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THE LEBANESE REPUBLIC ‘
REVENUE ENHANCEMENT AND FISCAL MANAGEMENT
- TECHNICAL ASSISTANCE FROJECT

Loan Summary
Barmower :  The Lebanese -Republic
Beneficiary :  Ministry of Finance (MOF)
Loan 1 US$19.94 million equivalent
Terms :  Repayment in 17 years, including § years of grace, at the Bank's standard

variabie interest rate

Financing Plan : Local  Fereign Total
——~(TJSS millions)
Bank 0.36 19.58 15.54
Government 1.97 0.00 1.7
UNDP 0.00 1.03 1.03
IMF 0.00 066 Q.66
Total 2.33 2127 23.60
Economic Rate
of Requrn’ : Not applicable
Poverty Category : Not applicable
Staff Appraisal
Report : Not applicable

This document has & restricted distribution and niry be ussd by recipients only In the performance of thelr
official duties. ity conterts may nNot otherwtse be disclosed without World Bank authortzation.




MEMORANDUM AND RECOMMENDATION OF THE PRESIDENT
OF -
THE INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT
' TQ THE EXECUTIVE DIRECTORS .
ON A PROPOSED LOAN
TO THE LEBANESE REPUBLIC
FOR A REVENUE ENHANCEMENT AND FISCAL MANAGEMENT
TECHNICAL ASSISTANCE PROJECT

1o I submit for your approval the following memorandum and recommendation on a proposed
Bank loan to the Lebanese Republic for US$19.94 million equivalent té help finarice technical assistance to
improv= and strengthen the copacity for ravenue snhancement and fiscal management in Labanon, The
praposed loan would be at the Bank’s standard variable interest rate with a maturity of 17 years, including
five years of grace.

2. Background. Fifteen years of conflict in Lebanon (1975-90) have left the economy
devastated, with real per capita income reduced by nearly two thirds due to the widespread destruction of
infrastructure and productive assets and the dislocation of the population. The total war damage to the
economy is estimated by the United Nations at approximately US$25 billion. Nearly a quarter of the
population of 3.6 million has been displaced. Apart from the tragic loss of life and the disabling of
thousands of people, about 200,000 professional and skilled Lebanese have left the country. This has
caused major shortages of skilied workers in various sectors ef the economy. Public institutions are
operating with inadequate numbers of skiiled staff, and it is difficult to attract qualified new staff due to the
current low salary scales. There is an acute shortage of middle-lev=l management, and overstaffing at lower
levels; the Civil Service Board has successfully made reductions in "ghost™ workers, but there are still a
large number of temporary and daily employees. The working of the Government has also been seriously
affccted by the lack of office space (as most public buildings have been damaged by war), office equipment,
anc supplies, in addition to the lack of civil service training to update skitls. The Ministry of Finance
(MOF) occupies a central position in overcoming these difficulties. Although it has suffered from the same
handicaps (lack of personnel and equipment) as other ministries, it has the ¢critical responsibility of
stabilizing the economy and mobilizing resources for reconstruction and recovery. -

3. Fiscal Imbalance and Macroeconomic Trends. Government attempts to achieve economic
stabilization since the end of the war in 1990 yielded mixed results through 1992, but have resulted in
considerable success since then Central to the macroeconomic imbalance has been a large budget deficit.
Central Bank financing of the deficit led to increased rates of inflation and capital outflow in 1992. In late
1992, the new Government remewed the efforts for stabilization and began implementing important fiscal
measures. As part of this effort, the Gover .nent switched back to treasury bill (TB) financing of the fiscal
deficit. It took actions to increase revemues from customs duties, income taxes, and the real estate tax;
eliminate wheat subsidies; increase fees and utility charges; and control expenditure growth. . As a result,
the inflation rate has been controlled, and official exchange reserves have risen significantly, However, the
overall fiscal deficit for 1993 is estimated to have been still relatively large at about 10.7 percent of Gross
Domestic Product {(GDP), requiring domestic financing at about 7.5 percent of GDP.'! The latter has added
to the heavy domestic interest payment burden and could aggravate the structural problems of the deficit.

1/ Reliable data on Lebanon's GDP are not yet available. The data and ratios given bere and elsewhere in the report are
based on rough estimates of GL 2 and are not strictly comparzble to data on other countries.
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1. ' Institetional Constralnts. An important issue in improving fiscal management is the
inadequacies of staffing, procedures and systems, equipment, statistical daia, and policy analysis. These

in lequacies exist across the board in the MOF and would take time to fully remedy. Some of the specific
w 1knesses in various fiscal areas are as follows: The customs administration has a complex tanff structure
and cumbersome entry forms and clearance procedures; inadequate equipment, skills, and statistics; and

si 1ificant revenue leakage. The customs receipts are also low due to the application of lower than the

m -ket exchange tate to determine the value of imports. ‘Altholigh the Government has already initiated
customs reforms (including quadrupling of the cusioms exchange rate to about half of the market rate),

w ich are having a positive impact on customs administration, sigaificant technical assistance would be

v ded to continue implementing these reforms and formulate future policy. The cadasire and land -
registration system was disrupted by the war; many maps and land records were destroyed, and the

d’ ctorate concerned lost most of its qualified staff. As a result, both property registration and property
ts ition have suffered. The system of domestic taxation is also in poor cordition. The tax structure is too
complex, staffing of the department and enforcement of the rules are inadeguate, and the records of the

d- ~artment are almost non-existent as they were largely destroyed during the war. Public expenditure

ri nagement (PEM) suffers from inadequate staffing; weak central control; tack of medium-term
programming; incomplete budget coverage; and vieak reporting, accounting, and cash management.

