounded with a lack of effective policy actions by the 
Lebanese authorities put the county at risk of a wider conflict and a new wave 
of mass migration by the very people the nation needs to rebuild its economy. 
Delays in addressing the crisis will increase the threat of instability and make 
the road to stabilization a long and daunting one. Economic reform is a gradual 
process that will take time, and the starting point will require coordination 
among reform-oriented alliances from all stakeholders in Lebanon, including 
civil society and the private sector. The World Bank’s 2020 report on Iraq, 
“Breaking Out of Fragility,” provided experience and evidence from countries 
that have successfully navigated similar transitions, including the civil society 
Quartet coalition in Tunisia which managed to broker a national dialogue 
between the government and the opposition, resulting in a road map to new 
elections. Similar mechanisms for dialogue will be needed in Lebanon to bring 
together the multitude of political and social actors, with the goal of building 
consensus on how to design a fair and equitable road map for recovery.

Although many agree that the economy is in a deep recession, views 
continue to differ on how to revitalize economic activity. One camp calls for a 
comprehensive fiscal—and structural—adjustment program through a policy 
package of fiscal austerity measures and structural reforms. Such a strategy is 
based on belt-tightening and the reduction of people’s standards of living with 
a view to restoring equilibrium in the economy through downsizing aggregate 
demand to the level of productive capacity. Another camp calls for the adoption 
of a new economic-growth model that would reignite the productive sectors of 
the economy such as agriculture and the knowledge industry. With more than 
half of the population at risk of plunging into mass poverty, any front-loaded 
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fiscal-adjustment plan is likely to result in a lot more pain and much less gain. 
In a country with persistent social tensions and a growing humanitarian crisis, 
any rapid, comprehensive adjustment—including dramatic austere policies to 
balance the budget—can be highly explosive, putting at risk any prospects of 
a reform agenda. It is better to prioritize reforms by focusing efforts on low-
hanging fruit initiatives which can deliver some immediate benefits to citizens, 
and introducing far-reaching structural and fiscal reforms only gradually, as the 
evolving sociopolitical environment permits. 

To understand the situation of the Lebanese economy, it is useful to recognize 
that there are three profound economic crises, not just one. The first, and most 
widely acknowledged and debated, is the financial/banking crisis. The banking 
system has collapsed, and the government is bankrupt and suffers from a 
heavy burden of foreign debt taken on by the previous governments. The 
second crisis, distinct from the financial crisis, and “one of the most common 
reasons why nations fail today,” is the institutional crisis involving the politically 
powerful elites, who designed extractive economic institutions to benefit elites, 
while hurting the rest of society. The third crisis, and the one with the longest 
term, is a systemic crisis of structural adjustment: the need to abandon the old 
economic model that depends on a pegged exchange rate and the relationship 
between the banking sector, the central bank, and state institutions, and move 
toward a more sustainable and productive model. In other words, even if the 
government were financially solvent, and even if there were strong inclusive 
state institutions, there would still be a deep crisis of living standards as a result 
of the structural characteristics of the Lebanese economy. 

In an ideal world, the preferred approach would be to address all three crises 
in parallel. However, each poses a problem with a different time horizon 
for a solution. Additionally, key political challenges to the implementation 
of a comprehensive full-fledged program remain, and thus Beirut may fail 
to construct a foundation that can help transform the Lebanese economy. 
Reforms require time to yield positive results and a traditional program based 
on austerity measures may lead to results contrary to its purpose in the short 
term. With the Lebanese population already suffering a deep recession, any 
unrealistic overpromising may lead not only to the deterioration of the living 
standards of low-income groups but also to the emergence of other vulnerable 
groups that are affected by measures taken in the framework of these 
programs. 
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Three Time Horizons for Strategy
Experience and evidence from countries with little capacity and fragile 
institutions, as discussed in “Escaping the Fragility Trap,” a 2018 report, shows 
that for reforms to happen in a country with weak cohesiveness and capacity 
constraints, it is important that the agenda for policy reform should not be 
overloaded, and that all actions should be simple to implement within existing 
capacities. Building on this, it is therefore important that any program in the 
context of Lebanon should not be highly contractionary and should be focused 
in the immediate term on preventing a total social breakdown. The plan must 
deliver some tangible and immediate benefits to citizens, offer protection 
to low-income groups, and be socially acceptable. That in turn can instill 
confidence, and hopefully allow citizens to see some credible prospects of 
change and buy into the longer-term process of adjustment. The changes that 
would be transformational, such as comprehensive changes to the tax system 
and reforms to public-sector and state institutions, will usually take much 
longer to implement. Such objectives can be addressed more effectively in the 
medium term as the country become less fragile. 

Against a general backdrop of weak institutional capacity and growing 
instability, any reform program for Lebanon should therefore be simple, 
transparent, and most importantly introduced in a way that does not threaten 
the status quo and prove detrimental to stability. We therefore propose 
packaging reforms into three groupings: a short-term package focused on 
reforming the financial sector while also implementing crucial measures of 
social protection for low-income groups and the most vulnerable members 
of society; a medium-term package focused on reforming the public sector 
and the tax regime to reduce the distortional effects of the current tax system 
and raise its efficiency while also rebuilding institutions, strengthening 
the regulatory framework, modernizing commercial law, and ensuring an 
independent judicial system; and a long-term package focusing on jobs and 
employment. 

Phase 1: Restoring Confidence, Restructuring the Financial 
Sector, and Safeguarding Society’s Most Vulnerable 
Populations 
The objective of the short-term strategy is visible and “low-hanging” policy 
initiatives that can deliver quick benefits to ordinary citizens while also 
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shifting the Lebanese populace’s view of what policy makers can and want 
to do, building trust and legitimacy at home. The financial crisis is surely the 
most acute of the many problems facing Lebanon and the one that must be 
addressed immediately. Economic-reform efforts should therefore be anchored 
on two main themes: an immediate restructuring of the financial sector; and 
an enhanced social-protection strategy with the objective of providing health 
coverage and targeted services to low-income groups and the unemployed, 
particularly in light of the changing structure of the Lebanese economic model. 
Such a plan must be shaped around an equitable sharing of the burden, 
ensuring that the weight  of adjustment does not fall on poor and middle-class 
citizens. This means the wealthiest and all of those who benefited the most 
from corruption and BdL’s financial-engineering scheme should bear the bulk 
of the costs. In a country where the “top 10 percent of the adult population 
received almost 55 percent of total national income,” any reform measure 
should indisputably be assessed for its disproportionate impact on the working 
class to avoid widening an already inflated wealth gap, leading to debilitating 
economic and social inequalities.

In addition to the financial-restructuring plan discussed in detail in the following 
section, any reform plan for Lebanon should include a comprehensive cash 
transfer program to cushion the impact from subsidy reform and rising inflation 
on the poor and most vulnerable. Scaling up of social protection, including 
through direct cash transfers to beneficiaries, should be a pre-requisite to 
any comprehensive subsidy reform. Partnerships with the World Bank and 
UN agencies will be key in speeding up the delivery of emergency support to 
alleviate poverty, making sure those that are disproportionately impacted by 
the crisis—such as children and women—are protected.  

