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PREFACE

he Lebanon Economic Monitor provides

an update on key economic developments

and policies over the past six months. It also
presents findings from recent World Bank work on
Lebanon. The Monitor places these developments,
policies, and findings in a longerterm and global
context and assesses their implications on the
outlook for Lebanon. Its coverage ranges from the
macro-economy to financial markets to indicators of
human welfare and development. It is intended for
a wide audience, including policy makers, business
leaders, financial market participants, and the
community of analysts and professionals engaged in
Lebanon.

The Lebanon Economic Monitor is a product
of the World Bank’s Lebanon Macroeconomics,
Trade and Investment (MTI) team. It was written by
Dima Krayem (Senior Economist), Naji Abou Hamde
(Economic Analyst) and Ibrahim Jamali (Consultant),
with contributions from Lars Jessen (Lead Debt
Specialist), Nadine Chehade (Senior Financial
Sector Specialist) and Peter Salisbury (Consultant).
The Special Focus entitled Gauging the Size of
the Cash Economy was prepared by Dima Krayem

(Senior Economist), lbrahim Jamali (Consultant),
and Naji Abou Hamde (Economic Analyst). The
Lebanon Economic Monitor has been completed
under the guidance of Eric Le Borgne (Practice
Manager), Norbert Fiess (Lead Economist), and Jean
Christophe Carret (Country Director). Zeina Khalil
(Communications Officer) is the lead on communica-
tions, outreach, and publishing.

The findings, interpretations, and conclusions
expressed in this Monitor are those of World Bank
staff and do not necessarily reflect the views of the
Executive Board of The World Bank or the govern-
ments they represent.

For information about the World Bank and its
activities in Lebanon, including e-copies of this publi-
cation, please visit www.worldbank.org/Ib

To be included on an email distribution list for
this Lebanon Economic Monitor series and related
publications, please contact Alain Barakat (abarakat@
worldbank.org). For questions and comments on
the content of this publication, please contact Dima
Krayem (dkrayem@worldbank.org). Questions from
the media can be addressed to Zeina Khalil (zelkhalil@
worldbank.org).
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EXECUTIVE SUMMARY

Recent Economic Developments

Lebanon’s long economic contraction continued
in 2022, albeit at a slower pace than in previous
years. The deceleration in economic contraction in
2022 is largely owed to a base effect (referred to as
a technical deceleration in economic contraction).
Following a cumulative fouryear contraction of
372 percent of GDP (2018-2021), real GDP s
estimated to have declined by 2.6 percent in 2022. The
BLOM-PMI index, which captures private sector activity,
slightly improved to 48.4 in 2022, up from an average of
46 percent in 2021 but nonetheless still representing a
contraction of activity (<50). A positive development is
the growth in tourist arrivals (by 57 percent, 8M-2022).
Nonetheless, the widening current account deficit (see
below), a long structural imbalance, continue to weigh
down on growth prospects.

The overall fiscal balance is estimated to
have recorded a narrow surplus of 0.3 percent of
GDP in 2022, down from 1 percent of GDP 2021.
Revenues are estimated to have declined from an
already low 13.1 percent of GDP in 2020 to 6.0 per-
cent of GDP in 2022, one of the lowest rates globally.
This was more than offset by a larger decrease in total
expenditures, which declined from 16.4 percent of
GDP in 2020 to a record low of 5.7 percent of GDP in

2022, pointing to a massive hollowing out of the state
amid an unprecedented crisis.!

Testament to the lack of economic stabili-
zation, the Lebanese Pound (LBP) continues to
depreciate sharply. By February 2023, the currency
lost more than 98 percent of its pre-crisis value. Despite
the central bank (BdL)’s foreign exchange (FX) interven-
tions to attempt to stabilize the BNR (i.e., the banknote
rate/parallel market) using its gross reserves starting in
December 2021, the BNR averaged 31,102 LBP/US$
in 2022. The depreciation of the BNR has accelerated
since the beginning of 2023, breaching 140,000 LBP/
US$ amid rising tensions, bank strikes, and relatively
fewer FX interventions by BdL. A multiple exchange
rate system persists, reflecting a variety of exchange
rates to buy and sell currency, set import and other tar-
iffs, and record internal accounts, creating economic

' World Bank fiscal estimates are based on the latest
official Ministry of Finance statistics, and therefore
do not include extra budgetary spending, including
quasi-fiscal operations conducted by the Central Bank,
arrears, usage of IMF SDR allocation for certain fiscal
spending, among other expenditures not recorded
in official statistics-the fiscal balance is likely to be
significantly negative when taking the above-mentioned
expenditures into account.



distortions, inaccurate accounts, and providing rent-
seeking opportunities.

Inflation averaged 171.2 percent in 2022,
one of the highest rates globally, primarily due
to the depreciation of the LBP. Higher prices for
food and non-alcoholic beverages contributed the
most to inflation in 2022. Food inflation increased on
average by 240 percent throughout 2022, reaching a
maximum of 483 percent (yoy) in January 2022.

The current account deficit grew to
20.6 percent of GDP on the back of higherimports
and falling exports. Imports reached pre-crisis levels
in 2022, at a record US$19 billion. Exports declined
by 10.2 percent. Customs data for merchandise
goods indicates that imports grew by 39.7 percent
year-on-year in 2022. Anticipated increases in the
customs duties exchange rate (“the customs dollar”),
which increased to 15,000 LBP/US$ at the end of
2022, likely contributed to the substantive increase in
imports of industrial goods (a year-on-year increase
of 45.8 percent) as businesses and consumers hoard
goods in anticipation of a price adjustment.

The banking sector remains insolvent, as
financial losses in the banking system exceed
US$72 billion, equivalent to more than three
times GDP in 2022.? Divergent views among key
stakeholders on how to distribute the financial losses
remains the main bottleneck for reaching an agree-
ment on an equitable banking resolution. Delays in
the day of reckoning with the magnitude and viable
distribution of financial losses is only compounding
human and social capital losses.

The current account deficit continues to be
financed, for the most part, by BdL usable gross
foreign reserves. BdL gross FX reserves declined
by US$2.6 billion in 2022 reaching US$15.2 billion
(including close to US$5 billion in foreign securities)
by end 2022.

The Sayrafa exchange platform, BdLs pri-
mary monetary tool for stabilizing the LBP, is not
only an unfavorable monetary tool, but has also
morphed into a mechanism to generate arbitrage
profits. The Sayrafa platform is in many ways a case
study in the kind of weak, and often counterproduc-
tive, policies implemented by the Lebanese authorities
since the outbreak of the crisis. Trading volumes on

the platform are only weakly correlated with improve-
ments in the BNR/parallel market exchange rate. BdL,
facing hard currency supply constraints, has mostly
relied on dwindling gross foreign exchange reserves
to supply dollars through the platform to temporarily
prop up the currency. More recently, BdL has taken
to using printed local currency to buy US dollars on
the parallel market before interventions on the Sayrafa
platform, sharpening exchange rate volatility. Whether
at the expense of burning through remaining reserves,
or further depreciating the currency, such monetary
tools have proven ineffective and highly costly. Finally,
initial analysis suggests that buy-side Sayrafa platform
participants may have profited by as much as $2.5 bil-
lion through arbitrage trades between the discounted
rate offered on the platform and the BNR since the
platform’s initiation.

Outlook

Subject to high uncertainty, real GDP is projected
to contract by 0.5 percent in 2023. The less
severe contraction in real GDP in 2023 relative to
2022 is predicated on a continued, albeit modest,
pick up in private consumption and a narrowing of
the current account. Lack of political will to implement
adequate and equitable reforms is expected to
persist throughout 2023, markedly dampening the
economic forecast for that year. A complete depletion
of FX reserves at BdL in 2023 is not expected, but
the continued erosion of reserves remains a matter of
deep concern.

Inflation is expected to remain among the
highest globally, at a projected 165 percent.
Narrow money, inflation, and currency depreciation
will continue to shape unstable macroeconomic
dynamics in the absence of a new exchange rate and
monetary framework.

The current account deficit-to-GDP ratio is
projected to slightly narrow in 2023 but remains
on an unsustainable path. The current account

2 Please refer to: World Bank (2022), Lebanon Economic
Monitor, Fall 2022: Time for an Equitable Banking
Resolution. (Link).
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deficit is expected to narrow to 14 percent of GDP
in 2023, driven by a decrease in imports and conse-
quent decrease in the trade-in-goods balance relative
to 2022.

Against this backdrop, the normaliza-
tion of the state of crisis obscures the fact that
the Lebanese economy remains in precipitous
decline, markedly distant from a stabilization
path-let alone a recovery path. The longer the
delay without a comprehensive, adequate, and equi-
table recovery plan, the bleaker the available policy
options become as resources vital to that recovery are
eroded. A deceleration in the contraction of economic
activity does not imply a stabilization. In fact, a largely
insolvent banking sector and a national currency that
has all but lost its main functions have induced a per-
vasive dollarized cash economy equivalent to almost
half of GDP in 2022, and further hindering prospects
of economic recovery. For as long as the economy is
contracting and crisis conditions persist, living stan-
dards are set for further erosion, poverty will continue
to spiral, and an overall precarious environment will
prevail. In short: the status quo ensures that capital
of all kinds is depleted, giving way to profound social

inequality with only a few (relative) winners and a large
majority of losers.

Special Focus: Gauging the Size
of the Cash Economy

The systemic failure of Lebanon’s banking sys-
tem and the collapse of the currency have
resulted in a large, dollarized cash-based econ-
omy, worth an estimated US$9.86 billion or 45.7
percent of GDP in 2022 (Special Focus: Gaug-
ing the Size of the Cash Economy in Lebanon). A
pervasive and growing dollarized cash economy is a
major impediment to Lebanon’s economic recovery.
It not only threatens to compromise the effectiveness
of fiscal and monetary policy, but also heightens the
risk of money laundering, increases informality, and
prompts further tax evasion. Moreover, the increas-
ing reliance on cash transactions also threatens to
completely reverse the progress that Lebanon made
pre-crisis towards enhancing its financial integrity by
instituting robust anti-money laundering mechanisms
in its commercial banking sector.

EXECUTIVE SUMMARY

Xi






Copludy 2022 ple § Y93/85) 31102 dyjlohl Goudl § dlesll
Al 140 Sioles e 2023 ple Ll ke dlasd] dod (2Ll 8,39
Ml =235 Wordl Gblpols «lisdl aslas haws ;Y93/8x)
sas allss Iy Vs .0l Bras Cile oo Luwsd a2Vl aadl §
a9 el i) G pall jleal o degame Jad s duile B pall el
Ollusd] Jezeady o5V poaylly Slpiadl poay aydodiy dlasl]
2Uls «Sblusdl § 85 puss dpolabl Olagds Gl lus dulslul
sy o)

el uol gy 2022 ple § %171.2 psuidl Jawgio 2l
Pl ] JsYI plibl § S gz g (hlell stud] e YUzl
goS) pe Ol ikly 4513l dlghl sleul glasy) Oy Bl dosd
& esadl Jums lig 2022 ple & esadll § deslus SSYI o
%483 Mocus 2022 ple Jlgh %240 duucs brwszll § 3l Hlel
2022 G 085/ pls & (Ssiw olul o) (oaBl usS

okl W Jloz] 50 %20.6 | )l Glusdl 2 3139
e @ Clolgll Calyy .Clslall gzlsy Glslyll glisY des
Y93 Hlbe 19 0508 Leld L3y dlonace o3V U3 Lo Olgue 2022
Sladl oo Gleadl SBly 559 .%10.2 duwty Olyslall Cuadssly
3292022 ple § s pulul e %39.7 dewy Ci Cloylgll O Y]
AS izl psals ol Bpall yme & ddszll Gl OF gz bl
2022 pls g3 § Y95/8,) AT 15 ] o3 I ((Srezd] 5Y5)

Lol Slslasyl Susl (] GIW Jsll elid) Slpuds wiws

ol GWY Jeds ¥ e JWls AU Byl o Syslall

8354 el L poty I A des Olasd] elld § Lg sl

Goizd Joull Wil Gsaio Olaake plusiely «lalills

& dloun 52 )3T OBy e B pasd dolsdl Lol

ISty ke JU o)l 055 OF skl o - dssny)l Olslasyl
SlasYl § odel 8ysSall Olaadl dsT wie Bymle