5 Fiscal Objectives. The resteration of fiscal balance, announced by the Government as a key
objective, would require strong measures that raise goverunent revenues above the 1993 level of about 14
pereent of GDP, as well as control the growth of current expenditures, which stood at about 21 percent of
G P in 1993, particularly in view of the increased capital expenditures required by the reconstruction
program. Beyond the immediate need to -=duce the fiscal deficit, several structural public finance issues
require government attention. The revenue system needs to be reviewed and seformed to maxe it effictent
ar  equitable. Important future areas of attention comprise: () continued reforms in trade duties and
ta.es: (b) effective taxation of consumption, either through a sales tax or a value-added tax; (c) effective and
equitable income taxation; and (d) the taxation of existing propertiss based on their market value. Price and
¢t recovery issues also need to be addressed, and government spending nesds to be thoroughly analyzed
ai_ reviewed. The first priority in this context would b to obiain a comprehensive picture of all
government financial operations at the central and provincial levels. Currentdy, ocly part of thase ocperations
a effectively controlled by the central government. Over the longer term, the functioning and systems of
p ctically all MOF directorates would require improvement. Ir: the shorter term, to enhance rzvenues and
rationalize public expenditure management, the Government needs significart and immediate technical

a: istance.

6. Project Objectives. The Project secks to support government efforts to enhance revenues
2 1strengthen fiscal management. The Project’s main focus is on filling the irrmediate gaps in key

p sonnel, skills, equipment, and physical resources; assisting in improving systems, procedures, and data
bases; and providing advice on future policy reforms.

7 Project Description. The Project would provide technical assistance (details are given in
the Technical Annex) in the form of consultant services, training, and equipment, including computer
e—tipment for the adoption of modem information technology. The Project would have three main

¢ mponents, focusing on the rehabilitation and modernization of: (a) the customs administration (US$3.82
muilion); (o) cadastre and land registration (US$17.09 million); and (c) domestic tax administration acd
PEM (US$1.67 million). In addition, the Projzct would include US$1.02 millicn for a Project

I plementation Team. The cost figures given here include price and physical contingencies. The activities

in the domestic tax administration and PEM component are currently being supported by a parallel activity



- . . _ . | —

vith some initial grant financing from the United Nations Development Programme (UNDP). The Project
would finance the costs of consvlrants (mostly short-term) and some equipment for these activities to
upplement the UNDP ﬁnancmg

8 Technical assistance in Lhe area of customs admm;srranon would focus on the rcform of
ustoms procedures and the installation and commissioning of the Automated System of Customs Data Entry
ASYCUDA) based on a United Nations Conference on Trade and Developmem (UNCTAD)UNDP -

propesal. The component of cadastre and land registration would support the reconstruction and
omputenzanon of maps that were destroyed or damaged during the conflict, the correction of errors and
iscrepancies among maps, a cadastral survey of aboust 1500 km? of land, the preparation and ‘

computerization of raps for unmapped areas as well as new areas to be surveyed, and the introduction ofa .

“eographic Information System (GIS) so as to keep track of land management. records. This component is
onsidered urgent for promoting private tnvastroent activity and institutional credit and for imnroving the
- coliection of property taxes. To improve domestic tax administration, the focus of the technical assistance .
~ould be on establishing a specialized unit for large taxpayers, emphasizing consumption taxes, simplifying
rocedures for tax assessment and collection, preparing proposals for broadening and diversifying the tax
base, and imtroducing tax payer identification and computer systems. To strengthen budgeting and
expenditure control, the aim of the technical assistance would be to improve the budgeting process, review
nd reform the budget nomenclature and classification, systematize the formulation of public expenditure
plans, and strengthen the control and oversight of such expenditures. To improve treasury management,
nrocedural reforms would be designed to increase liquidity in government finances, enhance control ove
isbursements, and improve accounting and cash management.

9. Project Cost and Financing. The total project cost is estimated at about U 5223.60 mikion,
icluding US$2.72 million to cover price and physical contingencies; foreign costs amount to abour

J83%21.27 million, and local costs to about US$2.33 milljon. The estimates of costs are based on May 1994

prices. The proiect cost and financing plan are given in Schedule A. Amounts and methods of procurement
1d disbursement are given in Schedule B. The timetable of key processing events and the status of Bank
roup operations in Lebanon are presented in Schedules C and D, respectively.

J. The Bank would finance forcign exchange costs of USS19.58 million and focal costs of
$8$0.36 million (for local consultants and training). The Government would provide US$1.97 million
equivalent from the budget to finance the balance of local costs. UNDP would provide a grant of US$1.03
illion, and the IMF, an equivalent of US$0.66 million. It has been agreed that the Bank loan amount -
nuld be reduced (through cancellation) in case concessional financing becomes available from other donors

for financing part of the Project.

. Project Implementation. Afrangements have been made to ensure effective project
implementation. A Project Implementation Team (PIT), consisting of a Project Director, a Project
Manager, three Implementation Coardinators (1Cs), an Accounts Officer, and support staff, would be

tablished under a UNDY grant. The work of the PIT would be supervised by a Steering Committee,
chaired by the Minister of Finance, and comprising the President of the Higher Council of Customs, the
Nirector General of Finance, the Director General of Customs, the Head of the Directorate of Land

egistration {DOLR), and the Project Director (Secretary}. The Project Director, who is already in place
and has been actively involved in designing the Project, would be responsible for overseeing the progress of
implementation of the overall economic management program of the MOF, of which the Project is an

1portant part. He would also act as economic advisor to the Minister. The Project Manager would be
icsponsible for the day-to-day management of the Project. The ICs would assist the concerned Directorates