Phase 2: Embarking on Fiscal and Structural Reforms and 
Addressing the Institutional Crisis
The intent of the medium-term strategy is to coordinate and focus efforts 
on addressing the institutional crisis. Such a crisis has been driven by an 
economic system designed solely to enrich those in power, with nonexistent 
rule of law or an independent accountability structure that would effectively 
address corruption and allow for state-enterprise reform. Evidence from 
other countries suggests that addressing such a problem is a gradual and 
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incremental process that can take years and will require Lebanon to embark 
on a series of regulatory and fiscal reforms necessary to ignite economic 
growth, including state-owned enterprise inefficiencies, mistargeted public 
spending, tax structure, a rentier private sector, and poor waste management, 
to name a few. However, improving the rule of law and the nation’s capacity to 
enforce it is a necessary process needed to lay out the groundwork for other 
reform measures. Without these reforms, recovery cannot be sustainable, 
and the economic and social situation will continue to worsen. 

Such reforms will involve significant legislative, administrative, and political 
costs, even if they can be alleviated by donor resources and technical 
support. Therefore, any stabilization program would need to go beyond 
technical economics and consider other political and capacity constraints. Not 
all of the issues need to be addressed simultaneously. Front-loading reforms 
in a country with very weak institutions and political instability would run the 
risk of stretching the country beyond its current capacity and disrupting its 
effective elements. With a gradual approach, the country can transition from 
the emergency to the consolidation phase without further exacerbating the 
country’s instability. The program elements for the medium-term are to: 

1.	 Reduce the public-sector wage bill. In addition to implementing 
hiring freezes and reductions in operational costs, there is a need for a critical 
revision of public spending, including a reform of the current public pension 
system to ensure its fiscal sustainability and long-term social protection.  
 
2.	 Enhance tax progressivity by introducing taxes on extreme wealth 
and on investments in maritime properties, vacant properties, and increased 
penalties for tax evasion and corruption. Such measures would reduce the 
distortional effects of the current tax system, raise its efficiency, and ensure a 
level of revenue sufficient to cover the needs of a streamlined public sector.

3.	 Reform Electricity du Liban (EdL). Ensuring fiscal sustainability and 
higher rates of growth in Lebanon will not be possible without fundamental 
reform of the energy sector. Reforming EdL operations is a key aspect 
that has been outstanding for a long time. Suggested in a 2019 IMF report 
on Lebanon and still applicable today, any reform program should aim to 

Part II
Fiscal, 
Structural, & 
Governance 
Reforms



BUILDING a BETTER

LEB   NON

“reduce nontechnical and technical losses, switch fuel to natural gas to reduce 
production costs at existing plants,” and gradually implement a multistage 
subsidy-elimination plan, targeting the largest consumers first. 

4.	 Restructure other state-owned enterprises. The government should 
consider the gradual privatization of the activities of state enterprises, in the 
broader sense of the term, by contracting with the private sector to manage 
public assets or restructuring them so that they operate efficiently within the 
market. Most enterprises will require administrative and financial restructuring 
whether they are to be sold or not. Nevertheless, the country’s prospects for 
short-term growth will not be significantly hindered by the continued existence 
of these state enterprises as long as they are managed in an efficient and 
economic manner. 

Lebanon also needs to reinvigorate a lawmaking environment that supports 
cost-efficient and timely interactions between Lebanon’s private sector 
and both Arab and global economies. The authorities should remove the 
various bottlenecks that the private sector faces today and thereby lower 
the effective cost of doing business. The government also should revamp 
economic regulations to ensure the public sector does not negatively impact 
private-sector activity, and there should be a legislative line of effort targeting 
corruption. On combatting corruption, including illicit enrichment, Lebanese 
authorities should seek support from multilateral organizations to bolster the 
efficacy of anti-corruption bodies and to pass legislation that would restore 
trust and improve public perception of corruption such as enforcing public 
disclosure of assets and prioritizing government spending by its importance to 
citizens. A transitional government could also request a Stolen Asset Recovery 
Initiative from the World Bank to go after those who have abused the system.
 
Phase 3: Building a New Economic Model and Enhancing 
Competitiveness
In light of the recent economic developments in Lebanon and the 
unprecedented economic collapse, there is a need today to examine the 
parameters which govern the shaping of a new economic role for Lebanon. 
Within Lebanon there is an active debate on the subject. The debate so far 
has concentrated on Lebanon’s new economic model and the measures that 
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would help achieve it. However, one important dimension over which we have 
little control relates to regional and sectoral trends and the effect they have on 
the creation of a model for Lebanon. Can Lebanon build a new sustainable 
economic model that is focused less on banking and real estate and more on 
the productive sectors? The answer to this question is not straightforward. 
In many ways, Lebanon has the necessary components, yet addressing the 
structural crisis is not a quick task but one of a decade or so. Employees in 
obsolete industries will suffer the loss of their jobs, and living standards will 
continue to be low for years as a result of the unbalanced economic structure. 
With the likely impact that fiscal consolidation will have on aggregate demand, 
it will be crucial to improve competitiveness and increase the economy’s 
flexibility and growth potential. Growth can be improved if, on the supply 
side, the economy is able to reallocate resources toward the tradable goods 
sector. Numerous factors can allow for this reallocation, such as the relative 
price adjustment associated with the fiscal effort and developments in the 
investment and business climate. 

Lebanon has a lot of weaknesses right now, but in the country and the 
Lebanese diaspora there is an enormous amount of human capital. The 
promising human capital in Lebanon and the country’s interaction with 
international economic and technological advancements offer a glimmer of 
potential to strengthen the knowledge economy as a key pillar for a more 
diversified and private sector-led economy. 

Taking a cue from the World Bank’s report on Iraq, progress in Lebanon will 
likely remain tenuous absent changes in incentives for elites and adoption of 
a new, common agenda for the country. Such a vision would recognize the 
urgency of pivoting from the current clientelist model toward a system that 
transmits the gains of development to citizens. This pivot requires a change in 
elite behavior grounded in the acceptance that Lebanon’s development model 
today threatens to undermine stability and progress, making it unsustainable 
for the future.
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Introduction 
The Lebanese monetary and financial system has been frozen in a de facto 
bankrupt state for the past two years. The interlinked balance sheets of 
the central bank, called Banque du Liban (BdL), and commercial banks, 
households, and the corporate sector have been gravely damaged by the 
collapse of the dollarized economic model. According to this model, Lebanon’s 
banks (supported by the BdL) offer high interest rates to attract US dollar 
(USD) deposits including remittances from nonresidents (mainly among the 
diaspora) as well as residents—helping to finance current spending by the 
people and the government, and resulting in persistently large fiscal and 
current account deficits (of 10.5 percent and 21.2 percent of GDP, respectively, 
in 2019, for example). 

When confidence in the banking system evaporated, nonresident USD flows 
turned negative in 2019 and 2020, and resident USD flows became capital 
flight in 2020. The turnaround in private USD flows to net outflows caused 
a severe imbalance in the supply and demand of USD funds in the country, 
rendering worthless the fixed exchange rate of the Lebanese pound (LBP) 
1,507.5/USD, set in 1997 and widely used to report, in LBP terms, USD-
denominated bank loans, deposits, and other financial transactions. This 
development has led to a freezing of USD accounts at the BdL and commercial 
banks, and a sharp devaluation of the LBP, currently trading on open markets 
at around LBP/USD 15,000. The shortage of USD also led the Lebanese 
government to default on its Eurobond obligations in March 2020, inflicting 
significant losses on the BdL and commercial banks, which hold much of the 
Eurobonds, as well as foreign bondholders.