6*“0.» Q'Lo

Lolasdyl Olyghtt) Easl

Lo Unsl 8595 O 09 2022 ple § abloSSI GLll sLaBYI Loly
olas¥l LSSVl § 3blall sgs diilud] Olyud! § ade ColS
G5 bl 4] slaw) @l Y U] xS 4 ] 2022 ple @
%372 gy oSl LSSl lasT a8 (golaBYl BLSYl §
245 (2021-2018) Olgw @yl e o Skl W Sz o0
ple @ %2.6 duwty Gl ol S Jlaz] gl ] Oyl
gladll bLis woy gl psh § SbRab) g pae S50 dixws 2022
)08 baugie (e Leilye 2022 ple %48.4 ] laab luuos (polsd)
e -(50>) bladdl § WlSSl dig I ¥ aiSU 2021 ple § %46
Jsl DM %57 dewis) 208lll odludl slusl g4 dolou¥l Ol yghatll
Soledl Clusdl § wlizhl sosdl Uiy Y eld mo (2022 § 31 8
5ol GBT e 5350 Shob Lsg Wi USzy gy (obol L)

Lol Tasls Joww dolsl AW Olyae OF J) olps ) piSg
Jloz] oo %1 Lslie 2022 ple okl gl Jloz| (0 %0.3 )48
Slslp¥l plassl J] Olpadd) pis LS 2021 ple § Godl 5L
% 6 ] Mol adenie siuwa 909 Jorbl W) Sz (e %13.1 e
0255 W35 .Ghlel sgradl e C¥asll Gl e a9 2022 e §
L) G %16.4 5o g3 @il Olaadl Jloz] § ST plassl S oo
%5.7 0)48 padsie gwld Gytun U] 2020 § bl ) bz (o
G Usall Bilo 20,85 U] sndo bew 2022 § Yokl W) Jloz] 3o
P By s dojl gl

Ol o s Lol Slll § wudd) yeaud] Sing
Aozl Gasd 2023 bLs/ pld 48 Jslxd .g3LaBY ldi)
Aol Olslyz¥l oo 021 Jeg a0V U3 lyzed (e %98 (e 5T
IV 09305 s> i 35,41 il gy pody I Guiz¥l il §
Goull) ddyg)l dasl B0 ymu slyhtal Gaho) Aglone § 2021
Spo ymuw hugie gy w88 @lblusl Jbe plusal (L3lsh

xiii



Xiv

Syatal OF 58 2023 ale § 0L Gpan § LuzYl aidl Sbloo
Bl 38 Haas JSan Ul Y GblasYl ST

Vsl el oy oo esuadl Juse Jb OF @Bsabl (o9
2 Al yotuss oS 96165 @l O @Bsns 3] plo) st e
OlSoliys JSiis § dhasll dogd pplasily ezuiatl] C¥useg Jlsadl
Oz g8 Hbls Bpo yme Ole e Sl x JSUI slaBYl

Jloz] Jl g3l Clusdl 2 dud alis o @Bgabl o3
Pt g8 jlus o IS Y eSS 2023 ple § 38 Jonbl )
B Jbz] oo %14 J] gl Clusdl s paldny O @8gibl 08
oo dde LR Ly Sloylgll plassl legdus 2023 ele § okl
2022 Ly Bylie @lud! § Bylocll dpoy § lass)

ol dids Aoyl & bl Caoy ddlsdl odn Jb §9
o8 Bemle Sy Tasy dol> Tzl agdy Ul ¥ Ll slady)
220 U LSy . Zladl jlus e el - y)yiawY) §udos sl
Ohylsd] dald ©o103) (dlsil) dhaiey dewling dlolss das slazel §
WS Gudot) Dgaodl skl IST o Sloleadl wmo o dolil
bl of golad¥l bladl & GlSaYl 8,59 3bls i Y -3l
daslly 1S am ] skl §pabl gladll ol @lell § .3hoy T
s oLl 5945 ] syl gy (o xiSI Sad8 I dubos]
e o1 s 2022 ple & bl gl Jloz] Cias 96 olsy Hlgae
glosls GlaSaVl 3 T3sT slamdyl als Leg golamdyl Glell BT d3ls)
oty ST a T30 agpdit il Slistus Ol8 A28 do3)
608 Hlarsl bbb d3gdon dole diy dguiws LYl § ,84))
Ikl gy boo dgzrsl ganzs JUI ooy Slaszal J] gol ) zosll
oo hadd Ll sue s Cuo dsloze Blslull pas 3ooss plo
2l e 88 Ay (L) a5

@A.E.ZJI slaxdy o= wld 1l \o.us

G sladl ] dest) lails Ol § doabl plad) Jid ol
Jloz! oo %45.7 51 Y35 sldo 9.86 gous dezo iy oo S
(o8 SLaBY) g 1 pls 0ud) 2022 ple § ordl W)
plof Ty Gsle ,¥sulls wiiably ikl guadl slas¥l Jigs
LI dulpd) dledy bkl 3383 Y 988 OL & gLyl Gl
oo w39 Wloell e Sblie o Lol Wi o cesd Ll
o) Oyl e w3kl e Shmus (el b oLyl bladl)
oSy L] dyuddl) cdlolseb! e o) slozel sugy «dlld e 8Mle
oo W il 33355 so0 Ao 3 Old dide I paddl Hlus

G pabl gladll § JlsaYl Juud dodlSd digie ST slis] J¥s

sae Ol goladyl wo,ll (2022) Yol eidl:dl g ozl oz
(Jaly) datk] 4 pabl gt CBgl Ol 2022 iy

deluall gludl Cloly § & ymszdl 30031 § gVl s Conle
OsSlgiadly Oluwsll Cwld Cus (%458 Layad dygiw 33L30)
Sl Syt Lo @lud! 3LSU

W Sl 33l Cuo dimis §pabl gladl) Il Yg
Jloz] Glesl B e wi b ol oY sl 72 & pabl plladtl §
Lol Olgad! Gu duladl LY JIs Vs 12022 ple § ol W)
Ll L=l JSa5 U Slusdl mies daS Oliy deudy)
glhdll Ao B3leY ddate dygus Olig BWI J] Jogill el
T e BVl Jlusd] eomon BlisYl & xsll 3539 .G pall
Gried) JUI ool stme o lusdl (3L ] Jole USis lomss
RESICE

00 S s cdabine § (34 @rldl Clusdl 52 I3 Vs
Ol Gpae W plasaal B Gl aidl Gblasl Jbe]
2.6 Jlaie Obd Bpae s GueYl Wil Sblas) Jle] aisls
2022 pl=dl &l § 5Ys0 5o 15.2 ] Jad 2022 ple § ;Y95 5Ll
(&Y AW BysY) e Y5 slke 5 Jls= S G Le)

Luddl B oy oY) Bpall Bpe dawe ()
Gpo o il Gdodd Gl Gpas Weddiug U dpud)ll
T ) Ll Csos Uy cannd Lolse s dpus 31T Coud -0
2lsh oo dipo date JKiady ol Oldes (o 2yl Gelioa!
looazss Il W dased) s dimdl] Olubead) T3gé dusas
dall o Jslall plxot Jagys .de3¥l gYail die dsbulll Olalul)
Sozzys dySlobl Bgudl § Bpall ymw § Sliweall Lo Byl
demall SMeasll (o p3ymbl e 1058 dolsy Gl 535,k B pall
SVl gl Lzt LeeVl aidl bles! Jbe e ol §
Ol G pas Tod B8 DgY1 §5 L850 dlasll po) datll NS o
Goudl & S Y9l 1) dsgaall dloek] dlosll plaseiul ]
Slsal L85 8305 I 63l bw Ao daw e Jsudl U8 Llshl
Aolal) dalSes Alsd pe Luaddl OleaYl sds Ol Cud W35 .l
29835 § 83L)5 oo 4] 6355 b of (aatl] GblamYl Glus e slsw
B0 date § oSHladl o J] Js¥1 dalosdl nto dysls dlasdl dod
I e V9o slde 2.5 ) s Loyl s Ley ol ] il (v
ozl 2wy dall o (29,2t pyast] jmull gy dozl Ll Olles
Dlshl Gowdl &

Lldzad) $6)

JE-PUCTRRY 5P W PSR VION W P RES IRV JUESIR EAT/ PN
eSSV ditun9.2023 ple %0.5 dewis Audod) Jobl 2l Sl
pley &lie 2023 ple § Lsdod] bl BWI Jloz] & Sus J8YI
deolgte O Ols (ool Mgl & ol Hlpazul J] 2022
alead] BILY OLE sosan O @sibl (03 - 6)ledl Olusd] adis
IS Casmdy Lo 2023 ple Jlsh doley ddlse OloMo] duaud
JolS slasal @sibl x& (es il Al &olamdyl Oledgnll b gorle

LEBANON ECONOMIC MONITOR: THE NORMALIZATION OF CRISIS IS NO ROAD FOR STABILIZATION


https://www.worldbank.org/en/country/lebanon/publication/lebanon-economic-monitor-fall-2022-time-for-an-equitable-banking-resolution

RESUME ANALYTIQUE

Evolution récente de I’économie

L'économie libanaise a continué de se contracter
en 2022, bien que moins rapidement que les
années précédentes. Ce ralentissement du rythme
de contraction économique observé en 2022 est
essentiellement di a un effet de base (qualifie
technique de
économique). Aprés une contraction du PIB de 37,2 %
cumulée sur une période de quatre ans (20182021), le

de ralentissement la contraction

PIB réel aurait, selon les estimations, diminué de 2,6 %
en 2022. Etabli par la banque BLOMINVEST pour le
Liban, I'indice des directeurs des achats, qui évalue
I'activité du secteur privé, s'est légerement amélioré
pour atteindre 48,4 en 2022 contre 46 en moyenne
en 2021, mais indigue néanmoins une contraction de
I'activité (<50). Laugmentation du nombre de touristes
entrant dans le pays (qui a augmenté de 57 % durant
les 8 premiers mois de I'année 2022) est une évolution
positive. Laccroissement du déficit du compte courant
(voir ci-apres) et I'existence d’'un déséquilibre structurel
persistant continuent néanmoins d’assombrir les
perspectives de croissance.

Le solde budgétaire global devrait, selonles
estimations, étre faiblement excédentaire (0,3 %
du PIB en 2022, contre 1 % du PIB en 2021).
Toujours selon les estimations, les recettes seraient

tombées par rapport au niveau déja peu élevé de
13,1 % du PIB en 2020 a 6,0 % du PIB en 2022, soit
I'un des taux les plus faibles observés a I'échelle mon-
diale. Cette évolution a été plus que contrebalancée
par une baisse plus importante du volume total des
dépenses, qui a été ramené de 16,4 % du PIB en 2020
a leur niveau le plus faible jamais enregistré de 5,7 %
du PIB en 2022. Fait plus révélateur, les dépenses
totales ont chuté de 17,6 milliards de dollars en 2018
(avant la crise) a 1,2 milliard de dollars en 2022, ce
qui témoigne d'un rétrécissement considérable de
I'action publique dans le contexte d’'une crise sans
précédent.®

La livre libanaise continue de se déprécier
fortement par suite de I'absence de stabilisation
économique. En février 2023, la monnaie avait
perdu plus de 98 % de sa valeur d’avant la crise.

5 Les estimations budgétaires de la Banque mondiale sont
basées sur les derniéres statistiques officielles du minis-
tere des Finances et n’incluent donc pas les dépenses
extrabudgétaires, y compris les opérations quasi bud-
gétaires menées par la Banque centrale, les arriérés,
I'utilisation de I'allocation de DTS du FMI pour certaines
dépenses budgétaires, ces dépenses n'étant pas enregis-
trées dans les statistiques officielles. Le solde budgétaire
est susceptible d’étre considérablement négatif si I'on
prend en compte ces dépenses susmentionnées.
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Malgré les interventions menées par la banque cen-
trale (Banque du Liban) sur le marche des changes
depuis décembre 2021 dans le but de stabiliser le
cours du billet de banque en dollars (c’est-a-dire le
cours du billet par rapport au cours du marché paral-
lele) au moyen de ses réserves brutes, ce cours s’est
établi en moyenne a 31 102 livres libanaises pour un
dollar en 2022. |l se dégrade depuis le début de 2023
puisqu’il a dépassé 140 000 livres libanaises pour
un dollar dans un contexte caractérisé par la montée
des tensions, des greves bancaires et une diminution
relative du nombre d’interventions de la Banque du
Liban sur le marché des changes. Le pays continue
d’avoir un régime de taux de change multiples qui
donne lieu a I'application de toute une série de taux
de change différents pour l'achat et la vente de
devises, la fixation des droits d'importation et d’autres
tarifs et la tenue des comptes internes ; ce systéme
se solde par I'apparition de distorsions économiques,
la présentation de comptes inexacts et la creation de
possibilités de recherche de rente.