~
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in the implementation of respective components, The Accounts Officer would be responsible for
maintaining project accoun.., controlling costs, and preparing financial statements. The PIT would itself
carry out procurement of goods and services, with assistance from the Council for Development and
Reconstruction {(CDR) and from UNDP and UNCTAD specialists. The PIT would prepare quarterly
progress reports which would be reviewed by the Steering Committee and sent to the Bank. The Project
Director would conduct periodic project impiementation reviews, using performance indicztors agreed upon
with the Bank. ' ' ‘ '

12. The Project incorporates various features designed to ensure that it would be implemented

" on schedule. Care has been taken to identify the units in the MOF that would be responsible for the various
tasks, to specify component activities, and 1o provide a timetable for completing the activities. The detailed
implernentation schedule, including the recruiment of the PIT staff and of consultants and the procurement
of goods and services, has been specified and agreed. The Government's strong commitment to the Project,

the establishment of the Steering Commitee and the PIT, and the use of the IMF and UNCTAD as _
implemr-nting agencies for some of the activities (para. 16) should help ensure effective .nd timely project -
iplementation.

13. Project Sustainnbility. Project sustainability would be facilitated by the substantial
provision of training for Lebanese staff under the Project. In particular, the international consultants hired
would have a speciai responsibility to train the counterpart staff, beyord the transfer of knowledge expected
in the ordinary course as a result of their working together. The institutions strengthened, the equipment
procured, the management information and other systems established, and the improved procedures
introduced would benefit MOF functions beyond the life of the Project. Incremental recurrent costs,
covering recruitment of technical staff and upgrading of physical facilities for nsw teciinclegy, would
amount to a minimal and sustainable US$1.00 million annually. Costs of only priority and specialized staff
needed to implement and sustain the project | ave been included here; recruitment against existing positions
is not reflected in these costs. On the basis of recent experience, recruitment for ;ome departments is
expected to be feasible despite the current low salary levels. The Government is also discussing proposals
to increase civil service salaries to make government jobs more attractive. In the meantime, as necessary,
the Governnient is prepared to hire the needed technical staff on contract.

14, Project Supervision. In view of the current suaffing inadequacies of the MOF, the Project
would require close supervision, especially in the beginning. A Project Launch Workshop would be
organized in late Septernber/early October 1994, Subsequently, there would be a minimum of two
supervision missions per year. Expected Bank resource needs are spelied out in the attached Supervision
Plan (Technical Annex, Attachment 5). In addition, eight staffweeks per year would be allocated for work
at Headquarters. Progress in implemeatation would be assessed in terms of the Project Implementation
Schedule (Technical Annex, Attachment 2). Monitorable indicators (Fechnical Annex, Attachment 6) for
reviewing project progress in general and, in particular, for the mid-term review at the end of two years of
project implementation, have been discussed and agreed upon with the Borrower. Furthermore, the IMF
and UNCTAD, which are implementing agencies for some activities (para. 16), would provide detailed
supervision for the work to be carried out in their respective areas.

15. Lessons Learned. The main lessons of Bank experience in technical assistance have been
taken into consideration in designing the Projzct. The following potential probiem areas have been
addressed: (a) Project complexty with too many componernis and target institutions and donors with
different procedures. The Project has been limited in scope to high priority componeats, and activities
within each component have been clearly identified. The Project activities have been well prepared and are
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based, in part, on earlier IMF and UNCTAD work. The technical assistance being pmwded 1tsclf contams
elements, including turnkey activities, intended to facilitate project implementation. (b) Lack of borrower
commitnent and project ownership. The Government is strongly committed to the Project and has besn
closely involved in its preparation. (c) Lack of institutional capacity, inadequate staffing of project
implementation teams, and ineffective monitoring. The Government has agreed to establish the PIT
mentioned above (para. 11) and to designate counterparts for the consultants financed under the Project. A
Project Drirector has-already been designated and is in place.. {d) Lack of a well-dcsigned fraining program.
“A training plan (Technical Annex, Attachment 4) has been prepared and agreed upon. More detailed
training programs would be developed for pamcxpatmg Directorates with the assistance of cornsultants in the
initial stage of project implementation. The programs would then be updated annually. (e} /n order to
improve the quality of TA, fully developed and realistic terms of reference and monitarable indicators should
‘be prepared and agreed upon. Key terms of reference and indicators have been preparcd and agreed upon

(Tehrical Anoax Attachments 3 and A, resnectively).

16. Role of Other Mulfilateral Agendies. The MOF wou'1 use the IMF, which has been
involved in preparatory studies for fiscal management improvement and has helped in project preparation, as
a technical assistance agency to implement the domestic taxaticn and public expenditures management
component and part of the customs component. It would implement the rest of the customs component
through UNCTAD. These services would be provided through a cost-sharing arrangement with UNDP, by
expanding an ongoing UNDP project. This expanded project would include provision for the PIT (UNDP
financed and implemented for the first three years; fourth and fifth years would be covered by Bank
financing), the DMF inputs (Bank and UNDP financed and implemented by the IMF), and the UNCTAD
inputs (Bank and UNDP financed and UNCTAD implemented). The MOF would directly implement the
cadastre and land registration component through turnkey contracts. The multilateral agencies would charge
standard fees for their services. As usual, IMF procedures would apply to the procurement of services for
the activities to be implemented through the IMF. The involvemert of the specialized mulrilateral agencies
would strengthen project implementation and ensure provision of quality inputs and outputs.