With inadequate USD inflows, the country as a whole has formal access at 
present to USD funds held at the BdL as reserves—which are dwindling fast 
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to what is now a tiny amount compared to the huge stock of USD claims 
built up over decades (which had been estimated at about five times GDP). 
This has produced huge losses, both in terms of flows—with an inability to 
settle current obligations and pay for necessary imports—as well as stocks or 
wealth reduction such as in the value of USD bank deposits.

This loss has to be recognized and absorbed in a financial restructuring 
process, with reduction in the liabilities of one sector (such as a so-called 
haircut on sovereign Eurobonds, which reduces the fiscal burden on the 
government) diminishing the assets (and wealth) of another (such as 
Lebanese banks holding those Eurobonds). Furthermore, the country needs 
to adjust to the sharply lower exchange value of the LBP, a process that will 
reduce wealth and redistribute it to different members of society, depending 
on whether they hold net USD assets or net USD liabilities. 

Essentially, Lebanon has been hit by a balance sheet crisis and recession, 
which tends to be debilitating, long lasting, unpopular, and difficult to exit. 
Further fueling popular resentment is the fact that members of the well-
connected elites were able to withdraw their USD funds from banks and send 
them abroad as capital flight before bank deposits were essentially frozen. 
At some point in the future, perhaps the asset holders can be persuaded 
to put their USD funds to work in rebuilding Lebanon; however, at sharply 
lower LBP exchange rates, they will become much richer than before, adding 
insult to injury for ordinary citizens. No matter how politically difficult it is, this 
reckoning is needed to set a new and realistic baseline for the economy to 
function again.

Specifically, it is urgent and necessary to rescue and rehabilitate Lebanon’s 
monetary and financial system to facilitate economic transactions; otherwise, 
the informal economy based on cash or barter transactions will continue. This 
informal economy is very inefficient and incapable of supporting a recovery, 
though it has been crucial in helping people muddle through in the crisis.

It is thus important to begin a process to restructure and recapitalize the 
central bank and commercial banks, restructure the sovereign Eurobonds, 
and set realistic guidelines for the operations of the restructured financial 
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institutions. Essentially, this is a matter of how to fairly and appropriately 
apportion the losses among the BdL, commercial banks, households, and 
companies, and it represents a very difficult challenge for the Lebanese 
government given the deep sectarian divisions in society and politics. The 
government has promised that only large depositors will be bailed in (i.e., 
required to share losses) as part of a restructuring of the banking sector, and 
90 percent of depositors will be kept whole. This is an important message to 
assuage, at least to some extent, popular anger about widespread corruption 
and government mismanagement, but it is not obvious that such a promise can 
be honored given the scale of the losses.

Ideally, the restructuring of the sector should be part of a comprehensive 
plan for economic stabilization, reconstruction, and reform, and enjoy a high 
degree of political commitment and ownership by the country’s authorities and 
leadership. However, political commitment to reform is completely lacking due 
to sectarian divisions, which are the root cause of the crisis. Consequently, 
waiting for the country to somehow evolve and reach a degree of political and 
social consensus allowing negotiation of a rescue program with the IMF and 
the international donor community would be a lengthy process. During such a 
period the crisis would deepen, causing more human suffering and making it 
more difficult and costly to repair eventually. 

The only hope is that, realizing this danger, Lebanon’s sectarian leaders can 
bring themselves to agree to a minimal financial rescue plan to stabilize the 
financial and banking conditions which are necessary to support economic 
activities, basically buying time to negotiate an IMF-sponsored program that 
would bring in international assistance for the reconstruction and rehabilitation 
of the country in general. The international community should be sensitive to 
the risk that if it does not provide some assistance to Lebanon, the country 
risks becoming a failed state, further destabilizing political conditions in the 
region and possibly the world.

However, it is important to keep in mind that while an IMF plan is very 
important as a condition required by the international donor community for 
any rescue package and will be useful in developing a coherent blueprint 
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for economic stabilization and reconstruction, it should not be viewed as a 
silver bullet. The IMF failed to take note of the unsustainability of Lebanon’s 
dollarized economy until the crisis erupted. In its October 2019 Lebanon 
Article IV country report, IMF executive directors noted benignly that the 
Banque du Liban “has continued its financial operations to facilitate banks 
offering high returns on USD deposits, with the aim of attracting USD deposits 
to the banking sector”; they also “commended the BdL for maintaining 
financial stability while emphasizing the need to rebuild its financial strength.” 

Having misdiagnosed the problem, the IMF will have to be more careful and 
thorough in prescribing well-targeted and efficacious policy measures to 
address the difficult balance sheet crisis and the recession ravaging Lebanon 
following the collapse of dollarization. Moreover, the IMF has to figure out 
a way to work with Lebanon’s authorities, whose political commitment and 
ownership of any agreed program is inherently weak and can disappear if 
sectarian conflicts flare up, pushing the program off track. 

Banque du Liban (BdL)
Lebanese financial institutions have not released their financial statements 
for some time. Audited financial reports are a rare commodity. As a result, the 
first order of business is an audit of BdL financial accounts conducted by an 
internationally reputable accounting firm—and providing reliable and timely 
data for the restructuring effort.

Given data limitations, the following analysis is based on information as of 
September 2020 contained in the BdL’s, and supplemented where necessary 
by data compiled and assessed by James Rickards in his report, Crisis 
in Lebanon: Anatomy of a Financial Collapse (August 2020), as well as 
the Lebanese government’s draft restructuring plan (2019). The following 
discussion aims to be illustrative only, sketching out the formidable scale and 
complexity of the problems, the different loss estimates, and the required 
restructuring and assistance efforts.

Focusing on USD-denominated items (and reported in LBP using the 
official peg of LBP 1,507.5/USD) on its asset side, the BdL has foreign 
exchange reserves of $20 billion, which had declined by about $9 billion 
since September 2019. The reserves have further dwindled to $16.4 billion 
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in February 2021, according to a press article citing a Moody’s report, which 
pointed out that only $1 billion of the reported figure is available as the rest 
constitutes compulsory reserves. Falling below that crucial level would cause 
the BdL to lose correspondent banking relations and thus access to the 
international clearing and payment system. Because of the precipitous decline 
in reserves, and the need to use them for essential imports, the BdL has not 
made US dollars available for the government to service its USD-denominated 
debt, and has not allowed commercial banks to withdraw US dollars from their 
USD deposits. 

The BdL also has 286.8 metric tons of gold, valued at $16.4 billion at current 
market prices, but reported at LBP 26.2 trillion (or $17.4 billion at the official 
exchange rate)—or 63 percent of current GDP of $26.2 billion, as estimated 
in a 2020 World Bank report: this is the highest gold holding/GDP ratio among 
central banks throughout the world. Consequently, even though public opinion 
is strongly against any gold sales and current law prohibits the use of gold 
for any purposes, the law may need to be changed so that some of the gold 
can be sold, say through the Bank for International Settlements (BIS), to 
contribute to the recapitalization efforts in a likely situation where bailing in bank 
shareholders, creditors, and large depositors still falls short of the required 
capital infusion. Otherwise, voters in potential donor countries may question 
why their government would send money to recapitalize Lebanese banks when 
that country holds so much gold.