Le taux d’inflation a atteint, en moyenne,
171,2 % en 2022, et a été 'un des plus élevés
enregistrés dans le monde, essentiellement par
suite de la dépréciation de la livre libanaise.
Linflation a principalement été alimentée par la
hausse des prix des aliments et des boissons non
alcoolisées en 2022. Linflation des denrées alimen-
taires a augmenté de 240 % en moyenne en 2022
pour culminer a 483 % par rapport a I'année précé-
dente en janvier 2022.

Le déficit du compte courant a augmenté
pour atteindre 20,6 % du PIB par suite de
I’accroissement des importations et de la chute
des exportations. Les importations ont retrouvé le
niveau qu’elles avaient avant la crise pour atteindre
la valeur record de 19 milliards de dollars en 2022.
Les exportations ont diminué de 10,2 %. Selon les
statistiques douaniéres, les importations de marchan-
dises ont augmenté de 39,7 % en 2022 par rapport a
'année préecedente. Le relevement prévu des droits
de douane et la hausse du taux de change appliqué
a ces derniers, qui était de 15 000 livres libanaises
pour un dollar a la fin de 2022 ont, selon toute
vraisemblance, contribué a la forte augmentation
des importations de produits industriels (45,8 % par

rapport a 'année précédente), les entreprises et les
consommateurs constituant des réserves en prévi-
sion d’un ajustement des prix.

Le secteur bancaire demeure insolvable,
les pertes financiéres du systéme bancaire dépas-
sant 72 milliards de dollars, soit I’équivalent de
plus du triple du PIB en 2022.5 Les divergences de
vues des principales parties prenantes sur la maniere
de répartir les pertes financieres restent le principal
obstacle a la conclusion d’'un accord sur une réso-
lution équitable de la crise bancaire. Repousser le
moment de faire face a I'ampleur des pertes finan-
ciéres et de procéder a une répartition viable de ces
dernieres ne fait qu'aggraver les pertes de capital
humain et de capital social.

Le déficit du compte courant continue
d’étre financé, pour I'essentiel, par les réserves
brutes de change de la Banque du Liban. Les
réserves brutes de change de la Banque du Liban
ont chuté de 2,6 milliards de dollars en 2022 pour
s'établir a 15,2 milliards de dollars a la fin de 'année
2022 (dont pres de 5 milliards de dollars sous forme
de titres étrangers).

La plateforme de change Sayrafa, principal
instrument monétaire utilisé par la Banque du
Liban pour stabiliser la livre libanaise, sert non
seulement, a mauvais escient, d’instrument moné-
taire, mais aussi, a présent, de mécanisme per-
mettant de tirer profit d’opérations d’arbitrage. La
plateforme Sayrafa témoigne, a de multiples égards,
des politiques faibles et souvent contreproductives,
mise en ceuvre par les autorités libanaises depuis
que la crise a éclaté. Il n'existe qu’'une corrélation
ténue entre les volumes négociés sur la plateforme et
I'amélioration du cours du billet de banque en dollars
par rapport au taux du marché paralléle. La Banque
du Liban, dont les réserves en devises sont limitées,
a eu principalement recours a ses réserves brutes de
change, de plus en plus réduites, pour procurer des
dollars sur la plateforme de maniére a temporairement
soutenir la livre libanaise. Elle a récemment entrepris
d’utiliser des billets en livres libanaises pour acheter

6 Voir Banque mondiale (2022), Liban, Bulletin de
conjoncture, automne 2022 : L'urgence d’une résolution
bancaire équitable. (Lien).

LEBANON ECONOMIC MONITOR: THE NORMALIZATION OF CRISIS IS NO ROAD FOR STABILIZATION



des dollars sur le marché paralléle avant de procéder
a des interventions sur la plateforme Sayrafa, ce qui
n'a fait qu’accroitre la volatilité du taux de change.
Ces instruments monétaires, dont I'emploi a pour effet
d’absorber les réserves restantes ou de déprécier
encore plus la monnaie, se sont révélés inefficaces et
extrémement colteux. [l semble, en premiere analyse,
que les acheteurs sur la plateforme Sayrafa pourraient
avoir dégagé des bénéfices a hauteur de 2,5 milliards
de dollars en procédant a des opérations d’arbitrage
entre le taux réduit proposé sur la plateforme et le
cours des billets de banque en dollars, et ce depuis le
lancement de la plateforme.

Perspectives

Selon les projections, aussi incertaines soientelles,
le PIB réel devrait afficher une contraction de 0,5 %
en 2003. Cette contraction du PIB réel moins pronon-
cée gu'en 2022 repose sur I'hypothése d’'une reprise
systématique, bien que modeste, de la consommation
privée et d’'une diminution du déficit du compte courant.
Le manque de volonté politique nécessaire pour pour-
suivre des réformes adéquates et équitables devrait
persister tout au long de I'année 2023, de sorte que les
perspectives économiques devraient étre moins favo-
rables que prévu pour cette année. Les réserves de
change de la Banque du Liban ne devraient pas étre
totalement épuisées en 2023, mais leur érosion persis-
tante reste extrémement préoccupante.

Le taux d’inflation qui, selon les projec-
tions, pourrait atteindre 165 %, devrait demeurer
'un des plus élevés observés dans le monde.
L'agrégat monétaire au sens étroit, l'inflation et la
dépréciation de la monnaie continueront de favoriser
une dynamique d’instabilité économique en I'absence
d’'un nouveau cadre monétaire et de change.

Le ratio actuel du déficit du compte courant
au PIB devrait, selon les projections, légére-
ment diminuer en 2023 tout en continuant de
suivre une trajectoire insoutenable. Le déficit du
compte courant devrait étre ramené a 14 % du PIB
en 2023, grace a une contraction des importations
qui permettra de réduire le déficit du commerce de
marchandises par rapport a son niveau de 2022.

Dans ce contexte, la normalisation de I'état
de crise masque le fait que I'’économie libanaise
continue de se dégrader extrémement rapide-
ment, et se trouve sur une pente trés éloignée
d’une trajectoire propice a la stabilisation et, a for-
tiori, a la reprise. Plus la mise en ceuvre d’un plan de
reprise global, adéquat et équitable se fera attendre,
plus les options stratégiques pouvant étre adoptées
seront réduites en raison de I'érosion des ressources
essentielles a la relance. Le ralentissement du rythme
auquel l'activité économique se contracte ne signifie
pas que la situation se stabilise. En fait, le manque
de solvabilité généralisée du secteur bancaire et
'impossibilité pour la monnaie nationale de remplir la
plupart de ses principales fonctions se sont soldés
par I'apparition d’une économie dollarisée, représen-
tant I'équivalent de pres de la moitié du PIB en 2022,
ce qui assombrit encore plus les perspectives de
reprise économique. Tant que I'’économie continuera
de se contracter et que la situation de crise durera, le
niveau de vie baissera, la pauvreté se généralisera,
et les conditions demeureront, pour I'essentiel, pré-
caires. En d’autres termes, le maintien du statu quo
garantira que les capitaux de toutes sortes sont en
voie d’épuisement, ce qui crée de profondes inéga-
lités sociales caractérisées par un petit nombre de
gagnants (relatifs) et une vaste majorité de perdants.

Dossier spécial : Evaluation de
I’ampleur de I’économie fondée sur
I’argent liquide

La défaillance systématique du systéme bancaire
libanais et I'effondrement de la monnaie ont
provoqué [l'apparition d’une vaste économie
dollarisée fondée sur I’argent liquide, d’une valeur
estimée a 9,86 milliards de dollars, soit 45,7 %
du PIB en 2022 (Dossier spécial : Evaluation
de 'ampleur de I’économie fondée sur I'argent
liquide). Une économie fondée sur un recours
généralisé et grandissant a des billets de banque
en dollars pour effectuer les paiements constitue
un obstacle majeur a la reprise économique du
Liban. Elle menace non seulement de compromettre
I'efficacité de la politique budgétaire et de la politique
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monétaire, mais accroit aussi le risque de blanchiment
d’argent, renforce le caractere informel de I'économie
et encourage la fraude fiscale. Laugmentation du
nombre de transactions réalisées en liquide risque
également de réduire a néant les progres réalisés par

le Liban avant la crise dans le cadre des efforts qu'il
avait déployés pour renforcer son intégrité financiere
en mettant en place de solides mécanismes de lutte
contre le blanchiment des capitaux dans le secteur
des banques commerciales.
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THE POLICY CONTEXT

ince the end of the president’s term on

October 31, 2022, and following the

failure to elect a new president, Lebanon
has entered an institutional vacuum. According
to article 75 of the constitution, upon a presidential
vacuum, parliament becomes an electoral body, not
a legislative one, until a new president is elected.
Parliament has failed to elect a president in 11
consecutive sessions since the end of the former
president’s tenure in October 2022. Attempts to
convene legislative sessions to pass critical laws
under the premise of “extraordinary circumstances”
have also failed, due to lack of quorum. Despite
opposition and limited executive authority, the
caretaker government has, however, convened several
times to approve decisions on social assistance,
subsidies, and treasury advances-attempting to
ensure a minimal yet insufficient functioning of the
state. Political tensions remain high, casting doubt on
a comprehensive political settlement that would put
an end to political deadlock and institutional paralysis.

One year after reaching a preliminary staff-
level agreement (SLA), an IMF program remains
in doubt as the authorities have yet to complete

the required upfront reforms. More recently, one of
the prior actions has been satisfactorily implemented:
the special purpose audit of the Central Bank’s
foreign asset position. The final audit, however, is yet
to be published. While parliament has ratified amend-
ments to the bank secrecy law, amendments fall short
of ensuring that the relevant agencies have access to
data on individuals’ transactions and deposits at the
client level.

Parliament has also ratified a govern-
ment budget for 2022; however, it only became
effective six weeks before the end of 2022; the
budget was also inconsistent with IMF program
parameters (including the exchange rate to be
adopted). A capital controls law is at the level of
parliament and awaiting ratification; however, the law
does not satisfy the parameters of effective regulation
of capital flows. The draft law also includes articles
that suspend the implementation of all existing and
future judicial rulings against commercial banks in
Lebanon and abroad as a way to protect banks from
multiple ongoing lawsuits against them.

An IMF mission visited Beirut between
March 15-23, 2023, to conduct the 2023 Article



2

IV consultation, assess the economic situation,
and discuss policy priorities. In its concluding state-
ment, the IMF warned against a ‘never-ending’ crisis
in the absence of rapid reforms.”

Political tensions in the country are
mounting, most recently fueled by a judicial row
over the Beirut Blast investigation, bank strikes,
and domestic and European probes into the
central bank Governor. At the end of January 2023,
the Beirut Blast probe ground to a halt following a
judiciary row between the lead investigator and the
top public prosecutor. The row ended with the public
prosecutor releasing all detainees held in relation
to the probe and pressing charges against the lead
investigator, following more than a year of high-level
political resistance to the inquiry.

More recently, commercial banks went on
open strike (February 7-27, 2023) in protest
of the multiple lawsuits against them. As part of
several domestic investigations, charges have been
filed against several banks for money laundering after
they failed to lift banking secrecy on the accounts
of their board members and shareholders. To end
the judicial-banking sector row, the Caretaker Prime
Minister has since intervened, while the public pros-
ecutor has requested the suspension of proceedings
against banks. As a result, the banking sector tempo-
rarily lifted the banking strike until mid-March 2023. In
addition to five ongoing money laundering European

probes into the BdL governor, a domestic probe
against the governor has also resumed in February
2023, following a freeze since June 2021. Political
tensions, more recently fueled by undermining the
role of the judiciary and the principle of separation of
powers, have contributed to yet another episode of
rapid currency depreciation.

The Association of Banks in Lebanon (ABL)
announced the resumption of the bank strike
during March 14-22 in protest to what it considers
arbitrary judicial rulings against it. In a statement
issued on March 9,2 ABL considered multiple judicial
rulings to exhibit double standards-as more recent rul-
ings have obliged banks to accept US$-denominated
pre-crisis debt to be paid by cheque or in local cur-
rency at the former pegged exchange rate of 1,507.5
LBP/US$; while other rulings have obliged banks
to pay back pre-crisis US$ deposits in cash and in
dollars. This is of course compounded by previous
rulings that have seized banks’ assets. Commercial
banks continue to demand the unification of the cri-
teria used for the repayment of loans and the payment
of deposits and putting an end to multiple lawsuits
against them.