17. Rationale for Bank Involvement. The Bank's involvement in the proposed Project is
necessary and appropriate for several reasons. The Project would support the current country assistance
strategy which emphasizes economic stabilization and rehzbilitation and modernization of key institutions.
The Bank has 2 long experierce in providing such technical assistance, and the Governmea® is eager to
receive Bank support for this purpose. The Bank has made 2 loan of US$175 million for an Emergency
Reconstruction and Rehabdlitation Project (Loan 3562-LEB approved on March 4, 1993). In addition, the
Bank took the lead in mobilizing donor snpport through the 1991 Aid Coordination Meeting and proposes to
orgamzc a Consultative Group meeting in October 1994. The international donor community has shown
hngm:ss to assist in the reconstruction of the Lebanese economy, and the active support of the Bank and
_the IMF is seen as an lmportam signal for such assistance. Finally, the Bank is in an advantageous position
to synchronize techrical assistance with the formulatior of medium- to longer-tetm strategies for
MACTOECONOMmIC matagement. T
18. Actions Ag'reed Agreements have been reached on: (a) the implementation plan and
monitorable indicators; and (b) the key terms of reference. Assurances have also been received from the
Government on: (a) the maintenance of the PIT, with terms of reference and staffing acceptable to the
Bank; (b) a mid-term review; {c) auditing of the Special Account and project accounts; ¢d) submission of
annual work plans and quarterly progress reports by the participating Directorates of the MOF; and (¢)
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i plementation of an action pian (covering, among other things, employment of consultanis, appointment of
their local counterparts, and staff training). Employment of PIT staff would be 2 condition of effectiveness.

1. Envirunmental Aspects. The Project includes onty technical assistance and is classified as
Categary "C" under enviropmental screening, in accordance with the Bank’'s OD 4.01. Hewever, the
Project is expected to assist in environmental protection. Cadastre and land registration would provide

i portant data for land use and epvironmental management, establish tand rights, and prevent e.croachment
C.. protected areas.

. . Project Benefits, The main benefit of the Project would be an improvement in the MOF's
¢.pacity for fiscal management and economic stabilization. The "re-tooling” of the MOF and its
Directorates would increase cheir efficiency m mobilizing revenues, managing the budget and the treasury,
z d controlling public expenditures. More specifically, the customs component would increase the

¢ iciency of the customs administration, thus encouraging trade activity (including exports), increasing
customs revenues, reducing business costs, and facilitating formulation of trade policy. The cadastre and

I 1d registration component would help reconstruct and preserve property records, increase receipts from

r zistration fees and property taxes, and encourage real estate investnient and related financial and economic
activities. The subcomponent of domestic taxation would help tap a relasively large potential for increasing
t ¢ revemie, and the subcomponent of PEM wouid improve budgeting, expenditure contrcl, and cash

r inagement. Together, these activities should have a substantial impact in terms of improved fiscal and
economic performance. Further, economic stabilization would help attract private sector (domestic and
f--eign) investment, which is critical for the recovery of the Lebanese economy over the medium-term.

21 Risks. The major risk associated with the Project arises from the difficulties faced in
creating a viable macroeconumic framework in the aftermath of conflict and protracted uncertainty in the

r zion. External or domestic events could upset the country’s current political stability, thereby adversely
arfecting the Government's stabilization efforts and implerentation of the Project. It is, however,
reassuring that the Government's macroeconomic policies are moving the country in the right direction and
t ginning to produce positive results. At the project level, there are risks of delays in project execution and
suortfalls in the transfer of technical know-how, as a result of the Government's weak unp.ementation
capacity, the shortage of technicians and middle-levei management, and possible lags in the recruitment of
t cessary staff and procuremeat of goods. The Project, therefore, incorporates several features designed to
L..nimize these risks. A detailed implementation schedule (Technical Annex, Attachment 2) and
monitorable indicators of progress (Technical Annex, Attachment 6) have been drawn up and agreed upon

« th the Government. Specialized multilateral agencies would implemem the activities relating to customs
. _ministration, domestic taxarion, and PEM (para. 16}; the activities relating to cadastre and land
registration would mainly involve turnkey arrangements for administrative simplicity. During periodic

| views, the Government and the Bank would identify any problems in implementation and agree on

: _propriate remedial actions, including a reallocation of resources among subcomponents, where necessary.
The Government is committed to providing adequate staff in the participating Directorates to ensure

i fective implememtation of the Project.

22. Recomumendation. I am satisfied that the propesed ivan would comply with the Articles of
. greement of the Bank and recommend that the Executive Directors approve the proposed loan.

! zw1s T. Prestan
President
Attachments

" “ashington DC
Juze 10, 1994



The Lebanese Republic - - - Schedule A
Page 1 of 2

P~venue Enhancement and Fiscal Management
Technical Assistance Project .

A, Estimated Cost and Financing Plan

(US$ million)
Estimated Cost* ' ) ' - Loceal  Foreign  Total - -
1.- Technical Assistance and Advisory Services - . . . 027 i4.22 14.48
2. Treining and Workshops : 0.05 0.93 0.98
3. Equipment Supplies and Materials 0.74 2.78 3.52
4. Incremental Operating Costs® 1.00 0.00 1.00
5. Project Implementation® : : . 0.00 0.90 0.90
TOTAL BASE COST . 2.06 18.82 20.88
Price Contingency (3%) 006 - 0.57 0.63
Physical Contingency (10%) 0.21 1.88 2.09
TOTAL PROJECT COST 2.33 21.27 23.60
Financing Plan
BRD -0.36 19.58 19.94
Covernment 1.97 000 .- 197
UNDP 0.00 1.03 1.03
IMF 0.80 0.66 0.66
TOTAL FINANCING® 2.33 21.27 23.60

Note: Totals may not add up due to rounding.

[a Exclusive of taxes and duties.

fo Includes staff cost and facility operations.

Cost of Project Implementation Team (PIT) would be financed by UNDP for the first three years; fourth and
fifth years would be financed by IBRD.