The BdL holds $5 billion of Lebanese sovereign Eurobonds (or LBP 7.5 trillion) 
and about $13.5 billion of loans to commercial banks (or LBP 20.3 trillion). 
Assuming a 50 percent principal haircut (it could be more) in a restructuring of 
Lebanon’s Eurobonds, the BdL would suffer a loss of at least $2.5 billion. (The 
BdL could claim that a central bank’s holding of its own sovereign Eurobonds 
should be exempt from restructuring, an argument used by European monetary 
institutions during the Greek government debt-restructuring negotiations 
in 2011-12; however, this approach would only shift the burden onto other 
Eurobond holders and keep the government’s debt burden high). The 
commercial banks simply cannot repay the loans from the BdL in US dollars; if 
they repay the equivalent LBP amount carried on BdL’s books, that would total 
only $1.6 billion at current open market exchange rates—representing a $11.9 
billion loss to the BdL. If the loans are reconverted using current open market 

Part III 
The 
Rehabilitation 
of Lebanon’s 
Monetary and 
Financial System 

https://www.worldbank.org/en/country/lebanon/publication/lebanon-reform-recovery-reconstruction-framework-3rf
https://www.worldbank.org/en/country/lebanon/publication/lebanon-reform-recovery-reconstruction-framework-3rf


BUILDING a BETTER

LEB   NON

exchange rates, the amount would be inflated to LBP 169 trillion. It is obvious 
that corporate borrowers cannot generate enough income to repay that inflated 
amount. Consequently, some sort of restructuring has to apply to these USD 
loans. Again assuming a 50 percent haircut, the BdL would incur another $6.75 
billion loss—for a total of at least $9.25 billion. This does not take into account 
the need to rebuild currently depleted reserves back to a comfortable level—
say, at least $30 billion.

On its liability side, the BdL has deposits from commercial banks totaling LBP 
155.6 trillion, about 60 percent of which is in US dollars (or about $60 billion). If 
the BdL does not touch these USD deposits,  then the estimated loss of $9.25 
billion would more than wipe out BdL’s capital of $3.7 billion (when converting 
the reported figure of LBP 5.6 trillion at the official exchange rate; it would be 
much less if converted at weaker exchange rates).

Alternatively, the BdL can attempt to restructure the USD deposits as well, 
including by redenominating them into LBP at lower exchange rates. Yet doing 
so will inflict losses on the commercial banks, requiring the government to 
recapitalize them to keep them viable to support economic activity. How to 
divide the losses, and the recapitalization requirements, between the BdL and 
the commercial banks is a political question to be determined by the Lebanese 
government.

For comparison, Rickards, in his analysis, applied a 50 percent haircut to BdL’s 
USD assets, and reconverted those assets using a more realistic exchange rate 
of LBP 4,000/USD, while proposing to keep depositors whole and came up with 
an estimated $19 billion loss that would be sustained by the BdL. 

The Lebanese government draft plan, prepared by Lazard, its financial adviser, 
estimated that the losses to be incurred by the BdL would total $63.6 billion. 
The approach included immediately recognizing past accumulated losses, 
which have until now been hidden by financial engineering transactions and 
impairments of assets such as loans to banks and government bond holdings. 
Even if the BdL’s capital of $3.7 billion is used to absorb a part of the loss, the 
remainder would wipe out banks’ USD deposits at the central bank (at $60 
billion). It is questionable if completely wiping out banks’ deposits at the BdL 
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is doable politically, but even if implemented, it would just transfer the losses 
from the BdL to the banking system, adding to the latter’s recapitalization 
requirements.

The difference in estimated loss—from $9.25 billion to $19 billion to $63.6 
billion—shows the huge uncertainty inherent in the restructuring exercise, 
depending on data, methodology, and assumptions used in calculating losses. 
Yet the estimates serve to illustrate the complexity and magnitude of the 
problem.

Commercial Banks: Consolidated Financial Conditions 
According to the BdL, there are 142 commercial banks registered in 
Lebanon—too many for the country. Many of these are small, insolvent, and 
should be liquidated or consolidated to produce a far fewer number of viable 
banks—around a dozen or so—better positioned to serve the economy. Curing 
insolvency (through closure or making banks solvent) and consolidating banks 
could run into resistance from bank owners, who are members of the elite; 
however, the country’s sectarian leadership should overcome this resistance 
to facilitate the urgent and necessary restructuring of the banking system. 
Bank consolidation also will create some unemployment; those adversely 
impacted should be given some safety-net support, including retraining for 
new employment opportunities.

On a consolidated basis, and again focusing on USD-denominated items, 
Lebanon’s banking sector has about $145 billion of USD assets, composed 
of $112 billion in deposits with the BdL (this represents a big discrepancy with 
the BdL, which reports only $60 billion of USD deposits by banks, which needs 
to be reconciled), $20.7 billion of claims on resident customers, $2.9 billion 
of claims on nonresident customers, and $10 billion of Lebanese Eurobonds. 
(Rickards has estimated that Lebanese commercial banks hold between $16 
billion and $23 billion of Eurobonds, and this amount needs to be verified 
before restructuring Eurobonds). 

The Eurobonds will certainly be restructured, with at least a 50 percent haircut 
for a loss of at least $5 billion. The claims on resident customers could not be 
repaid in US dollars and would need to be restructured. If a 50 percent haircut 
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is assumed, that would generate another $10.3 billion loss. Depending on 
how large a haircut BdL imposes on commercial banks’ USD deposits, the 
banking sector would suffer at least a $15.3 billion loss on its USD assets and 
probably a lot more.

On its liability side, the banking sector has $88 billion USD deposits by 
resident customers and $25.2 billion by nonresident customers, $1 billion 
of resident financial-sector liabilities, and LBP 11.2 trillion of nonresident 
financial-sector liabilities—presumably mostly denominated in USD. The 
banks have LBP 41.5 trillion of LBP-denominated deposits as well as LBP 
0.84 trillion of debt securities. 

Despite promises by the government that 90 percent of customer deposits 
will be protected, it is clear that banks cannot repay their depositors in 
USD. Any write-downs of the USD deposits and liabilities, and raising larger 
amounts if extended to LBP deposits and liabilities as well, would offset some 
losses on the asset side of the banks, but at the cost of imposing losses on 
households and the corporate sector, which would depress consumption, 
investment, and growth for years to come, as well as likely trigger strong 
social protests. Depositors and debt holders also could be required to convert 
some of their balances to bank shares, reducing somewhat the need for 
external recapitalization, but this would also reduce domestic purchasing 
power somewhat similar to a write-down of their accounts (as parts of their 
deposits would be converted to much riskier bank shares).

On balance, the banking sector faces a loss on its USD assets of about $15.3 
billion or LBP 229 trillion at current open market exchange rates, which would 
wipe out by several times the banks’ capital account of LBP 28 trillion. Even 
if the exchange rate were to improve when there is an IMF program, say to 
LBP 4,000/USD (close to the rate the BdL uses to supply US dollars for the 
imports of essential food items), the loss would be LBP 61 trillion—more than 
twice the banks’ capital. Even if current shareholders and debt holders are 
completely bailed in (with estimated value of around $7 billion at LBP 4,000/
USD), fresh funds would need to be found to plug the remaining gap and 
recapitalize the banks. 
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Again, for comparison purposes, Rickards used a bottom-up approach, 
examining financial statements of fourteen important Lebanese banks, 
accounting for most of Lebanon’s banking assets, and assuming the rest will 
have been liquidated or consolidated. He applied the same  methodology as for 
the BdL: a 50 percent haircut and reconverting USD assets at LBP 4,000/USD, 
while keeping depositors whole, and came up with a bank recapitalization need 
of $67 billion.