7 IMF staff concluding statement.
8 Link.
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RECENT ECONOMIC
DEVELOPMENTS

Output and Demand

Based on updated econometric techniques,’
real GDP is expected to contract by 2.6 percent
in 2022 (down from a previous 5.4 percent
contraction in the last run). Estimates for real GDP
for 2021 and 2020 remain unchanged (Figure 1).
High frequency indicators (namely real estate, private
sector, and retail indicators) continue to support
a steady economic contraction, that has however,
decelerated in 2022. The real estate sector continues
to improve from a COVID-19 induced low base of
2020. Cement deliveries (a proxy for construction
activity) increased by 10 percent in 9M-2022, on top
of a 5 percent increase in 9M-2021. Nonetheless,
cement deliveries remained 58 percent lower in
9M-2022 compared to the 9M average over seven
years pre-crisis (2013-2019). The BLOM-PMI index
(capturing private sector activity) has inched up
to 48.4 in 2022, up from an average of 46 percent
in 2021 (<50 represents a contraction of activity).
The retail sector continues to suffer sizeable losses
since 2020—the BTA Fransabank retail trade index
declined by 63 percent (in real terms) during H1-2022
compared to H1-2021.

Looking at GDP from the demand side, private
consumption was the sole contributor to growth in
2022 (Figure 2). The increase in private consumption
is likely due to a stabilization in private sector activity
and an increasing dollarization of wages. The growth
in the size of the cash economy in 2021 and 2022
(see Special Focus: Gauging the Size of the Cash
Economy in Lebanon) is likely also a driver of the
increase in private consumption. In the early years
of the crisis (2019-2021), net exports were a positive
contributor to growth, as domestic demand, which
is historically concentrated on imported goods, col-
lapsed. Furthermore, the tourism sector had led an

9 Access to reliable and up to date GDP data in Lebanon is
challenging; official GDP numbers are typically reported by
the Central Administration of Statistics at low frequencies
and with a long lag. The last official national accounts data
published was for 2020. High frequency indicators, which
can be used to gauge the state of the economy, are also
only available with a lag. Notwithstanding these caveats,
the best information set available and sophisticated
econometric modelling techniques are used (both MIDAS
Regressions and Dynamic Factor Models) to nowcast the
real GDP growth rate for 2022 (see online annex published
with this issue for further details).



FIGURE 1 « Lebanon’s Economic Contraction Has
Extended for a Fifth Consecutive Year
in 2022

FIGURE 2 - Private Consumption Is the Sole
Positive Contributor to Growth
in 2022
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improvement in the trade in services balance in 2021.
However, this trend has reversed in 2022. Despite
the continued rebound in the tourism sector in 2022,
domestic demand on imported goods has increased
to pre-crisis levels, with an adverse impact on the trade
in goods balance, resulting in net exports contributing
negatively to growth.

Fiscal Developments

A slightly expansionary 2022 government budget
only came into effect six weeks before the end of
the year, and thus had limited impact on public
finances in 2022. In the absence of immediate
measures of fiscal consolidation and initiation of debt
restructuring in the context of a comprehensive crisis
resolution plan, a passive approach to fiscal policy
continues to drive a near complete collapse of public
finances. The decline in primary spending has led to
an acute collapse in public service delivery,”® while
the collapse in revenue generation has hindered
financing meaningful wage corrections to offset the
dramatic erosion of public sector wages, allowances,
and pensions driven by inflation.

The overall fiscal balance is estimated to
have recorded a narrow surplus of 0.3 percent of
GDP in 2022, down from a surplus of 1 percent
of GDP in 2021. The narrow surplus sustained in

2021 and 2022, obscures a near complete collapse
of public finances to the lowest rates globally, and to
a fraction of pre-crisis levels. Revenues are estimated
to have declined from an already low 13.1 percent of
GDP in 2020 to 6.0 percent of GDP in 2022."

Falling revenues were more than offset by
a larger decrease in total expenditures, which
declined from 16.4 percent of GDP in 2020 to a
record low of 5.7 percent of GDP in 2022, pointing
to a massive hollowing out of the state amid an
unprecedented crisis. To put matters in perspec-
tive, in real terms, public expenditures and revenues
in 2022 have witnessed a close to 7-fold and 11-fold
decrease respectively in real terms compared to 2018
(Figure 3). In nominal terms, revenues and expendi-
tures are estimated to be equivalent to a record low of
US$1.3 billion and US$1.2 billion, respectively in 2022

0 See World Bank’s 2022 Lebanon Public Finance Review:
(Link)

World Bank fiscal estimates are based on the latest
official Ministry of Finance statistics, and therefore
do not include extra budgetary spending, including
quasi-fiscal operations conducted by the Central Bank,
arrears, usage of IMF SDR allocation for certain fiscal
spending, among other expenditures not recorded
in official statistics-the fiscal balance is likely to be
significantly negative when taking the above-mentioned
expenditures into account.

"
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FIGURE 3 - Evolution of Public Finances in
Nominal (LBP) and Real Terms,
2018 vs. 2022
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(fiscal surplus equivalent to US$93 million), down
from the 2018 pre-crisis revenues and expenditures
of US$11.5 billion and US$17.6 billion, respectively
(fiscal deficit of US$6 billion).

Primary spending continued to fall as a
percentage of GDP in 2022 to a record low of 5.1
percent of GDP, while debt service payments are
curtailed by the sovereign default. Although primary
spending is estimated to have increased by nearly 100
percent in nominal terms (yoy), it was more than offset
by an inflation-driven increase in nominal GDP in 2022
(Figure 4). Between 2019 and 2022, interest payments
on foreign debt decreased by 97 percent as a result
of the sovereign default, leading to a 56 percent fall
in debt service over the same period. In the absence
of a debt restructuring plan and fiscal consolidation,
the primary balance is estimated to have recorded a
narrow surplus of 0.9 percent of GDP in 2022, down
from a surplus of 1.8 percent of GDP 2021.

Significant tax revenue losses and an infla-
tion-driven increase in nominal GDP continue to
drive a sharp decrease in revenues as a percent-
age of GDP. Tax revenues are particularly dampened
by economic contraction, tax evasion due to a signif-
icant shift to a cash-based economy, exchange rate
mis-valuation of taxes and fees, and a severe weak-
ening of tax administration capacity as absenteeism

FIGURE 4 - Public Finances Collapse Inducing
Positive Fiscal Balance in 2021-2022
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spikes due to a collapse in real wages. Authorities
have recently attempted to boost revenues by adjust-
ing the former pegged exchange rate. The long-antic-
ipated increase in the customs dollar exchange rate
(the exchange rate used to calculate the customs
value of imported goods) from 1,500 LBP/US$ to
15,000 LBP/$ came into effect in December 2022. To
boost revenues further, amidst an unwavering depreci-
ation spiral, the customs dollar exchange rate was fur-
ther increased from 15,000 to 45,000 LBP/$ in March
2023, prompting a further increase in the prices of
imported goods with custom fees. Nonetheless, in a
context of continued currency depreciation, govern-
ment revenues remain exposed to significant losses.
Quick and frequent adjustments to the exchange rate
on tax revenues and custom duties to match currency
depreciation, are both costly and regressive in the
continued absence of a stabilization plan (including
the restoration of crucial public services and wage
corrections) and daily erosion of purchasing power
only compensated for through ad-hoc and temporary
salary increases.

Despite a marginal decrease in debt-to-GDP
ratios in 2022, debt dynamics remain unsustain-
able amid a sharp currency depreciation and
economic contraction. In 2022, the debt-to-GDP
ratio reached 163 percent, a 6-percentage point

RECENT ECONOMIC DEVELOPMENTS



FIGURE 5 « Sharp Decrease in Nominal GDP Prompts Erosion of Public Debt as a % of GDP to

Pre Crisis Levels
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(pp) decrease from 172.5 percent in 2021. The slight
decrease in the debt ratio is a result of the significant
erosion of domestic debt due to currency deprecia-
tion (the numerator), outweighing the fall in nominal
GDP (the denominator), in nominal US$.”” Exchange
rate depreciation of 132 percent (yoy) has led to a
58 percent decrease in domestic debt, while nominal
GDP only fell by 7 percent in 2022 compared to 2021.
The World Bank debt model assumes a stable foreign
denominated debt stock and does not include accu-
mulated arrears. As nominal GDP in US$ continues
to decline in the absence of comprehensive reform
and economic stabilization, the debt-to-GDP ratio is
projected to remain on its structurally unsustainable
path, similar to the pre-crisis era (Figure 5).

Through arevaluation operation, BdL added
$16.5 billion in assets under “loans to public
sector” in its balance sheet; the solvency issue
of the sovereign-BdL nexus remains unchanged.
The loans to the public sector reflect swaps carried
out between BdL and the sovereign from 2007. In
exchange for US$ funding, the sovereign deposited
the equivalent in LBP at the former exchange rate of
1507.5 LBP/US$. However, along with its new official
exchange rate of 15,000 LBP/US$, BdL has revalued
those swaps in US dollars, and added them as an
asset on its balance sheet, effectively considering
them a liability of the sovereign.

In this reshuffling of the balance sheet, BdL
has effectively reduced the losses of the financial
and possibly substantively
public debt, severely eroding already unsustain-
able public debt dynamics. The MoF has not yet

sector increased

indicated how it will treat this addition.

External Sector

A widening trade-in-goods deficit continues to
drive a substantive current account deficit in
2022, reflecting historic external imbalances.
According to customs data for merchandise goods,
imports grew by 39.7 percent (yoy) in 2022, combined
witha 10.2 percent decrease in exports. In fact, imports
to Lebanon reached US$19 billion in nominal terms in
2022, close to pre-crisis levels. Anticipated increases
in the customs duties exchange rate (“the customs
dollar”),
increase in imports of industrial goods (yoy increase
of 45.8 percent) and have driven the hoarding of
those goods in anticipation of a price adjustment.

has likely contributed to the substantive

2" To convert domestic debt to US$, the World Bank
Average Exchange Rate for 2020-2022 is used and is
estimated at 3,688; 11,755; and 27,309, respectively.
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FIGURE 6 « Current Account Deficit Widens in 2022, Registering a Ratio to GDP Similar to Pre-Crisis Years
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FIGURE 7 - A Steady Depletion in the Gross Foreign Exchange Position at BdL
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The trade-in-goods deficit reached 72.2 percent of
GDP in 2022, up from 42.2 percent of GDP in 2021
(a widening of the deficit by 59.5 percent in nominal
US$ terms).

The current account (CA) deficit’s ratio
reached 20.6 percent of GDP, almost the level
of the pre-crisis medium-term average (2013-
2019) of 22.6 percent of GDP (Figure 6). In nominal
terms however, the CA deficit reached US$4.4 bil-
lion, 57 percent less than the pre-crisis medium term
average of US$10.6 billion between 2011-2019.
The widening CA deficit as a percentage of GDP
continues to be driven by a widening trade-in-goods

deficit. The widening trade-in-goods deficit has offset
the continued improvement of the trade-in-services
balance driven by a persistent rebound in the tourism
sector, and the improvement in current transfers
driven by the increase in remittances. Tourist arrivals
have increased by 57 percent (8M-2022), on top of a
140 percent increase in 12M-2021. Hotel occupancy
rates also support this rebound and have increased
by 8.7 percentage points in 11M 2022 compared to
11M 2021. The rebound in tourism has increased
services receipts by an estimated 59% in 2022 (yoy),
increasing the trade-in-services surplus to 17.2 per-
cent of GDP.
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Lebanon is estimated to have received
a record 31.7 percent of GDP in remittances
in 2022, the 2™ highest ratio in the world.”
Remittance inflows have long been a backbone of
the Lebanese economy, averaging US$6.5 billion,
between 2012 and 2021. As a percentage of GDP,
remittances have increased from an average of 13
percent between 2012 and 2019, to 19.8 percent in
2020, 26.4 percent in 2021, to 31.7 percent in 2022
respectively (largely owing to a denominator led effect
of a decrease in US$ nominal GDP). In nominal terms,
remittances have increased by 20 percent between
2021 and 2022 (to an estimated US$6.8 billion), only
partially offsetting the deficit in the CA balance. In the
current crisis, remittances have come to play a cru-
cial role as a safety net for the majority of Lebanese
families to finance household consumption and the
provision of survival necessities. As the crisis has led
to a large exodus of well-educated and highly skilled
labor, it is expected to contribute to a further increase
in remittance inflow reliance as a safety net in the
near future.

The Current Account deficit continues to
be financed, for the most part, by the remaining
usable gross reserves of BdL. Gross reserves are
gradually being depleted; between end October
2019 and end 2022, gross reserves have declined
by US$22,745 million, reaching US$15,194 million
(including US$4,796 million in foreign securities).
Bdl's gross position differs widely from its net
reserves (i.e., gross FX reserves at the central bank
net of FX liabilities to others) and contrary to most cen-
tral banks, BdL does not publish net reserves, which
are estimated to be highly negative and in excess of
US$60 billion.

