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Conference on Lebanon's Economic — Social Crisis
Concluding Paper

INTRODUCTION
An Analysis of the Economic Impasse and its Causes
in Light of War Dilapidation and Post-War Reconstruction Policies

Conference participants concurred that the structural mayhem afflicting the Lebanese
economy collaborated with previous governments’ reconstruction policies and regional and
world economic and political transformations to exacerbate and diffuse Lebanon’s economic
and social crisis. Within the game of power struggles which thrives on ideological and other
forms of affiliation, the prevalence of private interests over and at the expense of high
national and public interests represses the chances of devising overall national economic
policies. Safeguarding the rational economy against the negative effects stemming from
recurrent regional changes is thus jeopardized. More seriously, economic activity is stripped
of its core incentive for progress, that being a stable and transparent legal and political
environment. This calls for a higher level of political awareness and increased economic
refinement,

The importance of proper diagnosis, viewed as the correct prelude to contemplating solutions,
was voiced in parallet with the dearth of accurate and uniform statistical data, which still
constitutes a fundamental hindrance to the execution of objective studies and to the
crystallization of scientific models necessary for approaching the crisis.

The causes for the present economic crisis as identified through the conference deliberations
can be grouped under three main sub-headings:

¢ Structural impediments
*  Regional and world economic and political transformations

s The reconstruction policies adopted by previous governments.

1- Structural impediments -

I- The predominance ot the service sector, the over-dependence on geographic and
human endowments for the generation of a balance of payments surplus, and the high
share of real estate investments (amounting to more than 60% of total capital
investments) have increased the international economic exposure of Lebanon. These
trends have also pushed to the periphery those productive sectors with the potential to
create employment and increase value added, and which would thus contribute to
economic growth, a more equal distribution of income across social classes and

regions, and higher synergy among the various economic sectors.

Ii- The small size of the Lebanese market, its monopelistic and concentrated nature
which stifles the natural forces of supply and demand, and the low levels of factor
endowments are all  considered to constitute serious threats to the growth and
development of Lebanon’s productive sectors. However, through benefiting from

similar internattonal cases whereby industrial systems were built with an awareness to
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changing regional economic environments and with an aim of discovering and
developing national comparative advantages, import substitution and export
penetration into competitive markets were considered attainable. Secondly, these
structural deformations could be overcome through the activation of the government’s
role in securing a fair competition climate and through monitoring the status and
structure of firms, their capabilities of responding to global production standards,
technological innovation, and the dominance of conglomerates on world production
capabilities.

HI-The lack of development of educational, legislative and monetary systems and their
lack of capability to adapt to the requirements of economic growth have contributed
to complicating the investment climate.

IV-Increasing social disparities h a ve absorbed a great deal of attention during the
conference deliberations. The twenty-five fold difference in average income between
the high earning groups (representing 20% of individuals) and the low income
individuals (representing another 20%) was contrasted with an average of a seven-
fold difference in most advanced capitalist economies. The conference considered
that the continuation of such income disparities and their subsequent effects of stifling
the growth of low-income groups on both the educational and health dimensions,

dampens any efforts aiming at realizing higher rates of economic growth.

- Regional and world economic and political transformations

The 1982 Israeli tnvasion of Lebanon was perceived by the conference as instigating a
dangerous change of bearing to the country’s economic course given the systematic
destruction of the country’s infrastructure and capital production factors, the ensuing
collapse of the country’s governmental institutions and their subsequent resort to self-
conflict.  These conditions created fertile ground for deep economic distortions that later
translated as lower production levels, declining competitiveness, loss o'fcomparative
advantages, aggravating imbalances in the public finance situation, inflation. and societal

disintegration.

The first and second Gulf wars, the subsequent plunge in oil prices, recurring military
contflicts in South African countries, and world recession are all factors which have
seriously affected demand for Lebanese goods and services, and have subsequently
reduced the volume of repatriated profits by Lebanese expatriates. Such factors have
adversely affected the balance of payments. Moreover, the infrastructure, human and
technological developments in the region which have been witnessed over the past three
decades have waned much of the comparative and competitive advantages previously
associated with Lebanese goods and services.

iz
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3- The reconstruction policies adopted by previous governments:

Perhaps among the main criticisms of the previous successive government policies were
the neglect of the above-mentioned transformations, and the lack of adoption of any
preventive measures to offset the dangers associated with such transformations.
Government spending continued at levels exceeding the country’s capabilities and
resources, whether these are evaluated in light of hidden unemployment in public sector
institutions, the cost of servicing public debt, administrative spending, or through the
risky and expensive construction ventures exceeding the economic needs of the country.
Squandered resources and a high cost of reconstruction thus resulted.