By contrast, the Lebanese government’s draft restructuring plan estimated an 
$82.3 billion loss for the banking system, consisting of impairments of assets 
at the BdL, the loan portfolios, and holdings of government debt. Bailing in 
banks’ shareholders ($18.5 billion) and USD depositors ($113.2 billion) would 
mean wiping out current shareholders’ equity, reducing deposits by about $65 
billion to cover the remainder of the losses, and converting another $20 billion 
of deposits into new capital to keep the banks viable. Imposing $85 billion in 
losses and equity conversion to large resident and nonresident depositors—
constituting the top 10 percent of depositors, estimated to account for 75 
percent of USD deposits, or $85 billion—would wipe out their deposit wealth. It 
is doubtful if such a severe bailing-in is politically feasible, and would represent 
a huge negative wealth shock for those depositors, significantly curtailing their 
consumption and expenditure, and depressing economic growth in the future. 
Any reduction in the losses imposed on large depositors, to lessen the negative 
wealth effect, would require external assistance to fill the gap.

In early June a group of Lebanese experts released a banking sector 
restructuring proposal with concrete details (see link below). The plan proposes 
to preserve the USD deposits of small and medium depositors, at between 85 
percent and 95 percent, while imposing haircuts and conversion back to LBP 
at an LBP 1,500/USD exchange rate on 50 percent of the remaining deposits. 
As shown in the analysis above, this degree of bailing-in of depositors would 
simply not be sufficient to deal with the losses in the banking system—as 
estimated by the Lebanese government.

Another serious complication is that thirteen of the more important banks in 
Lebanon have been named defendants in a court case, Bartlett v. Societe 
Generale de Banque au Liban SAL et al., filed on behalf of 350 US families 
in the US District Court for the Eastern District of New York, in Brooklyn, 
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alleging that those banks provided material support to Hezbollah, including 
for money laundering, sanction evasion, and terrorist financing. The fact 
that the United States has designated Hezbollah—which has significant 
political control in Lebanon—a terrorist organization makes it awkward for 
the United States to participate enthusiastically in an international community 
rescue deal for Lebanon via, for example, CEDRE (a French acronym for the 
Economic Conference for the Development of Lebanon through Reforms with 
Businesses), which was held in Paris in 2018.

Restructuring Lebanon’s Eurobonds
The Lebanese government has about $31 billion of Eurobonds outstanding, 
or 63 percent of its total bonded debt. In addition, there is another $5 billion 
of nonbonded debt, making for a total of $36 billion of public external debt. 
Lebanon’s total public debt/GDP ratio is estimated by the World Bank to be 
212 percent—this needs to be brought down to well below 100 percent to be 
sustainable. However, since practically all of the LBP-denominated government 
bonds are being held by the BdL and commercial banks, a haircut of that 
magnitude will inflict a severe loss on the banking system, requiring even more 
significant recapitalization.

Lebanese sovereign Eurobonds have hardly traded on secondary markets 
for more than a year, with the last indicated prices at around 17 cents on the 
dollar. This is about half the levels of other defaulted sovereign bond prices for 
Argentina or Ecuador, for example, and way below the average recovery value 
of 69 cents on the dollar for emerging-market sovereign debt in default.

As a consequence, the principal haircut needed for a restructuring of Lebanese 
Eurobonds would be quite steep: at least 50 percent, but likely more and up 
to 70 percent. Again, the deeper the haircut, the bigger the losses suffered 
by the BdL and Lebanese commercial banks, requiring more substantial 
recapitalization by the government.

In addition, none of the Lebanese Eurobond issues contain collective actions 
clauses (known as CAC, they allow a qualified majority of bondholders to bind 
the minority in changing the terms of the bond contract), making for a difficult 
and contentious restructuring negotiation between the sovereign debtor and 
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private bondholders, with a distinct risk of unsettling and prolonged litigation. 
Reportedly, some international investment funds hold a blocking position in 
specific Lebanese sovereign Eurobond issues.

The Lebanese Financial Rehabilitation
Fund and the Role of the IMF
The best way to proceed is to establish a Lebanese Financial Rehabilitation 
Fund (LFRF) that is similar to the Hellenic Financial Stability Fund (HFSF) 
set up during the Greek government debt crisis in 2010 to conduct the 
restructuring and recapitalization of Greek commercial banks. The HFSF was 
endowed with a €50 billion loan from the European Financial Stability Facility 
(EFSF), which was later folded into the European Stability Mechanism (ESM, 
an institution set up by the euro area member states to assist members in 
financial distress). 

In a similar vein, the LFRF could be funded by a combination of proceeds 
from Lebanese gold sales ($5 billion, for example) and another $5 billion of 
loans (combined) from the Gulf Cooperation Council and France, traditionally 
close friends of Lebanon. If gold sales are not possible due to sociopolitical 
opposition, the LFRF would have to rely exclusively on external funds and 
likely face greatly diminished chances of success. 

The LFRF could be given clear legal authority, political support, and 
competent staff, with oversight by a board of directors representing its financial 
contributors and selected representatives from civil society organizations. 
It would start the process of assessing the damage, and then resolve, 
consolidate, restructure, and recapitalize the banks. Last but not least, it 
would put in competent management working under the close supervision of 
the LFRF. By promptly implementing such confidence-building measures, the 
LFRF can use its $10 billion of resources to make strategic investments in 
equity and loans to promising banks in a catalytic way to bring in investments 
from other sources, both inside and outside of Lebanon, to meet the 
recapitalization requirements. Naturally, the more financial resources the LFRF 
has, the better it can carry out its tasks.
The IMF needs to be closely involved in bank restructuring efforts to provide 
technical assistance, but not involving Fund resources. This novel approach 

Part III 
The 
Rehabilitation 
of Lebanon’s 
Monetary and 
Financial System 

https://www.fdd.org/analysis/2020/08/04/crisis-in-lebanon/
https://hfsf.gr/wp-content/uploads/2020/10/hfsf_annual_report_2011_en.pdf


BUILDING a BETTER

LEB   NON

reflects the reality in Lebanon of strong popular opposition to fiscal austerity as 
a condition for an IMF program, so far helping to delay agreement between the 
caretaker Lebanese government and the IMF, which makes the situation worse 
by the day. 

A minimal program with minimum conditionality focusing on restructuring 
the financial sector, drawing heavily on IMF technical expertise (but not on 
Fund resources) would have a better chance of being agreed to more quickly. 
A full-fledged IMF program along traditional lines, with prior actions and 
conditions, could be negotiated and hopefully adopted in a second stage of 
the rehabilitation process, which would address the needs of reconstruction, 
reforms, and building the basis for a new and sustainable economic model. 
Ideally, both phases of restructuring and reconstruction/reform would be 
implemented in tandem, as they impact each other; since time is of the 
essence, however, it’s better to move quickly with a minimal program of 
financial-sector restructuring and recapitalization, hoping that this will stabilize 
financial and economic conditions to some extent, buying time for negotiating a 
comprehensive program.

Conclusions and Guidelines for
the Financial Sector Going Forward
To sum up, the situation in Lebanon is desperate—its economy has shrunk 
almost by half in the past few years and consumer-price inflation has jumped 
to more than 150 percent on a year-on-year basis. The longer it takes for 
the Lebanese government to reach agreement with the IMF and CEDRE 
participants to start the rescue process, the worse the situation becomes. It 
is much better to quickly reach agreement on a minimal program to get the 
rescue ball rolling, preventing Lebanon from becoming a failed state and further 
destabilizing the region and the world at large, rather than to conduct lengthy 
negotiations for a comprehensive package that would be difficult to implement 
in full, given the fractured nature of Lebanese society and politics.