Money and Banking

The Lebanese Pound continues to depreciate
sharply, despite having lost more than 98 per-
cent of its value since the onset of the crisis.
Between December 2021 and 2022, the Lebanese
pound depreciated by 66.5 percent. The BNR (i.e,,
the Banknote Rate; or parallel market rate) aver-
aged 31,102 LBP/US$ in 2022, while the World

Bank-estimated Average Exchange Rate (AER)"®
averaged 27,309 LBP/US$ reflecting a shrinking
spread between both rates due to the (disorderly) ter-
mination of FX subsidies and pervasive dollarization
(or market value) pricing across the overwhelming
majority of goods and services.

While the currency has been depreciating
for more than three years, episodes of rapid
depreciation intensified since February 2023, tes-
tament to the continued atrophy of the Lebanese
economy. The judicial row over the Beirut blast probe,
coupled with repeated banking sector strikes, and
political tensions have fueled uncertainty. Persistently
high demand for foreign currency to fulfill import obli-
gations and finance foreign currency-denominated
expenditures, and continued speculative activity,
are further increasing the frequency of episodes of
rapid depreciation. While on average, the exchange
rate depreciated by five percent on a monthly basis
in 2022, it depreciated by 47 percent in February
2023 alone.

Bank strikes have contributed to the sharp
deterioration of the BNR as Sayrafa transactions
via banks were put on hold by the strikes and
foreign currency withdrawals were restricted to
ATM withdrawal limits. Increased pressure on ATMs
is not always met with adequate replenishment of
foreign currency. The Bdl's Sayrafa initiative, an elec-
tronic currency trading platform for selling US dollars
at discounted exchange rates instituted in April 2020,
has done little to stem the Pound’s decline (see
Box 1).

The rapid depreciation in the currency
continues to drive triple digit inflation (Figure 12).

¥ Remittances Brave Global Headwinds, Migration and
Development brief, November 2022, Knomad.

“ World Bank estimates, also see similar estimates in:
“Mapping out the path to the Lebanese Economic
Recovery”, Goldman Sachs International, 2021; “Fitch
Downgrades Lebanon to ‘CC”, Fitch Ratings, 2019;
Moubayed, A., & Zouein, G. (2020).

' The AER is derived by applying consumption-based
weights on the official, the platform and the US$
banknote exchange rates. For a detailed derivation
please refer to: World Bank (2020), Lebanon Economic
Monitor: The Deliberate Depression, Fall 2020. (Link).
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BOX 1: THE SAYRAFA PLATFORM: THE CYCLE OF BUYING TIME

The Sayrafa platform, BdL's Electronic Exchange Platform, has become the central bank’s main foreign exchange market operations tool.
The platform’s viability hinges on BdLs ability to supply dollars from BdL's remaining gross useable reserves. This box provides background
on the platform and some empirical analysis of the relationship between the trading volume on Sayrafa, the Banknote (BNR) and Sayrafa
rates. It also quantifies the arbitrage profits accruing to those with access to the platform. The foreign exchange interventions via Sayrafa
reflect unfavorable monetary tools that led to short-lived appreciations of the LBP at the expense of dwindling reserves and a weakened BdL
balance sheet, especially in the absence of a new exchange rate and monetary framework. More recently and starting in April 2022, the
analysis suggests that BdL's interventions via the Sayrafa platform have been preceded by a precipitous increase in currency in circulation
likely indicating that BdL bought foreign currency in the parallel market to inject them on Sayrafa. Such interventions have contributed
to episodes of sharp currency depreciation and volatility, and a further erosion of purchasing power of the LBP. The analysis concludes
that the Sayrafa platform is not only an unfavorable monetary tool, but has also morphed into a mechanism to generate arbitrage profits
reaching US$2.5 billion since its initiation.

Platform Initiation and Intended Objectives

Circular 1492 issued by Banque du Liban (BdL) on April 3, 2020, established the Electronic Exchange Platform, known domestically as Sayrafa. The circular
also announced the establishment of a special unit at the central bank whose purpose is to trade foreign currencies. The central bank
issued two additional circulars, 157° and 159,° on May 10 and August 17, 2021, which expand the trading on the Sayrafa platform to
commercial banks and require banks to partake in foreign currency transactions solely on the Sayrafa platform.

The establishment of the Sayrafa platform was a bid to bring order to the foreign exchange market. Foreign exchange rate bureaus and agents (many
of whom are unlicensed) are the main dealers in the foreign exchange market. As the Lebanese Pound (LBP) continued to depreciate
rapidly against the US$ amid a multiple exchange rate system engineered by BdL, the central bank invited legal foreign exchange offices to
partake in trading on the Sayrafa platform for the transactions to be “clearly and transparently announced”, rather than undertaken in what
was dubbed as the “black” or “parallel” market. The ultimate objective of the platform was to (i) arrest the deterioration of the banknote/
parallel market exchange rate, and (i) formalize FX transactions at the market rate in a transparent manner, through the banking sector and
official exchange dealers (ultimately cracking down on unofficial market transactions and speculation in the hope of driving down the BNR).

Evolution of the Platform: Interpreting Sayrafa Volumes

Sayrafa swiftly became the central bank's preferred tool to conduct foreign exchange market interventions that aim to shore up the LBP. Following its
inception, the trading volume on Sayrafa was very modest and average daily volume over the period July 26 to October 13, 2021, stood
at US$1.3 million. Nonetheless, following episodes of rapid depreciation in the LBP, the central bank announced, on multiple occasions,
its readiness to supply dollars on the Sayrafa platform without limit in a bid to stem the rapid depreciation of the LBP. In tandem, the BdL,
as outlined in the Fall 2022 Lebanon Economic Monitor, removed, by issuing circular 161 dated December 16, 2021, all quotas on the
monthly US$ liquidity that it provides to the commercial banking sector and expanded the access to Sayrafa to money transfer companies
whose annual transactions volume exceeds US$50 million via circular 614 issued on February 21, 2022. These changes made the
Sayrafa platform a more potent tool for exchange market interventions.

The volume of transactions on Sayrafa largely depends on BdL providing an adequate level of USS liquidity on the platform. The volume of transactions
on Sayrafa picked up rapidly following BdL's announcement on December 15, 2021, that it stands ready to provide unlimited liquidity in
US$ on the platform. Similar announcements were made on May 27, October 23 and December 27, 2022, precipitating a surge in trading
volume.? Following episodes of rapid depreciation in the LBP in March 2023, the BdL increased Sayrafa rate again to 70,000 LBP/US$
on March 1 and to 90,000 LBP/US$ on March 23. The trading volume on the platform was adversely affected by several bank closures in
February and March 2022.

Econometric Analysis: Association between the volume on Sayrafa and the Spread between the Sayrafa and
the Banknote Rate (BNR):

The opaque nature of trading on Sayrafa and the complete absence of information on the buy and sell sides of transactions have led to it being perceived as a
“black box”.° Nonetheless, using the available data, a simple empirical analysis of the association between the volume on Sayrafa and the
Sayrafa and BNR rates is offered. The analysis demonstrates a statistical relationship between the overall volume of trade on the Sayrafa
platform, the value of the Lebanese Pound, and the spread between the official and parallel, or BNR, rates. However, the relationship is a
weak one and does not amount to an endorsement of the platform.

Let s,and &, denote, respectively, the BNR and Sayrafa rates, expressed in terms of units of LBP per US$. The spread between the BNR and
Sayrafa rates is sp, = (s, - §,)/ s, The latter computation circumvents non-stationarity in the exchange rates.

First, the relation between the volume of transactions and the spread is examined graphically.

The scatter plot suggests a negative (albeit weak) association between the spread and volume.

(continued on next page)
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BOX 1: THE SAYRAFA PLATFORM: THE CYCLE OF BUYING TIME (continued)
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Second, a Vector Error Correction model (VECM) comprising the natural logarithms of the BNR, Sayrafa rate and transaction volume is
estimated.

The findings from estimating the VECM suggest that, except for the first lag, the volume on Sayrafa is negatively associated with the BNR and positively associated
with the Sayrafa rate. Further, tests of Granger causality indicate that the volume on Sayrafa Granger-causes the BNR. Taken together, these
findings point to a narrowing in the spread between the BNR and Sayrafa rates when the volume on Sayrafa increases.

The Source of FX supply through the Sayrafa Platform
Remaining FX Usable Reserves

The survival of the Sayrata platform hinges on the central bank’s ability to supply dollars. As the Sayrafa exchange rate has been consistently below the
BNR, very few (if any) businesses, traders, and individuals have an incentive to sell US$ at the Sayrafa rate. Hence, the supply of dollars is
likely to originate from BdL's reserves and, because there are no economic incentives to offer US$ at a loss on the platform when they can
be sold at a more favorable exchange rate in the parallel market, the functioning of the platform hinges on BdL provisioning US$ liquidity on
the platform. For the period December 2021 to August 2022 the palpable increase in Sayrafa volumes (FX interventions by BdL) occurred

FIGURE 8 - Increased Sayrafa Volumes (weakly) Associated with BNR Appreciation & Decrease in
the Spread between BNR & Sayrafa Rates
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Sources: BdL and WB Staff Calculations.

(continued on next page)
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BOX 1: THE SAYRAFA PLATFORM: THE CYCLE OF BUYING TIME (continued

in tandem with a precipitous decrease in remaining gross usable reserves. Indeed, BdL gross reserves have decreased by US$4.82 billion
over the period July 2021 to January 2023, likely indicating that the reserves were used, at least in part, to provide liquidity on the platform
(Figure 9 below). BdLs interventions, have thus led to shortlived appreciations in the BNR at the expense of depleting remaining gross
usable reserves, ultimately weakening BdL's balance sheet position.

Buying Dollars from the Banknote Market

The plateauing of the decrease in BdL foreign currency assets all the while BdL's foreign exchange interventions via Sayrafa are still underway raises questions
regarding the source of the liguidity on the platform.” Starting in April 2022, the significant increases in the volume on Sayrafa were preceded
by surges in currency in circulation (Figure 10 below). The latter actions may be suggestive that BdL purchased foreign currencies outright

FIGURE 9 - Increase of Volume of Transactions on Sayrafa Occurred in Tandem with a Precipitous
Decrease in Remaining Gross Usable Reservess
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FIGURE 10 - Increase of Volume of Transactions on Sayrafa Was Preceded by an Increase in
Currency in Circulation Starting in April 2022
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BOX 1: THE SAYRAFA PLATFORM: THE CYCLE OF BUYING TIME (continued)

from the market to inject them on the Sayrafa platform. The increase in the currency in circulation has led to rapid episodes of steep
currency depreciation, further exacerbating exchange rate volatility and far from succeeding in stabilizing the BNR.

Arbitrage Opportunities

The platform has also proven to be a mechanism to generate arbitrage profits, and provide subsidies to public servants, importers, and select individuals
and corporations.’ In fact, owing to access to foreign currency at subsidized rates, close to US$2.5 billion in arbitrage profits have accrued
to those benefitting from access to Sayrafa since the initiation of the platform (Figure 11).) Arbitrage profits are computed as the spread
between the BNR and the Sayrafa rate, multiplied by the Sayrafa volume, then divided by the BNR. Due to lack of granular data on buy and
sell transactions on Sayrafa, it is assumed that the total volume of transactions reported are sell-side transactions, with most FX supply
provided by BdL.* Arbitrage profits, therefore, are also losses to BdL's balance sheet.

Notwithstanding the sizeable volume of transactions on the platform, the goal of unifying exchange rates continues to be elusive due to the
rationing and severe shortage in FX supply on the platform, and the lack of a credible macro-framewaork. In fact, the platform has added yet
another exchange rate to a highly taxing multiple exchange rate system that continues to create distortions and rent-seeking opportunities.

Conclusion

The Sayrafa platform reflects a weak and inefficient monetary tool at best, with the ultimate objective of buying time in the absence of a new exchange rate
and monetary framework. BdL's interventions via the Sayrafa platform have only achieved short-lived appreciations in both the Sayrafa and
the US$ banknote exchange rates, at the expense of dwindling foreign reserves and/or a rapidly depreciating exchange rate (prompting
Ssevere erosion in purchasing power), a testament to the unsustainability of such measures. Burning through foreign exchange reserves to
temporarily prop up the national currency is an unsustainable monetary and quasi-fiscal tool that has proven to be costly, as it negatively
affects Lebanon’s financial position, and long-term prospects of recovery.

FIGURE 11 - Arbitrage Profits Using the Sayrafa Platform Exceed US$2.5 Billion
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2 Circular 149.