It was noted that the conference doubted the traditional economic logic that places low
production levels at the center of causes for the crisis. The idea that a proper approach to
the problem should consist of tax exemptions or reducttons coupled with an exchange rate
stabilization, both of which will act as incentives for private investment, lead to higher
production, and automatically solve the social imbalance problem, was deemed
inconsistent with previous governments’ policies. The inconsistency lies with the
dependence of previous governments on high interest rate public and private borrowing
after its exhaustion of other adequate sources of funding for its planned projects.

The grave economic consequences to the adopted financing methods were clearly

observed by the conference. These consequences were expected to materialize in a variety

of torms inctuding:

s  Higher tax burden on the private sector (both the residing and emigrant);

e A high cost of debt servicing;

e Deepening of the budget deficit:

* Higher agricultural and industrial production costs resulting from elevated interest
rates and customs duties on raw materials; and

e An increase in the cost of public services, and reduced competitiveness of Lebanese

goods.

One of the deformations associated with previous government policy is the absence of
proper economic planning, a condition which allowed the infiltration of the bulk of
construction spending outside the local economic circle. Such lack of vision also
contributed to the loss of the historical opportunity, presented through the multiplier
effects of reconstruction on the Lebanese economy, to create the foundations for
interdependence among the various economic sectors.

()
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FIRST AXIS: A GENERAL FRAMEWORK FOR EMERGING FROM THE CRISIS

Lebanon’s role in light of local, regional, and international changes. and development

priorities

[t was the view of the conference that ample reason exists for re-assessing Lebanon’s
traditional economic role. This role is to be viewed, both regionally and internationally, in
light of a comprehensive economic and social plan guiding any future policies, one that
aims at restructuring the industrial, agricultural and service productive sectors. thus
enabling these sectors to cope with the substantial transformations of the past quarter
century.

The conference asserted that laying a new solid path for the Lebanese economy which
would enable it to face the numerous, perhaps complex, challenges of the 21* centur}f,
does not necessarily mean annihilating the foundations of post-independence success
which marked an active economic role for the nation. The historical, political, economic
and social environments that enabled Lebanon to excel in its previous role have since
changed. They have however contributed to the establishrnent of a permanent economic
structure. with the service sector as the main pillar.

The importance of this sector is derived from its capacity to absorb technological change
and to adapt to information and telecommunications revolutions, which explains its
highest share of gross national product and high levels of productivity especially in
developed countries.

While the conference considered this sector to be of great importance to the national
economy in as far as its potential to serve regional markets, the insistence to guide and
direct this sector to respond to the new, non-traditional needs of Lebanon’s Arab
neighbors was heavily emphasized through deliberations. Further, discussions stressed the
importance of creating an economic base where synergy between the service sector,
industry and agriculture permits the various sectors to engage in knowledge-based
production, thus enabling Lebanon to compete on a more equal footing with its regional
neighbors. The conference also called for eliminating the inequitable bonds that exist
between a few monopolizing firms and the financing institutions. Such ties lead to a
discriminatory and prejudiced distribution of financial resources {a few dozen firms
receive about 80% of bank lending), and exert pressures in the direction of prioritizing
spending in tavor of infrastructure projects which will enable Lebanon to regain its

service brokerage role, although without proper planning.

The conference stressed the importance of awareness building as to the aspects and
dangers of  globalization, especially after tts instituttonalization through the World Trade
Organization. As tariff and non-taritt barriers on  goods, services and capital (arriving
mostly from the more advanced economies) are removed, while the free movement of

low-income individuals seeking employment remains under regulation, globalization,
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with its stringent conditions on the less developed countries, will bear negative
consequences on Lebanon. The nation’s ability to compete, especially with those densely
populated nations, was considered doubtful.

In terms of organizing response to the challenges of globalization and rising economic
blocs, the conference urged Lebanon to adopt the path towards integration with its Arab
neighbors leading eventuaily to the creation of'a common Arab market, a path manifested
through Lebanon’s present economic cooperation with Syria.