In the 2018 CEDRE gathering, governments and international organizations 
pledged $11 billion in loans and grants. Going forward, perhaps China and Iran 
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could be invited to join the conference: China because it is among the largest 
trading partners with Lebanon and has expressed interest in bidding for some 
reconstruction projects, and Iran because of its de facto influence in the country 
through Hezbollah, and in the context of a reported rapprochement between the 
state and Saudi Arabia. 

The Lebanese government has requested a $10 billion IMF program, but this 
is unrealistic. A more feasible goal would be for Lebanon to request a regular 
standby arrangement, allowing it to get financing up to 245 percent (likely the 
maximum, given circumstances, and increases during the pandemic) of its IMF 
quota of $861 million—or about $2.1 billion, in line with recent IMF programs in 
the region; examples include Jordan, with 270 percent of its quota, and Tunisia, 
at 250 percent). A member country can request exceptional access, subject to 
enhanced scrutiny and conditionality, but this is unlikely in the case of Lebanon 
given its weak governing institutions, poor reform track record, and Hezbollah’s 
influence, which rankles several key IMF member countries. Therefore, the 
feasible envelope of external financial assistance, given past pledging, is likely 
to be around $13.1 billion, which is obviously much smaller than the range of 
financial-sector losses and recapitalization needs indicated above (ranging 
from $25 billion to $86 billion), let alone taking into account other needs for 
assistance (including the reconstruction of Beirut’s port and business district, 
estimated to cost a few billion US dollars—all together the financial-support 
need may run up to around $60 billion to $70 billion over several years). Thus 
it is clear that the Lebanese people—both inside and outside of the country—
will have to bear a big part of the adjustment burden including contributing 
resources to the rehabilitation efforts. The sooner this message can be 
communicated to the people, the better.

In conjunction with the process of bank restructuring by the LFRF, the following 
minimal but necessary guidelines should be observed by Lebanon’s central 
bank, commercial banks, and the government:

1.	 Legislate capital controls and adopt regulatory forbearance for a 
reasonable period of time to allow for the gradual adjustment of the valuation 
of USD assets and liabilities, which are pervasive in the economy, to the 
reality of sharply weaker LBP exchange values and reduced USD inflows. 
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The implementation of capital controls has to be transparent (compared to the 
current de facto, opaque, and arbitrary controls) to avoid the potential for corrupt 
practices, which destabilize the situation and demoralize the population.

2.	 Stop relying on a bankrupt, unsustainable dollarized economic model 
to attract USD inflows to finance spending, which builds up USD claims to 
astronomical levels. Given the collapse of the banking system and its loss of 
confidence and trust by the people, future USD inflows will be inadequate and 
unreliable to sustain such a dollarized economy. These are the same reasons 
why arrangements relying on a pegged exchange rate proposed by some 
economists, such as a currency board, are unworkable. Under a currency 
board, the central bank has no power except issuing the local currency and 
guaranteeing free conversion at a fixed exchange rate to the amount of US 
dollars on hand. This approach makes the money supply, and economic activity, 
quite volatile, being held hostage to uncertain USD inflows. Consequently, there 
is no alternative except moving to a flexible exchange-rate regime, and the BdL 
should only intervene to smooth out undue volatility in the foreign-exchange 
markets if it has sufficient reserves to do so.

3.	 Adopt an inflation-targeting approach as a BdL framework for monetary 
policy making, in the absence of an LBP/USD peg. 

4.	 Prohibit the BdL from lending to the government through direct 
purchases of LBP or USD government bonds, for example, to finance 
government spending.

5.	 Allow the government to issue its LBP bonds only to the public, as part 
of any assistance plan or deal, and require observance of strict limits on USD 
debt issuance.
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By Merissa Khurma
Director, Middle East Program
The Wilson Center

Introduction
The dire economic situation in Lebanon reflects the rapidly deteriorating state 
of employment and wages. The UN estimates that more than 55 percent of the 
population is in poverty. According to the World Food Programme, 49 percent 
of Lebanese are worried about access to food. The current unemployment rate 
has skyrocketed to 40 percent and women’s labor force participation has fallen 
to 23 percent, according to the latest World Bank figures—and is expected 
to decrease further. Unemployed and skilled youth are fleeing the country, 
contributing to an already acute brain drain which will cause permanent damage 
to Lebanon’s economy. According to MacroTrends, the net migration rate in 
2021 for Lebanon has increased 32 percent from 2020, enlarging the already 
extensive diaspora community that is estimated at 15 million people. Adding to 
Lebanon’s economic woes is yet another demographic challenge in hosting the 
highest per capita refugee population worldwide.

At the heart of Lebanon’s rising poverty and failing labor market are the 
weakened demand-side factors facing the private sector. Micro, small, and 
medium-sized businesses, which comprise 95 percent of companies in the 
country, have been severely hit by the compounding crises, adding to rising job 
losses, particularly among women. Lebanon’s economy is also largely informal, 
meaning that a large amount of transactions are made in cash and aren’t 
deposited in banks. The devaluation of the currency will impact the wages 
of hundreds of thousands as they see their purchasing power precipitously 
decrease and the cost of imports rise. Underwriting this is the outsized role of 
the banking sector in the economy, which represents a majority of GDP but is 
unproductive in terms of employment and the real economy.

As discussed in this report, the present situation represents an urgent need 
for Lebanon to chart a long-term path to develop the productive sectors 
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of the economy, generate exports, and create an environment friendly to 
technology and innovation. The seeds of this transformation must be planted 
today, despite the present crisis, and a key element must be an orchestrated 
workforce-development strategy that emphasizes skills and training for 
Lebanon’s youth. This section proposes a policy of rebuilding Lebanon’s 
economy from the ground up with measures to rescue and reinforce the 
productive private sector, strengthen the entrepreneurship ecosystem by 
making women and youth the drivers of new business development, and 
engage Lebanon’s extensive diaspora communities for both economic 
stabilization and reconstruction efforts. 

Strengthening SMEs and the Entrepreneurship Ecosystem
Despite its weaknesses, Lebanon is poised to rebuild through its traditionally 
strong entrepreneurial foundation and vibrant business-oriented culture. 
Lebanon’s business leaders have the expertise and knowledge of local 
markets, their needs, and unique features. As the post-blast picture revealed, 
Lebanese people and businesses were at the center of the work from cleaning 
up streets to renovating homes and offices damaged by the explosion. 

This first challenge, as outlined in an earlier section, is to stabilize the 
deteriorating financial sector. Small and medium enterprises (SMEs) have 
struggled to scale up and create jobs and they can’t hope to contribute to 
recovery without functioning banks. However, the problem of scalability for 
SMEs is a widespread phenomenon across the region given the diffusion 
of banks and lack of access to markets. Even with an existing free trade 
agreement (FTA) with the EU, for example, many Lebanese businesses 
do not have the capacity or knowledge of import and trade regulations to 
export successfully. Overshadowing the lack of export savvy is the physical 
destruction of the port of Beirut, which is a critical entry for businesses hoping 
to import materials and machinery in order to export finished goods. 