]
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B. Estimafed Cost By Component

(USS million)

Estimated Cost®

Cuystoms

Technical Assistance and Advisory Services
Training and Workshaops

Equipment Supplies and Materials
lucremental Operating Costs®

Customs Sub-Total Base Cost

4o 2 N

Cadastre

Techaical Assistance and Advisory Services
Training and Workshops

Equipmer® Supplies and Materials
Incrementat Qperating Costs®

Cadastre Sub-Tota) Base Cost

B R R

Orther Fiscal Activities (OFA)

Technical Assistance and Advisory Services
Training and Workshaps

Equipment Supplies and Materials
Incremental Operating Costs

OFA Sub-Total Base Cost

Project Implementation

FEUN V5 T N R

TOTAL BASE COST

Price Contingency (3%
Physica! Conting=ncy (10%)

GRAND TOTAL

Note: Totals may not 2dd up due to rounding.

fa Exclustve of taxes and duties.
/b Includes staff cost and Jacility operations.

Schedule A
Page 2 of 2
Local  Foreign  Total
0.13 [.23 1.36
.00 0.25 0.25
0.19 1.06 1.25
0.32 0.00 0.52
084 254 338
0.02 11.80 11.82
0.G0 0.67 (.67
0.55 1.61 2.16
0.48 0.0C 0.48
105 10 1513
0.12 1.19 }.31
0.05 0.G6 0.05
0.00 Q.11 0.11
0.00 0.00 0.00
Q.17 1.30 1.47
B.co 0.50 0.90
2.06 18.82  20.88
0.06 0.57 0.63
0.21 1.88 2.09
2.33 21.27 23.60



" The Lebancse Republic -

Revenue Enhancement and Fiscal Managerent

Technical Assistance Preject

A. Procurement Arrangements
~ (US$ millio=}

et

it

Schedule B

=

:_;;_.__.-:‘?mmcmcm Mathod

. —_

—

-, o plemean ) [SR I O Yotad Cost
1B
‘o ical Auistinee #nd Advisary Serviees 14.66 (14.66) 01 T 0.9 1637 (15.38) |
‘rammg 204 Workshops 680 (.80 030 (0300 1.10 (1.10)
G " “ment, SuppSes, and Mrtzrials 268 (2.68) 0.46 (0.46)° 0.83 3197 0.14)
*  iental Operating costs — - 114 1.14 (Q.00}
wjest hmplementarion - 032 (0.32) 0.70 102 (0.32)
atws _ 18,14 (18.14) P10 asy 366 260 (19.94)

¥ are exchadive of axes and duties. Figures in paremhcses are the amouns finareed by he Bank, Totals may not 2dd up due w rounding.

io- Jank financed,

he Bank's consuitant guidelines would wppiy.

stzymatioml chopping, USSD.24 mililen: local ehopping, 0.22 millioa.

B. Disbursements

(USS million)
ZRory Actount
(USY millign)  Percert Fimanced by the Bank
ot services & gudies T 1570 100% of expenciinures
By 110  100% of expendinres
Hipment, supplies, ard muerials 314 100% of foreign expendituces, 100% of local expenditures (ex-frctory cost),
ad 85% of focal expenditures for other items procured locally !
Total 19.94
i— — 3
o = Bank Dishyrssments Bank Fisaal Year
EFY93 FY9é FYsi FY98 FYy EY0Q
{US$ million}—
z 1.0 5.00 5.50 31.50 3.00 .94
Tualire .00 7.00 12.50 16.00 19.00 19.9¢
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. The Lebanese Republic : Schedule C

Revenue Enhancement and Fiscal Management
Technical Assistance Project

Timetable of Key Project Events

{a) Time taken to preparz : 6 months (origmal project) -
N - - * 2 months (restruetured project) (Subsequent to
the appraisal of the original project, the
Government requested to teduce the scope of
" the project. The project was then restructured
in March 1994, and a mission firalized post-
appraisal in April 1994.)

(b) Prepared by : Govemnment of Lebanon, with the help of the
Bank, the UNDP, and the IMF.
{c) First Bank mission : February 1993
(d) Appraisal mission departure : July 19533
(&) Post-appraisal mission departure : April 1694
(fy Negotiations : May 1994
(g) Pianned date of effectiveness - ; October 1994
(b List of relevant PCRs and PPARs : Not applicable

Responsibility for Preparation

Task Manager : Mr. Sarshar Khan, MN2IE
Division Chief ' : : Ms. Barbara Kafka, MN2I[E
Country Department Director : Mr. Ram Chopra, MN2DR
Regional Vice President : Mr. Caio Koch-Weser, MNAVP
Peer Reviewers : Mr. Albert Howlett, CFSOC

Mr. Vincent Lacour, MNIIN

This report is based on the findings of a post-appraisal mission (April 1994) coasisting of: Antoun Moussa (Mission
Leader), Sarshar Khan (Task Manager), Anders Bjorgung (Sr. Technical Assistance Specialist), Hadi Abushakra (St
Counsel), Nigel Bradshaw (IMF), A. Abdel-Rahman (DMF), and Bemard Samoullier (cadastre consultant). The repont has
also utilized the fndings of the July 1993 appraisal mission fed by Yeemal Shetty. Secretarial support was provided by
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Fhe Status of Bank Group Operations in Lebanon

'A. Statement of Bank Loans and IDA Credits
(As of April 30, 1994)