® Circular 157.

¢ Circular 159.

9The announcement on December 27, 2022 was accompanied by a change in the Sayrafa rate to LBP 38,000 per US$.

¢ See, for example, Article.

"The Johansen (1988) methodology is employed to estimate the VECM. The Sayrafa and BNR are cointegrated and this cointegration relation is exploited in the model.
9Burgundy lines represent announcements of BdL interventions that lead to an increase in the volume of transactions or the Sayrafa rate.

" A distinction should be made between foreign currency reserves and assets at BdL. The difference between foreign currency assets and reserves is equal to BdL's securities
portfolio in foreign currencies. While foreign assets plateaued, foreign currency reserves continue to decrease, albeit the rate of decrease has slowed in 2021 and 2022.
"Employees of the public sector are permitted to withdraw their salaries at the Sayrafa rate, effectively constituting an implicit tool to subsidize public sector wages.

IThe arbitrage profits estimate does not include those profits stemming from the spread between the Sayrafa rate and the preferential Sayrafa rate granted to public sector
employees, which means that the estimated cumulative arbitrage profits are likely to be understated.

“As mentioned earlier, as the Sayrafa exchange rate has been consistently below the BNR, very few (if any) businesses, traders, and individuals have an incentive to sell US$
atthe Sayrafa rate. Hence, BdL is likely the main if not only supplier of FX liquidity on the platform.

12 LEBANON ECONOMIC MONITOR: THE NORMALIZATION OF CRISIS IS NO ROAD FOR STABILIZATION



Inflation averaged 171.2 percentin 2022 and is expected removal of FX subsidies on crucial imports by BdL,
to remain in the triple digits in 2023. The rise in prices increased dollarization in the Lebanese economy' and
of food and non-alcoholic beverages in the consump- unmonitored price increases to hedge against future
tion basket was the highest contributor to inflation in depreciation episodes.

2022, averaging a 240 percent increase throughout

2022, and reaching a maximum of 483 percent (yoy) 6 Please see online annex published with this issue

in January 2022 (Figure 13). In fact, the exchange rate for further details on the exchange rate pass-through

pass through,'® which measures the extent to which calculations.

fluctuations in the exchange rate lead to changes in 7" The loss of confidence in the LBP has increasingly driven
. . . . dollarization across several sectors, including tourism.

aggregate prices (i.e., inflation), has averaged 133

in 2022 ; t 61 More recently, all supermarkets have also been allowed
percent in » Up from an average o percent to price in US$, while customers can pay in dollars or

between October 2019 and December 2021. This Lebanese pounds at the market rate published by each
increase is mainly on account of the near complete supermarket.

FIGURE 12 - Exchange Rate Depreciation Drives the Surge in Inflation
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FIGURE 13 - Inflation in Basic Items Has Been a Key Driver of Overall Inflation, Hurting the Poor and
the Middle Class
Contributions to Overall Inflation in 2022
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FIGURE 14 - Currency Depreciation and Local
Factors Are Main Drivers of Inflation
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Sources: CAS and WB staff calculations.

In addition to currency depreciation, local
factors (such as hedging) have become dominant
drivers of core CPI inflation.”® Local factors refer
to increases in headline CPI inflation that cannot be
attributed to global food or energy price increases or to
changes in the BNR. Figure 14 provides a disaggrega-
tion of headline CPI inflation, by global (namely, food
and energy prices), exchange rate depreciation, and
local factors. Stripping out the short-lived (or transitory)
effects of increases in global food and energy prices
following the Russian invasion of Ukraine, the rapid
depreciation of the LBP was the largest driver of core
inflation in Lebanon until December 2021: however,
since January 2022, the weight of local factors in
headline CPI inflation has increased. It is likely that the
residual increase in core inflation (local factors) is due to
hedging against future rapid episodes of depreciation,
and lack of price monitoring and control by the relevant
authorities.

Effective February 1, 2023, BdL has adjusted
Lebanon’s official exchange rate to 15,000 LBP/
US$, a devaluation of nearly 90 percent from the
former peg of 1,500 LBP/US$. The new exchange
rate replaces the former peg in the context of a mul-
tiple exchange rate system that persists. This system
provokes distortions in the economy and creates rent-
seeking opportunities. The new official exchange rate
also applies to the withdrawal rates of pre-crisis deposits
(of circular 158 and 151). The change of the exchange

FIGURE 15 - A Steady and Sharp Deterioration in
Credit Performance as Measured by
NPL Ratio for Banks
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rate in the balance sheet of banks prompts the re-
calculation of all banking sector assets denominated in
LBP but converted to US$ at the former 1,500 rate to the
new rate of 15,000-hence, since banks have a sizeable
amount of assets denominated in liras (that have to be
converted to US$ at the new rate)—banks will incur huge
losses in those assets. However, BdL has allowed banks
to (1) value their real estate assets at the “fresh dollar”
rate and (2) adopt the Sayrafa platform rate of December
31 of each year, and for five years, to value their real
estate assets in Lebanon and their long-term contribu-
tions and lending related to participations in banks and
financial institutions abroad bought or granted with Bdl's
approval.”® The BdL has given banks five years to ‘recon-
stitute’ losses in their balance sheets, which essentially
goes against the upfront realization of losses (as per
international best practice and IMF prior actions).
Financial losses in the banking system
exceed US$72 billion, equivalent to more than
three times GDP in 2022.2° Combined losses stem

8 Core CPI inflation is defined as the rate of change in the
price of CPI basket excluding global food and energy
prices, two volatile components. Headline inflation, which
measures the change in the price of the entire CPI basket,
typically exhibits larger volatility than core inflation.

® Circular 659.

20 Please refer to: World Bank (2022), Lebanon Economic
Monitor, Fall 2022: Time for an Equitable Banking
Resolution. (Link).
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FIGURE 16 - A Severe Contraction in Loans and a Reduction in Deposits Shrinking Bank Balance Sheets
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from (1) a sovereign that is in default on its public
debt of approximately US$35 billion (163 percent
of GDP in 2022);?' (2) a central bank, Banque du
Liban (BdL) that has US$60 billion (259 percent of
GDP) in negative net foreign exchange reserves—by
far the largest negative reserves of all central banks
across the world;?? and (3) substantive losses in the
private sector credit portfolio rendering the oversized
banking system insolvent, against pre-crisis equity
of US$21 billion.?® As early as November 2019, the
financial sector introduced discretionary and informal
capital controls, to conserve their liquidity and capital,
as depositors struggled to access the full value of
their pre-crisis deposits. A multiple exchange rate
system was put in place, governed by ad-hoc Central
Bank circulars, in lieu of a new monetary exchange
rate framework grounded in the full realization of
financial losses. Since June 2021, BdL has formally
allowed for a gradual withdrawal of deposits, a
lirafication scheme that has resulted in haircuts on
deposits between 60-80 percent. The burden of the
ongoing adjustment and deleveraging in the financial
sector is highly regressive, falling hardest on smaller
depositors.

Despite ongoing regressive deleveraging
schemes for more than three years, the banking
sector balance sheet remains impaired. As of
January 2023, 70.1 percent of banking assets are
in sovereign securities, 63.3 percent of which are

with BdL in the form of deposits, while the remaining
6.8 percent are in government securities (TBs and
Eurobonds) and claims on the public sector. As of
end 2022, 77 percent of banks’ liabilities are private
deposits (only down from 90 percent at the onset of
the crisis) despite the deposit lirafication scheme.?
The domestic credit portfolio has further contracted
by US$8 billion as of end 2022; this is on top of a con-
traction by US$8.6 billion in 2021 (Figure 16), bringing
the total credit contraction to about 61 percent since
the onset of the crisis in 2019. Figure 15 portrays the
sharp deterioration in the banking sector’s lending
portfolio as measured by the ratio of nonperforming
loans (NPL).

As outlined in the Fall 2022 Lebanon
Economic Monitor, divergent views among key
stakeholders on how to distribute the financial

2" Based on World Bank estimates; The World Bank debt
model assumes a stable foreign denominated debt
stock.

22 Based on World Bank estimates, also see similar
estimates in: “Mapping out the path to the Lebanese
Economic Recovery”, Goldman Sachs International,
2021; “Fitch Downgrades Lebanon to ‘CC™, 2019;
Moubayed, A., & Zouein, G. (2020).

2 Source: BdL.

2 About 77 percent of total deposits (US$98 billion) are
in FX; most of them (98 percent) are estimated to be in
pre-crisis dollars.
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losses remains the main bottleneck for reaching
an agreement on an equitable banking resolution.
Global best-practice principles endorse a financial
sector rehabilitation strategy that recognizes and
addresses the large losses in the sector upfront,
respects the hierarchy of claims, protects small
depositors, and refrains from recourse to public
resources. Key stakeholders in Lebanon, however,
remain strongly opposed to such a resolution, calling
on the State to bear responsibility for the ongoing
crisis and to privatize public assets and/or draw on

future government revenues to bail-out the financial
sector. The magnitude of the holes in the intertwined
balances sheets of the Central Bank, the banking
sector and the Sovereign, dwarfs the current and
future assets that the sovereign could realistically
mobilize for a bailout. Not only is Lebanon’s banking
system too big to bail, but a bailout of the financial
sector by taxpayers would redistribute wealth from
poorer to richer households, as the public would
be asked to compensate bank equity holders and
wealthy depositors.
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OUTLOOK AND RISKS

ubject to extraordinary high uncertainty

particularly in the context of repeated

episodes of sharp currency depreciation,
real GDP is projected to contract further by 0.5
percent in 2023.%® The less severe contraction in
real GDP in 2023 owes to a continued, albeit modest,
pick up in private consumption and a narrowing of the
current account deficit relative to 2022. Further, milder
contractions in investment and gross fixed capital
formation are also expected to contribute to lessening
the economic contraction relative to 2022. Projections
(Table 1) pay heed to persistent lack of political will
for comprehensive reforms, and institutional vacuum,
expected to prolong throughout the whole of 20283.
A complete depletion of FX reserves at BdL is not
expected in 2023.

Inflation is expected to remain in triple
digits, at 165 percent, persistently amongst the
highest rates globally. Monetary and financial turmoil
are expected to continue to drive crisis conditions. In
our next run, our inflation estimates will be revised to
account for ongoing episodes of steep currency depre-
ciation-and the persistent sharp interaction between the
exchange rate and inflation shaping unstable dynamics
(as outlined in Money and Banking section).

On the fiscal front, given the significant
delay in ratifying a government budget for 2023,
we assume that the 2022 budget will continue
to have considerable impact on public finances
in 2023.%° As budget 2022 reflects a slightly expan-
sionary fiscal policy, the fiscal balance is estimated
to record a deficit of 0.5 percent of GDP for the first
time since 2020. The primary balance is projected
to also record a deficit of 0.3 percent of GDP. As a
result, probable monetization of the fiscal deficit will

% Given the lack of data to inform 2023 projections, our
projections for the economic growth are based on
dynamic forecasts from the econometric models that are
outlined in the online Annex published with this issue.
Due to parameter and model uncertainty, these forecasts
are subject to considerable uncertainty.

% In the absence of a ratified 2023 budget, spending
follows the 1/12th rule based on the last approved
budget law, i.e. spending in 2023 will be based on the
budget law of 2022 until a 2023 budget comes into
force. The 1/12"" rule stipulates that for each month of
the new year that passes without an updated budget, the
government can spend one-twelfth of the annual amount
allocated in the last approved budget. With inflation in
triple digits, the 2022 nominal LBP budget numbers,
translate in a sharp contraction in real terms for 2023.



18

have implications on the narrow money supply and
exacerbate the inflationary environment. Nonetheless,
in real terms, both expenditures and revenues in 2023
are on a steep downward trajectory, reflecting an
88.8 and 84.3 percent decrease respectively, since
2018, a reality that points to a massive hollowing out
of the state. Debt dynamics are expected to remain
unsustainable as a result of both economic contrac-
tion and currency depreciation, with the debt-to-GDP
ratio projected at 183.5 percent of GDP in 2023.

The current account deficit to GDP ratio is
expected to remain sizeable in 2023, although
slightly lower than in 2022, reflecting a chronically
weak external position. The current account deficit
is expected to narrow to 14 percent of GDP in 20283,
down from a record 20.6 percent of GDP in 2022. The
materialization of the anticipated increase in the custom
duties exchange rate was among the main drivers of the
record increase in imports in 2022, and the consequent
worsening of the trade-in-goods deficit. Following the
introduction of the changes to the exchange rate of
the custom duties prompting further increases in the
price of imported goods, a slight improvement in the
trade-in-goods balance in 2023 is projected, driven by
a projected decrease in imports. Nonetheless, the cur-
rent account deficit continues to reflect historic external
imbalances and continues to deplete the remaining
usable foreign exchange reserves of BdL.