The second challenge is to reassess the viable sectors that can create a more 
productive economy in Lebanon. Countries around the region are in a process 
of economic diversification, though the trend is not limited to the Gulf. Lebanon 
must embark on a similar course given the outsized role played by the financial 
sector. One solution proposed by Lebanese business leaders is to create 
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special economic zones, generating value and investment in various geographic 
and knowledge-based areas of advantage such as agriculture, fisheries, 
minerals, light manufacturing, digital media production, and technology. 

Third, it will be critical to have a policy regarding informality. The informal 
economy in Lebanon, akin to other countries in the region, was severely hit 
by the global pandemic as lockdowns impacted cash-based, point-of-sale 
transactions. According to the National Statistical Institute, over 90 percent of 
the agriculture sector is informal, followed by construction and transport (80 
percent and 70 percent, respectively), and commerce (at around 60 percent). 
These disruptions account for large, often unaccounted for losses in wages 
and employment. As discussed, stabilizing the Lebanese pound in addition to 
reinforcing the social safety net are first-line measures to protecting informal 
workers.

Facing these imbalances, the Lebanese private sector needs several policies to 
shift the economic balance toward productive, employment-generating sectors. 
Starting with the informal economy, studies have shown that around 40 percent 
of small informal companies see advantages to formalization, including access 
to finance and the ability to attract customers. Morocco used an integrated 
model to successfully reduce informality in its economy to 30 percent of GDP 
in 2018 from 40 percent in 2009 while factoring in the “particularities” of each 
sector. Formalization can be encouraged through fintech innovations such as 
the popular M-Pesa platform in Kenya, which would also reroute economic 
transactions through struggling banks. Numerous other incentivization packages 
are being tested elsewhere in Africa and the Middle East, including easy digital 
registration, tax filing, and training. 

Though formalizing parts of the economy will add important job security and 
stability for millions of Lebanese, creating a more productive economy requires 
a policy focused on entrepreneurs and driving new business development. One 
intervention that is gaining traction elsewhere in the region is the one-stop shop 
for SMEs. Small businesses need more than loans; they benefit from a suite 
of financial and nonfinancial services to help them improve their management, 
target markets, and grow. For example, such an entity could help SMEs 
leverage the existing FTA with the EU and provide training and capacity-building 
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workshops to businesses. A one-stop shop could also be established as a 
nonprofit or cooperative with significant support from donor countries and 
the Lebanese diaspora, thereby bypassing government deadlock. Elsewhere 
in the region, the Qatar Development Bank has developed a successful 
approach to supporting SMEs and a similar model is being tested in Tunisia.

Accordingly, reassessing traditionally productive economic activities is an 
important step to redirecting new business creation toward sectors and 
practices that can help Lebanon better integrate into the global economy. 
The country desperately needs more than an immediate economic rescue 
plan; GDP growth has hovered around 1 percent for the past five years or 
more. Refocusing on exports and value-added services will give Lebanon a 
more robust and resilient economy. Therefore, the country’s SMEs should 
have a seat at the table in any recovery and rebuilding discussions.

Digitizing the Economy
Any conversation on the recovery of Lebanon’s private sector must also 
include a dedicated discussion on the digital economy. Lebanon must 
exploit the global increase in digital consumption by embracing digital 
transformation of both traditional and emerging sectors. The advantages 
to this approach are manifold: creating an economy that gives youth 
entrepreneurs distinct advantages; enabling Lebanese to work remotely; 
allowing women and traditionally marginalized groups to contribute to the 
economy; and adopting cost-saving innovations for businesses. However, 
to jump-start widespread digital consumption, the country must enable the 
spread of digital infrastructure, encourage consumption and transactions 
online, and most importantly, create a system to foster and promote digital 
skills. 

The pandemic has redefined the workplace and created a digital office 
for those who have access to the internet. It also boosted reliance on 
e-commerce for everyday needs. According to the latest estimates by the 
UN Conference on Trade and Development, global e-commerce hit $25.6 
trillion in 2018 with 1.45 billion people shopping online that year. During 
the pandemic, consumers in the Middle East were nudged toward greater 
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online consumption—a change likely to become permanent. These figures 
are expected to grow in the next two years given global shifts in the quality 
and availability of services from education to retail. For Lebanon’s weakened 
private sector, e-commerce is an opportunity to access regional and global 
markets and increase exports of goods and services, facilitated by the 
devaluation of the currency. 

However, many challenges inhibit Lebanon’s digital transformation, especially 
in the production of electricity, as mentioned earlier in this report. The internet 
infrastructure also requires substantial upgrading investment to allow for 
greater speeds with increasing access. However, a key obstacle highlighted 
by the pandemic is the digital divide. Despite good mobile internet coverage 
figures, many consumers, especially in rural areas, are left out of the digital 
economy. School closures also revealed inequities in access to digital 
services. According to the World Bank, about “60 percent of students either 
do not have a computer or have to share it with at least three other family 
members,” with recent estimates showing “only about 50 percent of students 
are connected to online learning.” Equipping Lebanon’s youth with the 
necessary digital skills is essential to bridging this digital divide and making 
them drivers of economic activity and new business development. 

One pathway to strengthening the entrepreneurship ecosystem and exploiting 
Lebanon’s existing youth skills base in technology is by establishing the 
proposed Lebanon Incubator Investment Fund. Such a fund can be sponsored 
by donor countries like the United States, France, and Germany, as well as 
regional allies including the United Arab Emirates and Saudi Arabia. The 
diaspora can play a critical role by investing capital and in-kind contributions 
from its considerable talent pool. The fund can be run by a board that includes 
members of the diaspora, business leaders, representatives from civil society 
organizations, academia, and educational institutions, and channel seed 
money as equity or loans to start-ups and entrepreneurs across Lebanon, 
prioritizing women and young people. A good example from the region is 
Oasis500 in Jordan, which was seeded in 2010 through an investment from 
the King Abdullah II Fund for Development and is today the country’s largest 
start-up accelerator.
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Addressing these challenges requires involving all stakeholders including the 
government, the private sector, civil society organizations, as well as diaspora 
networks. This can help bring in investments, transfer tech knowledge, create 
programs to upgrade digital skills, digitize businesses, and connect them to 
international markets.

Rebalancing Lebanon’s Workforce Formula
Thus far, we have addressed the imbalances in the demand side of Lebanon’s 
workforce formula. However, this economic transformation is impossible 
without an integrated policy to address workforce development and education. 
Some of the trends in the workforce challenge of the Middle East and North 
Africa (MENA) region do not apply to Lebanon, where only about 15 percent 
of the workforce is in the public sector, the majority of whom serve in the 
military. The rest are employed in the private sector, which has historically 
been vibrant and adaptable in the face of the country’s various crises, 
including its fifteen-year civil war. This feature of Lebanon’s workforce is a 
tremendous opportunity, as the road to private-sector recovery is charted out 
in the absence of political stability. What is needed is to capitalize and invest in 
skilling, reskilling, and upskilling the educated youth workforce to meet market 
needs. 