Schedule D

Loan No. ‘Fiscal Year Borrower © Purpase o Bank DA Uodishursed
- (US$ Million)
4 loans Clased 93.66
Lo. 3562 93 Lebanon Emergency 175.00 153.13
Recovery
Total 268.66 153.13
of which has been repaid . 81.14
Total now held by Bank and DA 187.52
B. Statements of IFC Investients
(As of April 30, 1994)
Date Borrower : Type of Loan  Equity - Total
' Business
{USS million)
1971 Filitex Textiles 0.93 (.00 0.93
1971 Lebanese Ceramic Industries (LECICO) Manufactaring 1.20 0.00 1.20
1975. Bank of Near East (BNE) Banking - 0.00 1.25 - 1.25
1975/78  Lebanon Textiles Textiles 5.72 0.00 5.72
1993 Uniceramic Manufacturing 4.00 0.00 4.00
1993 Bank of Beirut and the Arab Countries Banking 6.00 0.00 6.00
1993 Bank Audi Banking 6.00 u.00 6.00
1993 Bankque du Liban et d¢'Cuire Mer Panking 6.00 0.00 6.00
1993 Byblos Bank Banking 6.00 0.00 6.00
1993 Fransabank Banking 6.00 0.00 6.00
Total Commitments 41.85 1.25 43.10
Less: Total Commitments Repaid,
Sold or Cincelled 7.85 1.25 9.10
Total Commitments now held by IFC 34.00 0.00 34.00
. Total Undisbursed 17.29 0.00 17.29
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1 DETAILED PROJECT DESCRIPTION
Background

1. " Traditionally, Lebanon has been an open economy, characterized by a large external
sector and unrestricted capital mobility. By the mid-1970s, it had achieved an export-oriented and
private-sector led econemic development at a good pace mainly through the development of
international banking, transit trade, tourism and, to a lesser extent, through manufactured and
-agricultural exports. However, 15 years of conflict (1975-$0) have lefi the economy devastated, with
- real per capita income reduced by neariy two-thirds due to the widespread destruction of
" infrastructure and productive assets and dislocation of human capital. Further, during the conflict
years, there was a virtual collapse of government revenues which {ed to huge fiscal deficits financed
largely wit Daik Suirowing, The burgecniag Jdeficil becains the mast prossing ceonomic s,
resulting in a disruptively high inflation rate (which averaged over 100 percent during 1985-90) and a
rapid depreciation of the Lebanese pound. The fiscal imbalance, though alleviated to some degree
during the last three years, contirues to be a major challenge. Sustained reduction in the fiscal deficit
is essemtial if macro-ecenomic stability is to be preserved and enhanced.

2. In view of the extensive damage caused by the conflict, the reconstruction of Lebanon
is a major task and is expected to require massive resource mobilization, capital investment,
development of human resources, and rebuilding of institutions. The Government envisages that
national reconstruction and development should be guided by private sector initiatives, as Lebanon'’s
vigorous and dynamic private sector continues to be the country’s main asset. However, in the initial
stage of reconstruction, goveinment involvement is crucial since the first priority in reconstruction is
the restoration of basic physical and social infrastructure, and of an enabling environment for the
private sector. In this context, the Government is aware that it is imperative to sustain the increased
confidence in the Lebauese economy by vigorously pursuing macroeconomic stabilization measures to
cortrol inflation and promote economic growth with stability.

3. The Government has beea implementing a phased strategy for rebuilding Lebanon’s
ravaged economy and addressing social problems through the US$2.3 billion National Emergency
Reconstruction Program (NERP) during 1993-96, which consists of short-term emergency
rehabilitation, to be followed by a medium-term reccvery phase (1996-2000). The rapidly expanding
reconstruction is expected to dramatically increase capital expenditures. To finance the reconstruction
and recovery efforts, therefore, strong fiscal adjustment, especially revenue enhancement, is needed to
prevent emergence of an unsustainable fiscal deficit.

Fiscal Imbalance and Macroeconomic Trends

4. ' Attempts to achieve economic stabilization since the end of the fighting in 1950
yielded mixed results through 1992, but have resulted in considerable success since then. During
1991, spurred by large private capital inflows, Gross Domestic Product (GDP) increased by 40
percent.V Simultaneously, the inflation rate dropped from nearly 100 percent in 1990 to 30 percent
by end-1991, and the exchange rate stabilized. However, interest payrents on Treasury Bills (TBs),
issued to absorb the large capital inflows, added to the fiscal imbalance, and the fiscal deficit rose to
about 20 percent of GDP in 1991. The economic situation worsened in early 1992 due to increased

Y Relisble data on Lebanon's GDP are not yel available. The data and ratios given here and elsewhere in the report are
based on rough estimates of GDP and are not strictly comparable to data on other countries.
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Central Bank credit to finarice the fiscal deficit, which led fo capital outflows and resurgence of |
higher rates of inflation. After parliamertary elections in September 1992, the new government
switched from Central Bank credit back to TBs for financing the still {arge fiscal deficit (about 13
percent of GDP in 1992). This and other measures, together with increased public confidence in the
new government, reversed the depreciation of the Lebanese pound and reduced the inflation rate to
single digit. However, as previously, the Government’s monetary and exchange rate policies had
significant fiscal costs. Although the official reserves rose sharply, our.sta.ndmg TBs doubled in 1992,
which increased the debt-service burden.. :

5. - In tate 1992, the Government took a number of fiscal actions to increase receipts from
customs duties, income taxes, and the reai estate tax; eliminate wheat subsidies; and increase fees and
- utility charges. Af the same time; expenditure growth was contained. As a result, the fiscal balance
improved. For the whole of 1993, the deficit is estimated to have been about 10,7 percent of GDP
~ (compared to 13 percent in 1992). This, however, was still a relatively high level of deficit;

requiring an estimated domestic financing for 1993 at about 7.5 percent of GDP. This has resulied in
a further increase in the burden of domestic debr servicing, which needs to be contained ia the
medium term s0 as not to threaten financial and economic stability. Therefore, the Government plans
to take further fiscal measuares in the current and following years.