Against this backdrop, the Lebanese
economy is markedly distant from a stabilization
path, despite the ostensive normalization of crisis
conditions. Economic contraction deceleration in
2022 and 2023 respectively, is owed to a technical
deceleration tied to consecutive steep contractions in
previous years (base effect) and is not an indication of a
stabilizing economy. To the contrary, further economic
contraction cannot be discounted as foreign reserves
run dry, the inflation-depreciation spiral accelerates,
and the core functions of the state are further depleted.
Therefore, even the technical deceleration in economic
contraction witnessed is far from sustainable.

Under current conditions of ever-present
financial and monetary turmoil, compounded
by political uncertainty, a heavily dollarized and
cash economy prevails. As outlined in the Special
Focus below, the pervasive dollarized cash economy

impedes prospects of economic recovery. The preva-
lence of cash transactions not only heightens the
risks of money laundering and tax evasion, but also
aggravates informality and has adverse implications
on the ability to conduct monetary and fiscal policy.
Should Bdl's gross foreign exchange reserves run
out, a fully dollarized economy whose size will be
dictated by foreign exchange inflows will ensue.

Persistent lack of political will for com-
prehensive and adequate reforms stems from a
policy of preservation of interests of a narrow elite
base. While Lebanon’s pre-crisis unsustainable devel-
opment model has benefited a few at the expense of
the rest of the population, ad-hoc crisis management
decisions have also favored an unequal economic
adjustment that is setting the premise for long term
inequality and a new economic configuration.

Across all economic pillars, ad-hoc crisis
management decisions continue to undermine a
just and comprehensive recovery plan, ostensibly
because of the persistent political deadlock. As
outlined in detail in annex |, the continued socializa-
tion of financial losses through a multiple exchange
rate system, ad-hoc monetary policy and the mon-
etization of fiscal deficits have prompted a deeply
regressive inflation-depreciation spiral that has only
further depressed economic output and deepened
the calamities of Lebanon’s residents. In fact, piece-
meal interventions, and short-sighted decisions in
isolation of a well-carved out comprehensive strategy,
have shifted the burden of the economic adjustment
to the most vulnerable segments of the population
and the majority of the local labor force who earn in
national currency and are witnessing a daily, often
double-digit erosion to their purchasing power. This
is further compounded by a near complete collapse
of public finances, driving an acute collapse of public
service provision and state institutions atrophy with
devastating consequences on state building moving
forward. The winners in this case are few.

As repeatedly called for, Lebanon needs to
urgently adopt a domestic, equitable, and com-
prehensive solution that is predicated on: (i) a new
and credible exchange rate and monetary framework,
(i) comprehensive bank restructuring addressing
upfront the balance sheet impairments, restoring
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liquidity, and adhering to sound global practices of depositors, (iii) a medium-term fiscal strategy to restore
bail-in solutions based on a hierarchy of creditors debt sustainability, and (iv) key structural and sector-
(starting with banks’ shareholders) that protects small level reforms to enhance governance (see Annex |).

TABLE 1 - Selected Economic Indicators (2015-2023)

YA 2016 2017 2018 2019 2020 2021 Est. 2022 2023 Proj.

(annual percentage change, unless otherwise specified)

Real Sector

Real GDP 05 16 0.9 -19 -6.9 -214 -70 -2.6 -0.5

Real GDP per Capita? -1.7 3.8 3.4 0.7 -4.2 -19.7 -58 -0.8 -0.5
(Share of Real GDP)

Agriculture 37 338 43 44 47 6.0 6.0 6.0 6.0
Industry 12.7 12.8 12.3 12.0 10.7 12.8 12.8 12.8 12.8
Services 72.0 7 718 722 739 76.9 78.6 78.6 786
Net Indirect Taxes 1.6 7 1.6 14 10.6 4.3 2.6 2.6 2.6

(annual percentage change, unless otherwise specified)

Inflation (Consumer Price Index) -3.7 -09 4.5 6.1 29 84.3 154.8 1712 165.0
Public Finance (percent of GDP, unless otherwise specified)
Revenue 19.2 19.4 219 21.0 20.8 131 75 6.0 6.3
o/w Tax revenue 13.7 13.7 15.5 15.4 15.6 9.0 56 4.8 5.0
Expenditure 26.9 28.7 28.6 32.0 314 16.4 6.5 5.7 6.8
Current expenditure 21.7 23.2 23.6 26.0 26.1 14.3 5.8 5.2 5.8
o/w Interest payment 5.7 6.0 6.1 5.8 6.0 2.3 0.9 0.6 0.2
Capital expenditure 14 14 15 1.7 1.3 0.4 01 01 0.2
Overall fiscal balance -7.7 -9.3 -6.7 -11.0 -10.6 -3.3 10 0.3 -05
Primary balance 12 0.0 2.7 -12 -0.5 -0.8 1.9 0.9 -0.3
External Sector (percent of GDP, unless otherwise specified)
Current Account Balance =171 -20:5 -22.9 -24.3 -22.0 -9.3 -12.5 -20.6 -14.0
Trade balance =229 -23.7 -24.8 -24.8 -251 -20.3 -31.0 -46.8 -414
o/w Export (GNFS) 39.7 37.3 361 35.7 35.7 28.2 449 61.3 68.3
Exports of goods 8.0 7 76 70 94 12.9 201 214 22.3
Exports of services 31.7 29.6 28.5 28.7 26.3 15.3 24.7 39.9 46.1
o/w Import (GNFS) 62.6 61.0 60.9 60.5 60.8 48.5 759 1081 109.8
Imports of goods 35.2 351 34.8 34.4 P 33.4 55.4 79.2 761
Imports of services 274 25.9 26.1 26.1 255 151 20.5 28.9 33.7
Factor services and transfers 5.8 3.2 19 0.5 3.0 1.0 18.5 26.2 2715
o/w Net remittance inflows 72 6.7 52 4.2 6.1 1.9 178 24.0 25.9

(continued on next page)
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TABLE 1 - Selected Economic Indicators (2015-2023) (continued)

2017 2018 2019 2020 2021 Est. 2022 2023 Proj.

(annual percentage change, unless otherwise specified)

Total Public Debt
Total debt stock (US$ million)® 70,315 74,959 79,530 85,139 88,900 56,813 39,903 35,047 32,948
Debt-to-GDP ratio (percent) 140.8 146.6 150.0 155.1 172.3 179.2 1725 162.6 183.5

Memorandum ltems

Nominal GDP (LBP billion) 75,268 77105 79,939 82,764 80,196 116,954 271,916 588,617 1,509,308
Exchange rate, average 1,508 1,508 1,508 1,508 1,554 3,688 11,755 27,309 84,068
(LBP/USS)

Nominal GDP (US$ million)® 49,929 51,147 53,028 54,902 51,606 31,712 23132 21,554 17,953

#We base our per-capita calculation on population estimates produced by UN population division. These estimates have been significantly revised down, for Lebanon, to 5.5 million,
from 6.7 million, in 2022. This change has a prominent effect on Real GDP per capita growth and Nominal GDP per capita.
® We use the WB-AER to calculate the total debt stock and nominal GDP in US$ million for 2019 onwards.
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SPECIAL FOCUS:
GAUGING THE SIZE OF
THE CASH ECONOMY

IN LEBANON

complete loss of confidence in an impaired

banking sector has precipitated a rapid shift

towards hard currency cash transactions.
This Special Focus offers estimates of the size of
the cash economy over the years 2020 to 2022.
The US$ cash economy is defined as total US$
cash in circulation and reflects, for the most part,
legal transactions in a highly dollarized economy.
The analysis indicates that the cash economy has
increased in size from 26.2 percent in 2021 to 45.7
percent of GDP in 2022. The bulk of the increase
in the size of the cash economy in 2022 (vis-a-vis
2021) can be ascribed to a slowdown in capital
flight and a decrease in GDP in US$ - a denominator
effect. In the absence of adequate reforms and crisis
resolution measures, a growing cash economy is a
major impediment to Lebanon’s economic recovery,
as it has adverse implications on conducting fiscal
and monetary policy, significantly heightens the
risks of money laundering, increases informality, and
facilitates tax evasion.

Background and Rationale

In the wake of Lebanon’s unprecedented
financial crisis, a cash economy has come to

gradually replace the banking sector. Indeed, the
bulk of financial transactions are settled in cash and
lines of credit offered by the banking sector are fully
cash-collateralized.

Sizing the cash economy is essential to
understanding the evolving nature of transactions
and assessing the potential implications of a per-
vasive cash economy on the conduct of fiscal and
monetary policy. A growing cash economy implies
that fiscal policy is less potent. On the one hand, a
pervasive cash economy would be detrimental for
tax buoyancy and effort. On the other hand, the cash
economy creates incentives for tax avoidance. Further,
the prevalence of cash transactions complicates the
conduct of monetary policy given that the conduit for
maintaining a nominal anchor and exchange rate sta-
bility is the banking sector. Because the cash economy
replaces banking transactions, monetary policy will
also become less effective.

The root cause of a pervasive cash economy
is the loss of confidence in the insolvent banking
sector. Unlike other countries, where cash transactions
are mostly driven by tax avoidance (or in which cash
may have originated from illegal activities), the cash
economy in Lebanon reflects a loss of confidence in an
insolvent banking sector. This reality has implications on
measuring the size of the cash economy, as contrary to
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other countries, cash transactions are part and parcel of
both illicit and informal activities as well as the majority
of transactions in the formal (i.e., legal) economy.

Measuring the Size of the Cash
Economy

The US$ cash economy is defined as total US$
cash in circulation. For the period 2020 to 2022, the
US$ cash in circulation (a flow variable) is estimated.
In that sense, the cash economy in Lebanon refers
to, for the most part, legal transactions occurring in a
highly dollarized economy.

Empirical methodologies to estimate the
size of the legal cash economy can be classified
into direct and indirect approaches (Medina and
Schneider, 2018; Schneider and Buehn, 2018).%” The
indirect approaches proxy for the size of the cash
economy using the discrepancy between national
expenditures and income as well as the difference
between the official and actual labor forces. In addi-
tion, the transaction, currency demand and multiple
indicators, multiple causes approaches offer an indirect
method to measure the size of the cash economy. The
direct approaches rely on surveys of company man-
agers and labor markets to gauge the size of the cash
economy. The data limitations in Lebanon constrain the
use of the econometric techniques that may be useful
to gauge the size of the cash economy.

Nonetheless, the discrepancy between
the income and expenditure sides of the national
accounts can be used to establish a lower bound
on the size of the legal cash economy in Lebanon
for 2020:

Starting from the identities of the national accounts,
Gross National Income (GNI) is:

GNI = GDP + NFI

where NF/ is net factor income from abroad. Gross
National Disposable Income (GNDI) is:

GNDI = GNI + TR,
where TR are net transfers from abroad.

Prior to 2020, the difference between GDP
from the expenditures side and GNDI published by
Central Administration of Statistics (CAS), peaked
at US$2.8 billion in 2015.2% In 2020, the difference
between GNDI and GDP stood at US$4.5 billion. The
size of the cash economy is estimated as the difference
between GNDI and GDP in both years. Following the
indirect approach, this provides a lower bound for the
size of the cash economy in 2020.

Owing to the lack of national accounts and
other data that can be helpful in estimating the
size of the cash economy in 2021 and 2022, the
methodology of Pickhardt and Sarda (2012),%° which
the authors propound to circumvent the difficulties
associated with estimating the size of the cash economy
econometrically, is adapted to Lebanon’s unique case.*

For 2021-2022, measuring the size of
the US$ cash economy requires identification
and accounting for the different sources of cash
in USS. Six sources of US$ cash in circulation are
identified. These are: (i) withdrawals of pre-crisis
foreign currency denominated deposits, and BdL
foreign exchange (FX) interventions from remaining
reserves, including through the Sayrafa platform, as
dictated by various BdL circulars; (i) US$ remittances
from abroad; (iii) US$ cash hoarded at homes since
the onset of the financial crisis; (iv) US$ cash entering
via official and unofficial entry points; (v) humanitarian

27 Medina, L., & Schneider, F., (2018). Shadow economies
around the world: What did we learn over the last 20
years?, IMF working paper, WP/18/17, Washington DC.
Schneider, F., & Buehn, A. (2018). Shadow economy:
Estimation methods, problems, results and open
questions. Open Economics, 1(1), 1-29.

% More specifically, the difference between GNDI and GDP
stood at US$ 1.38, 1.78, 1.63, 1, 0.25 and 1.56 billion
in 2013, 2014, 2016, 2017, 2018 and 2019, respectively.