Like other countries in the region, a skills mismatch exists despite the 
prevalence of high-quality educational institutions. These institutions are 
mostly privately owned and, though they pass on more costs to students, 
they can more rapidly respond to market needs and investment. What is 
needed is increased dialogue between these educators and business owners 
to better prepare youth for the job market in targeted sectors, as outlined 
above. However, it’s important to note that Lebanon's public education system 
will likely face increased pressure going forward as more and more families, 
due to the economic crisis, will be unable to afford to send their children to 
better quality private schools. Therefore, development assistance should be 
leveraged to boost quality in the public education system, integrate technology 
in the classroom, and promote entrepreneurial skills. Private funds also 
can create opportunity scholarships to increase equitable access to private 
schools.
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In terms of school output, both global and regional trends point to the lack of 
“soft” or essential skills (such as communication, team building, negotiation, 
problem-solving, leadership, and critical thinking), which are in high demand 
in emerging, especially digital industries. This presents an opportunity 
for development agencies and nongovernmental organizations to focus 
investment on the essential and employability skills of Lebanese youth through 
supplementary school programs and workshops. Meanwhile, donor agencies 
and private-sector investors must develop training modules in collaboration 
with technical schools and universities, focus on skills in high productivity 
sectors such as ICT and artificial intelligence, and provide them with industry 
certifications. Given the fast-paced technological advances we are witnessing, 
this can prepare Lebanese youth better for new business creation and also 
widespread digitization of production and services. Countries in the region, such 
as the United Arab Emirates, which has launched the One Million Arab Coders 
initiative, can guide Lebanon’s immediate need to foster a tech savvy workforce.

Vocational and technical education, rather than remaining a last resort for 
students in Lebanon, should be reimagined as the driver of new private-sector 
productivity. Technical and vocational education and training (TVET) should 
fully integrate technology and digital skills training, conform to internationally 
recognized certifications and performance standards, and customize offerings 
to match the needs of special economic zones. In order to make this approach 
a success, these schools should embrace the modular diploma, matched with 
a workplace performance requirement. Successful models of consecutive 
diplomas are being used at Luminus Technical University in Jordan for 
digital communications, audiovisual design, and hospitality, as well as at 
Hussein Technical University in Jordan and ESPRIT (École Supérieure Privée 
d'Ingénierie et de Technologie) in Tunisia  for engineering. With an infusion of 
capital, the Lebanese TVET sector can begin generating an available labor pool 
for recovering businesses within two or three years. Lebanese businesses must 
be fully involved by providing internship opportunities, defining curricula, and 
providing off-ramps for students to earn their diploma and enter the workforce, 
as well as on-ramps for them to return and upgrade their diploma and skill level.

In order for the Lebanese to accomplish this shift to a productive private sector, 
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a people-and-skills approach must be established throughout the system. 
Private schools can be key partners of businesses, but the whole school 
system needs targeted investments to ensure skill levels meet their needs. 
Essential and employability skills can be enhanced for all graduates, while the 
TVET sector can create a skilled labor pool for expanding industries. 

Unlocking the Potential of Women in the Workforce
Any workforce strategy in Lebanon must also target female labor force 
participation, which requires integrated solutions across the spectrum. 
Lebanon’s female labor participation rate remains low (23 percent) despite 
high education rates among women—representing a loss in human capital 
investment. Furthermore, less than 10 percent of Lebanon’s SMEs are women 
owned. 

Consequently, many UN agencies and other donors have traditionally provided 
women with mentoring support as well as capacity-building training and 
financial-literacy workshops. These programs are tremendously beneficial and 
must continue and expand. However, what many economic assessments have 
shown is that a key barrier facing women seeking to start a business is access 
to finance. Supporting aspiring women entrepreneurs with financial backing 
is crucial to reviving women’s workforce participation and capitalizing on their 
untapped skills.

Incoming international aid and support to Lebanon’s various businesses 
as well as its social sector should consider conditioning support on either 
employing women on an equal basis as men or ensuring that at least 50 
percent of their beneficiaries are women. This approach requires high-level 
coordination among the numerous donor agencies involved in recovery and 
rebuilding plans. Gender-responsive policies and budgeting should become 
key pillars of any proposed development or recovery fund for Lebanon. For 
example, addressing sexual harassment in the workplace and providing day-
care services for working mothers is key to unlocking women’s potential in the 
economy. Childcare services represent a sector in itself that supports the direct 
and indirect employment of women.
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Engaging the Diaspora
The Beirut port explosion has galvanized the Lebanese diaspora across the 
world in an unprecedented manner to support the country’s immediate 
humanitarian needs as well as midterm recovery efforts. Disenchanted and 
frustrated by the Lebanese government’s negligence and lack of political 
leadership after the explosion, the diaspora turned to the private and social 
sectors to channel assistance and support. This experience shows how 
Lebanon’s diaspora communities can be engaged and circumvent political 
indecision in the key phases of short-term recovery and medium- to long-
term growth, especially in support of its workforce-development formula.

A number of initiatives focused on strengthening diaspora networks and 
linkages to Lebanon were launched in the last decade, representing a 
foundation from which to assess lessons learned. One such platform is 
DiasporaID, which aims to link diaspora members with not only the country 
but the level of the communities, towns, and villages from which their families 
originate. Accordingly, a Lebanese diaspora forum should be organized to 
engage different associations and organizations in the United States and 
Europe as well as the Gulf Cooperation Council. Development assistance 
should be directed to complement these organizations’ efforts, especially 
in supporting the recovery of businesses and strengthening the country’s 
entrepreneurship ecosystem, especially by bolstering the one-stop shop for 
SMEs and the proposed Lebanon Incubator Investment Fund.

Engaging the diaspora can take many forms including establishing platforms 
for the transfer of knowledge and expertise, investments, and diaspora bonds, 
which are currently being heavily championed by the World Bank and other 
international agencies.

Diaspora bonds represent an effective vehicle through which the successful 
Lebanese in the diaspora can support the country, especially in times of 
economic struggle. According to a World Bank economist, these bonds could 
generate about $50 billion a year in total for developing countries.

A number of countries have produced successful models in issuing diaspora 
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bonds as a means of investment. Israel and India have raised around $40 
billion from such bonds. In the case of Lebanon, restoring trust in a future 
government is certainly a factor, but it is important to note that diaspora bonds 
could be issued by a private corporation. Learning from the experiences 
of other countries with large diaspora communities will significantly benefit 
Lebanon as it charts out a means to issue these bonds to raise financing from 
abroad. 
 
Conclusion
This section addresses the supply—and demand—side components of 
Lebanon’s workforce formula. First, Lebanon’s private sector must be 
supported and grown from the ground up. Specialized economic zones can 
facilitate development of certain industries, but a one-stop shop with an 
arsenal of financial and nonfinancial services will be critical to SMEs as they 
seek to overcome growth challenges. As a key sector, the digital economy also 
must be developed through infrastructure and especially workforce skilling. 
The proposed Lebanon Incubator Investment Fund would provide an excellent 
tool for the Lebanese diaspora to contribute investment support and technical 
know-how, helping to develop the local firms that will drive the digitization of 
the rest of the economy. 

However, neither approach will be successful without a dedicated policy for 
people and skills. Investment in education will ensure a proper skills base in 
the workforce, while a renewed focus on essential skills and employability will 
enable more efficient workforce matching. Redeveloping a creative high-quality 
TVET system is a key pillar to enabling this industrial transition, increasing the 
quality and capacity of production. Programs targeting women also do more 
to ensure greater equity down the road—they create immediate benefits by 
capitalizing on their existing skills and potential. 

Lastly, the diaspora has a role to play in supporting all the above strategies. 
This wider community has the expertise to allow these initiatives to succeed, 
and diaspora bonds can create a profitable avenue for members to redirect 
their investment from the struggling financial sector right into the hands 
involved in reconstruction and transformation of Lebanon’s economy.  
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