Institutional Constraints

6. The confiict seriously disrupted government functions, including those of the Ministry
of Finance (MOF). The MOF physical facilities (premises, decuments, computer hardware) were
destroyed; a large number of qualified personnel left for other countries or joined the private sector;
and the MOF activity was virtually halted.

7. Although a few initial improvements have been realized, the MOF and fiszal
performance continue to face several key constraints: (a) deficiencies in staff strength, skills, and
management information systems; (b) inefficient procedures and systems for tax/customs
administration, and inadequate documentation for cadastre and land-rights; (¢} inadequate budgeting,
expenditure control, and treasury management; and (d} the absence of a strong statistical base. As
such, many of the existing procedures for public financial management, especially in the areas of
revenue generation, collection, and enforcement, as well as those related to national budget
preparation, execution, and follow-up need to be streamlined and simplified. The human capacity of
the MOF needs to be rebuilt through recruitment and training, and a computerization program of
priority revenue functions needs to be implemented. Although the Government has already initiated
some reforms in customs administration, technical assistance is needed to continue these reforms and
formulate future policy. The organization chart of the MOF is given in Attachment 1.

Fiscal Objectives

8. The restoration of fiscal balance, announced by the current Government as a key
objective, would require strong measures that raise government revenues above the 1993 level of
about 14 percent of Gross Domestic Product (GDP), as well as control the growth of current
expendityres, which stood at about 21 percent of GDP in 1993, particularly in view of the increased
capital expenditures required by the reconstruction program. Beyond the immediate nced to reduce
the fiscal deficit, several structural public finance issues require government attention. The revenue
systern would need to be reviewed and reformed to make it efficient and equitable. Important future
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areas of attention comprise: () contmucd reforms in trade taxes:; (b) effective taxation of
consumption, either through a sales'tax or'd valtie-added tax; (c) effectivé and equitable incone
taxation; and (d) the taxation of existing properties based on their market value. Price and cost
recovery issues would also need to be addressed. [n addition, Government spending would need to bc
tharoughly analyzed and reviewed. The first priority in this context would be to obtain a
comprehensive picture of all government financial operations at the central and provincial levels,
Curently, only part of these operations are effectively controlled by the central goverument. Over.
the longer term; improvements in these areas would require comprehensive improvament in the -
functioning and systems of practically all MOF directorates. In the shorter term, to enhanee revenues
and rationalize public expenditure management (PEM) the Government needs Stgmﬁcam and
immediate technical assistance.

Project Objectives
9. The Prcucct seeks to'support Gavernment efforts to enhance révendes arid strengthen
fiscal management. This would be accomplished by increasing the MOF's operational efficiency and
building its capacity fo develop and use improved policies, systems, and procedures, with particular
reference to units dealing with revenue collection and expenditure control. However, the Project is
not conditioned on the adoption of a particular set of policy reform measures; all project activities are
needed and justified, independent of policy decisions on taxes, tariffs, and expenditures.

10. The Project has been designed in the overall context of the Government's broader
prograrmn which aims at reactivaiing and modemizing the government agencies responsible for
economic reforms and management through long-term institution-building efforts, Within this
framework, and parallel to the operations directly supported by the Project, the Govermnent intends
to carry out preparatory work for the formulation of a long-term public administration reform which
would have a major impact on the functioning of all government ministries and agencies, including
the MOF, by improving administration, audit standards, public procurement procedures, and
personnel management systems. However, the success of the Project is not contingent upon the larger
administrative reforms taking place; it'is dc31gned to provide assistance to improve the internal
capacity and efficiency of the MOF, which, in turn, would enhance the MOF's ability to introduce
and sustain long-term reforms, '

Project Description

1t. The Project would extend support to the MOF in the form of consultants, training,
and improvements in methods and physical work environment (additional office space, information
systems, computers, and other equipment). The Project would have three main components which
would focus on the rehabilitation and modernization of: (a; the customs administration; (b) cadastre
and land registration; and (c) the domestic tax administration and public expenditure management.
Some activities in the first and third components are being supported by an initial grant financing
from the United Nations Development Programme (UNDP) through the IMF; the Project would
supplement this financing.
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Cuostoms Administration (estimated cost: US$3.82 million)?

12. The General Directorate of Customs (GDC), within the MOF, is responsible for
import and export clearance, control procedures, and the collection of customs duties. During the
conflict, the customs administration wis unable to exercise its full jurisdiction over imports. In
addition, even after the conflict, the application of customs regulations is inadequate and, therefore,
revenues from import duties and taxes as a percent of GDP remain significantly low. The structure
of import duties and taxes in Lebanon remains characterized by unnecessary multiplicity of additional
duties and charges levied on the same goods with the sole purpase of raising revenue, a narrow
aggregate base due to the appreciated customs rate and large exemptions, and many tariff rates (62,
ranging from zero to 75 percent). As such, the enforcement of the system has been difficulr By -

. end-1992, with the adjustment of the customs exchange rate from. LL 200 to LL 800 per USS, and
other customs reforms, revenues from customs duties had unproved significaptly. Ia 1993, customs
revenue recarded a further increase amounting to more than 125 percent of the 1992 revenue. This
increase reflects, inter alia, (a) the full impact of the adjustment in the customs exchange rate; (b)
improvements in enforcement and complete jurisdiction over imports; and (¢) a significant increase in
taxed imports. Revenue from this source contributes about one third of total tax revenue. Data on
Lebanon’s imports and GDP are incomplete, and a comparison of the ratio of tariff receipts to GDP
with that of other countries is difficult. However, the burden of tariffs is judged to be amoeng the
lowest in the region,

3. Following the recommendzations made by a secies of UNDP/IMF technical assistance
missions, the structure of import taxation and its administration is being improved. The main
recornmendations of these missions are: (a) introducing a computerized import and export control
system; (b) revising the valuation provision of the Customs Law; (c) simplifying the tariff structure;
and (d) introducing a harmonized system of classification. As a first step towards implemesting a
tariff reform, Parliament passed a law to consolidate the duties, indirect taxes, and additicnal charges
that used to be levied on top of the tariff duty. The law has been published in the Official Gazette,
but the related new tariff structure is still to be put into effect. The Govermment has formulated a
further reform program consclidating the 62 rates into 9, ranging from 2 percent to 35 percent, and
eliminating exemptions by applying a minimum rate of 2 percent on ail imports.