2 Pickhardt, M., & Sarda, J. (2011). Cash, hoarding and
the underground economy, Discussion Paper No. 56,
Centrum fur angewandte Wirtschaftsforschung Munster
(CAWM), Universitat Munster.

30 Pickhardt and Sarda (2012) argue that their proposed
method accounts for cash hoarding which may arise
because of “fundamental distrust in the banking system”.
As such, their approach would be the most relevant to
Lebanon.
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and development cash assistance provided by
international organizations (including to refugee com-
munities); and (vi) post-crisis bank deposits in US$, i.e
“fresh” US$ deposits that are not subject to the bank-
imposed informal capital controls (i.e., restrictions on
withdrawals and international transfers.); fresh US$
deposits mostly consist of salaries and international
transfers that are assumed, for the most part, to be
accessible quickly and withdrawn by depositors.

Gauging the size of the cash economy in
Lebanon for 2021-2022 presents several chal-
lenges. First, data on the exceptional cash withdrawals
in foreign currency since the issuance of basic circular
158 on June 8, 2021, are not available. Second, while
the total volume of transactions on Sayrafa is available,
more granular data on buy and sell transactions are
not. Third, estimates of cash hoarding at homes or cash
being brought in by individuals via official or unofficial
border crossings are highly speculative and subject to
considerable uncertainty.

Several assumptions are required to esti-
mate the size of the cash economy in 2021 and
2022. These include:

1. Currency in circulation is exchanged into
US$ at the prevailing banknote rate (BNR) for
precautionary demand motives. As the national
currency has lost its function as a store of
value (and, to a certain extent, as a medium of
exchange), it is assumed that, in an economy
undergoing rapid dollarization, cash in LBP is
immediately exchanged for US$ to preserve
purchasing power.

2. The substantial (non-cash) deleveraging in the
banking sector is accounted for by netting out
foreign currency claims/loans (both resident and
non-resident) from foreign currency deposits.

3. The remainder (i.e., deposits that are net of
loans) of the foreign currency deposits are
either withdrawn according to circular 158 and
channeled to the cash economy or withdrawn
through discounted cheques and channeled to
the cash economy. More specifically, according
to information provided by the Banque du
Liban (BdL), 120,000 accounts benefitted from
circular 158 in the first three months following the

issuance of circular 158 in 2021.3' This amounts
to US$ cash withdrawals of US$288 million.323?
The latter figure is netted out from the net-of-
loans cumulative decrease in deposits over the
period July to December 2021 and a discount
rate of 30 percent is applied to the balance,
which effectively is assumed to be converted into
US$ cash via discounted cheques. Further, the
average discount rate of 30 percent is applied
to net-of-loans deposits for the period January to
June 2021.

Under the assumption that the same number of
accounts benefited from the provisions of circular
158 in 2022 as in 2021; US$ cash withdrawals
related to circular 158 are therefore estimated
at US$576 million in 2022. A discount rate of
20 percent is applied to the balance of the net-
of-loans deposits, effectively assuming that they
are converted into US$ cash via discounted
cheques.®®

Remittances are assumed to flow directly into the
cash economy (and are therefore not saved). As
mentioned earlier, the unprecedented financial
crisis has made Lebanon even more reliant on
remittances to finance household consumption and

31

32

33

34

35

https://www.bdl.gov.lb/news/index/8/251 and https://
www.bdl.gov.Ib/files/circulars/158_en.pdf.

Circular 158, issued on June 8, 2021, allows depositors
to withdraw US$800 on a monthly basis split between
US$400 in US$ banknotes and US$400 in LBP at an
exchange rate of 12,000 LBP/US$, which was amended
to be 15,000 LBP/US$ as of February 1st, 2023. (Link)
Those withdrawals are assumed to have taken place
between July and December of 2021. The starting date
of July for the withdrawals supposes that depositors
require three weeks to comply with the stipulations
of circular 158 and become eligible for withdrawals
according to it. The withdrawals in US$ cash according
to circular 158 is also assumed to only apply to resident
deposits while non-resident deposits are converted into
US$ cash via discounted cheques.

The average cheque discount rate for 2021 is 30 percent
(source: lebaenselira.org).

It should be noted that the LBP portion of the withdrawals
according to circular 158, and all withdrawals according
to circular 151 would be reflected in currency in
circulation.

SPECIAL FOCUS: GAUGING THE SIZE OF THE CASH ECONOMY IN LEBANON

23


https://www.bdl.gov.lb/news/index/8/251
https://www.bdl.gov.lb/files/circulars/158_en.pdf
https://www.bdl.gov.lb/files/circulars/158_en.pdf
https://www.bdl.gov.lb/files/circulars/158_en.pdf

24

the provision of necessities. Net remittances (i.e.,
remittance inflows minus outflows) obtained from
Bdl's data on the balance of payments is included.

6. The portion of the reserves that is injected into the
economy is computed as the change in reserves
that are net of essential subsidies (i.e., wheat, fuel
and chronic medication). That is, for both years
(2021 and 2022), the portion of reserves that is
used to import essential goods is netted out, as
these fundsare notchanneledtothe cash economy.
As no granular data on Sayrafa transactions exist,
it is assumed that the net reserves includes both
FX interventions of BdL in the market and via the
Sayrafa platform. Withdrawals in cash US$ are
also netted out in accordance with circular 158
from BdL's remaining reserves (article 5 of circular
158) to avoid double counting.

7. Non-Lebanese tourists bring in cash that must
be accounted for as part of the cash economy.
Lebanese tourists are assumed to be withdrawing
from their bank accounts (or exchanging dollars,
which would appear in currency in circulation).
Spending of non-Lebanese tourists is measured
by multiplying non-Lebanese tourist spending
in 2020 by the year-on-year growth in tourist
spending as obtained from BLOMINVEST’s
BRITE database.

8. In principle, the portion of “fresh” US$ deposits
(i.e., that are not subject to the ad-hoc capital
control imposed by the banks or post-2019
US$ deposits) which is withdrawn must be
accounted for. However, the data provided by
BdL does not include a delineation between pre-
crisis and fresh US$ deposits. Further, the size
of fresh deposits making their way into the cash
economy is likely to be small relative to the above-
mentioned sources. Therefore, the latter are not
included in the computations.

9. Humanitarian and development cash assistance
disbursed in US$ to refugee communities and
Lebanese poor households are estimated at
US$127.8 million in 2021 and US$340 million in
202236

10. Net errors and omissions of the balance of
payments for 2021 are assumed to be indicative
of capital flight and are thus deducted from the

US$ cash economy for that year® Although
admittedly an imperfect proxy for capital flows,
the existing studies (IMF, 2019; Bank of Iceland,
2005)%¢ suggest that an increase in net errors and
omissions is indicative of capital outflows.

Building on these assumptions, the size
of the cash economy for both 2021 and 2022 is
estimated as:

3T AC, + 31D, + REM, + 3., AR, + HA, + TS, - CF,,

where CT is currency in circulation in US$ in month ¢,
computed by dividing currency in circulation by the
BNR, Co is currency in circulation in US$ in the base
period, D are net-ofloans foreign currency (resident
and non-resident) deposits that are converted into
US$* and REM, are net remittances at year end, R,
and R, are, respectively, net-of-essential subsidies
foreign currency reserves at the BdL in month ¢t and
the base period, HAT is humanitarian assistance in
cash US$ at year end, CF, denotes capital flight at

% The estimates are derived from various humanitarian
and development programs across different response
frameworks in Lebanon, namely: Lebanon Crisis
Response Plan (LCRP), 3RF, the UN Emergency
Response Plan (ERP), and cash programs under other
frameworks. The estimates also include cash assistance
provided to Lebanese households as part of the World
Bank financed Emergency Social Safety Net Program
(ESSN) for 2022. The estimates only include those
programs disbursing cash assistance in US$; cash
assistance disbursed in LBP is assumed to be included
in currency in circulation.

3 Capital flightin 2022 is likely to be negligible. Our method
for establishing a lower bound for 2020 accounts for
capital outflows.

% Bank of Iceland (2005). Monetary Bulletin, 2005-3.
A Quarterly Publication of the Central Bank of Iceland.
International Monetary Fund (2019). Analysis of net errors
andomissions. Thirty-SecondMeeting ofthe IMF Committee
on Balance of Payments Statistics, Thimphu, Bhutan.

% The dollarization rate of deposits exceeded 80 and
77 percentin 2021 and 2022, respectively. Hence, foreign
currency deposits account for the bulk of the deposit
base. It is assumed that the withdrawals in local currency
deposits will be reflected in currency in circulation.
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TABLE 2 - Breakdown of the Components of the Cash Economy in 2021 and 2022

2021 2022

US$ Cash from Deposit Withdrawals (US$ Billion)

Resident Deposits Minus Claims in Foreign Currency 0.734 0.634

Non-Resident Deposits Minus Claims in Foreign Currency 0.523 0185
1.261 0.819

Other Sources of US$ Cash (US$ Billion)

Currency In Circulation 0.926 0.809

Net Remittances 4.25 4.53

Change In Reserves Net of Essential Imports 1.81 218

Tourist Spending 1.46 118

Humanitarian Assistance 012 0.34

Capital Flight (3.77) 0

Total (USS billion) 6.06 9.86

TABLE 3 - Size of the Cash Economy

Year Estimated Size of the Cash Economy Percent of GDP

2020 US$ 4.5 billion (lower bound) 14.2%

2021 US$ 6.06 billion 26.2%

2022 US$ 9.86 billion 45.7%

year end and TS, is an estimate of non-Lebanese
tourist spending at year end. The base period for the
computations (t=0) is December of the previous year.

Abstracting from the cash inflows via official and
unofficial points of entry, the latter computation provides
an approximation for the size of the cash economy.

Table 2 provides a detailed breakdown of
the components of the cash economy for 2021
and 2022.

Table 3 provides a summary of the esti-
mates size of the economy in 2020, 2021 and
2022 in nominal US$ terms and as a percent of
GDP in USS$.

Conclusion

The cash economy increased in size in 2021 and
2022, albeit the year-on-year increase in the size of

the cash economy is larger in 2022 than in 2021.
Based on the nominal GDP projections, the size of the
cash economy stood at 26.2 percent and 45.7 percent
of GDP in 2021 and 2022, respectively. The bulk of
the increase in the size of the cash economy in 2022
(vis-a-vis 2021) can be ascribed to a slowdown in
capital flight. In fact, BoP data for H1-2022 show that,
for the very first time since the onset of the crisis, net
errors and omissions are close to zero. Therefore, the
assumption that most of the capital flight occurred
in 2020 and 2021 is plausible, particularly that 2022
generally witnessed tighter informal controls. The size
of the cash economy relative to GDP is also noticeably
larger in 2022 than 2021 owing to the decrease in
GDP—a denominator effect.

It is important to underscore that the cash
economy is not a net contributor to growth. In fact,
transactions in the cash economy are reflected in
GDP. That is, while the nature of settling transactions
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did change since the onset of the crisis, this change
does not prop up economic growth.

The prevalence of cash transactions
significantly heightens the risk of money laun-
dering, increases informality, and creates space
for further tax evasion. An increasing reliance on
cash transactions threatens to completely reverse
the progress that Lebanon made towards enhancing
its financial integrity by instituting robust anti-money
laundering controls in its commercial banking sector
(IMF, 2017) before the current crisis.*® Cash econo-
mies make it easier to conceal the source of funds for
illicit and illegal activities. Cash economies also incen-
tivize informality by small and micro businesses, lower
productivity due to the absence of economies of scale

and will likely compound longstanding weaknesses
in Lebanon’s tax code as they pertain to property,
capital gains and income taxes (IMF, 2023).4' Cash
transactions exacerbate the distortions in the lump
sum regime for business profits and facilitate tax eva-
sion. This, in turn, erodes the tax base and diminishes
tax buoyancy, effort and compliance.

40 International Monetary Fund (2017). Lebanon: Financial
System Stability Assessment, IMF Country Report No.
17/21, Washington DC.

4 International Monetary Fund (2023). Lebanon: Technical
Assistance on Putting Tax Policy Back on Track, IMF
Country Report No. 23/8, Washington DC.
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ANNEX |. FEW WINNERS, MANY LOSERS


https://thedocs.worldbank.org/en/doc/655991608648606400-0280022020/original/LebanonSubsidyReformNoteDec2020.pdf
https://www.imf.org/en/Publications/CR/Issues/2023/01/13/Lebanon-Technical-Assistance-Report-on-Putting-Tax-Policy-Back-on-Track-528121
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