14. The introduction and implementation of the above reforms need to be accompanied by
institutional strengthening of the GDC at ail levels. While the staffing and generai organization of
GDC is adequate, staff skills need to be upgraded. Customs procedures are complicated and onerous,
leading to a high overhead cost for both the customs administration and for traders, which is reflected
normally in the cost of imports and the price of exports. Inspection, clearance, and valuation
procedures are lengthy and lack a proper information base. Despite recent improvement in the quality
and coverage of trade data, trade statistics remain incomplete. In addition, most services of GDC
lack proper facilities, including space and furniture, communication equipment, and information
technology, which are essential for trade facilitation ard the determination and collection of revenues.

15. Some donor support for customs reform and the strengthening of GDC has already
been mobilized by the Government of Lebanon (GOL). In addition to the study of customs tariff
reform (para. 13), 2 UNDP proposal for introducing and implementing the United Nations

¥ Includes contingencies.
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. Conference on Trade and Development (UNCTAD} Autorrated System of Customs Data Entr
(ASYCUDA) computer system (para. 16 (b)), has been adopted by the MOF. However, current
donor support falls mueh short of GDC requirements for assistance.

16. Technical assistance under this component would supplement the above efforfs and
improve reform implementation and revenue colleciion through: (a) strengthening the customs 7
administration ana the reform of cusfoms procedures; (b} the computerization of customs operations;
and {c) the rehabilitation of GDC by providing the necessary office space and equipment, consulting
services, data collection and proccssmg, and the tralmng of the existing staff ‘These are described in
more detail bclow : .

(a) The srrengthemng of thie customs admlmstranon and procedural reforms would
© 7 cover dectaration vrocedures, examination and valuation control, pavment .
. procedures, the release of goods, and post-clearance valuaticn and audit . In
particular, the existing customs declaration forms would be reduced’in
number, standardized, and aligned to the United Nations system. The Project
also provides for the introduction of a harmonized system of classification.
UNCTAD would be providing experts for customs declaration procedures, as
a first step towards the implementation of ASYCUDA, while the IMF would
provide assistance for procedural reforms not covered by UNCTAD.

{b) ASYCUDA would be used to provide an integrated computer-based system
for all data required for processing import and export declarations. It would
include modules for manifest clearance, licensing, risk assessment for import
and export, revenue management, etc. The system would be introduced in a
phased manner and be implemented first in the Beirut Port and Airport and
then gradually in other major ports and land entry locations. The computer
system would use open system technology, based on local area networks. All
training and technical assistance associated with the introduction and
installation of the ASYCUDA system would be provided by UNCTAD.

(c) The Project would provide financing for radio-based communication
equipment and office technology equipment in Beirut and regional customs
offices to increase the efficiency of customs operation.

(d} Support to be provided under this component would consist of 79 work-
months of international consultant services (67 work-months to be provided
through UNCTAD, and 12 through the IMF), 30 work-months of local
consultant services, and computer and communication equipment. The
consultants would also provide training to about 120 staff of the custorns
services in the following subjects: valuation, assessment, collection,
inspection, fraud investigation, and computerized declaration pracessing
(Attachment 4).

17. To sustain customs procedural improvements, counterpart staff would be made
available to work with IMF/UNCTAD teams. In addition, computer staff (one information
technology expert, two systerns analysts/programmers, and three computer and communication
engineers) would be recruited to work with the UNCTAD technical team for the implementation of
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ASYCUDA. Both IMF and UNCTAD staff would help the Government recruit the consultants and
would supervise their work.

18. : Expected benefits from the assistance to be provided by the Project include: (a)
improved customs operations, characterized by increased efficiency and productivity; (b) increase in
government revenues from customs resulting from the application of proper inspeciion and valuation
techniques; {c) accelerated processing of trade transactions and faster turn-around time for traders;
and {d) more reliable trade and tariff statistics and improved capability to process and analyze trade
data. It is difficult to estimate the increase in customs receipts resulting from various institutional and
procedural improvements under the Project, as distinct from parallet taniff reforms. On the basis of -
expenence elsewhere, however, it is expected that customs receipts would increase substannally

"Cadastre and Land Registration (estimated cost: USS$t7.09 million)¥

19, Cadastre and land regxstrat:on are the responsibility of the Directorate of Lzmd
Registration (DOLR) under the MOF, which consists of the Department of Cadastre and the Bureau
of Real Estate. The land registration system in Lebanon was disrupted during the prolonged conflict
when many maps and land records were destroyed. The program to survey the entire Lebanese
territory was also interrupted. DOLR suffered losses in personnel and facilities that have left it ili-
equipped to keep the cadastre up-to-date and to record and archive real estate transactic . and
ownership records. In addition, the Directorare has not been able to keep abreast of recent technical
developments in this specialized field and lacks the basic equipment needed far its tasks.

20. Currently, the inadequacy of the cadastr