Contemplating Lebanon’s economic role, the conference remarked. is to be necessarily
preceded by serious consideration of methods to emerge from the current imposing
economic crisis. The conference emphasized the importance of re-activating the
economy, alleviating the stagnation suffered by the business cvcle, and the persistence of
laying éapital foundations within the framework of a comprehensive development policy
reflecting sector interdependence.

Re-designing Lebanon’s future role is perhaps an opportunity to adopt a more realistic
view reflecting the contemporary economic techniques and conceptions, and emphasizing
productivity, skill, specialization and factors of competitive advantage. Many prevailing
inconsistencies with detrimental effects may be eliminated through adopting this view.
Such inconsistencies were thought to be represented through: disparities in the growth
rate of the various sectors; the incompatibility of national and international objectives;
inadequate planning and prioritization in terms of social policy and economic policy, and
the concentration of the fruits of growth in the hands of a privileged few.

Overall economic policy should, in the view of the conference deliberations, design the
external role for Lebanon and the ensuing internal sector roles along the following lines:

1. Emphasis should be placed on those branches of the service sector which enjoy
comparative and competitive advantages over their regional counterparts especially
where an accumulation of human endowments in terms of computer, consulting,
information, media and similar areas requiring high levels of personal skill exists. The
conference was optimistic about the role a number of traditional services can play in
shaping Lebanon’s economic future were they to re-adapt to the continuously
changing regional and international challenges.

For a number of legislative and economic reasons (the bank secrecy law. the
availability of skill and expertise and promising quantitative indicators), the banking
sector is perceived to be one of the pillars of the national economy, especially given
this  sector’s demonstrated ability of rapid growth and regional competitiveness.
Expecting that the resources available to this sector will finance the economy and
launch the growth process 1s. however, considered far-fetched. Both pre- and post-
war economic experiences  have proved that in the absence of macroeconomic

development  policies that usually encourage medium and long term investments, and
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[

given accumulating budget deficits, financial institutions are indirectly released from
the task of financing. They therefore do not fully engage in the local economic cyvele.

On a plainly analytical level, the conference considered that other branches of the
service sector such as education, health, insurance, and art production, where the
potential for development and growth is clearly manifested, suffer from the absence
of comprehensive economic planning, sector mismanagement, and weak policies.
Tourism, where the lebanese are perceived to hold considerable advantages both on
the cultural and sector levels, still suffers from numerous criteria for success, among
which are: adequate price levels, an advanced and complete infrastructure, pope water
resource planning, and marketing skills.

Industry, the usual mechanism for development, should be considered a vital and
influential sector in terms of determining the economy’s future functions. Short,
medium and leng term strategies and priorities are to guide this sector towards
improving its base for competitiveness. the introduction of new and advanced
technologies, the implementation of proper legislative measures and policies, and the
construction ot the sector’s infrastructure.

The success of the industrial sector in terms of designing an advanced economic
tuture rests upon the following:

e Competing through high value-added, knowledge-intensive, skill-based industries
where the sources of advantage are drawn from residing as well as expatriate
Lebanese individuals. While determining the nature of these industries is to be
preceded by in-depth studies, certain branches of the industrial sector such as the
manufacturing of electrical and electronic devices, precision mechanical devices,
or chemical and medical products. are considered better candidates for this role
than others. : -

» Focusing on those industries where forward and backward integration with
related and supporting local industries exists. agro-industry being the leading
example,

* Making full use of the cooperation opportunities between Lebanon and its
neighbors, especially Syria, and the establishment of new forms of specialization
which would expand the market’s capability of absorbing competitive production,
improve the return on currently non-productive capital. and benefit from the scale
economies associated with larger markets.

The needs of the agricultural sector should form part of the restructuring and

development priorities. Pioneer cases of development have substantially emphasized
the importance of this sector, the neglect of which gencrates economic pressures of
considerable magnitude on urban regions as well as a rise in the average costs of

production.
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The conference stressed that the rehabilitation and revitalization of the agricultural sector
requires an emphasis on high value-added products such as cut flowers, avocado,
strawberries, bananas and fish. Traditional farm products such as tobacco, sugar beet and
wheat are. in Lebanon, perceived to be linked to pelitical rather than economic interests,
notwithstanding the observation by some that the slow improvement of these sectors is
attributed to their exclusion from the government’s agro-industrial promotional plans.
Certain measures {such as facilitating borrowing, interest rate subsidization and inter-
sector cooperation) aimed at transforming the oversupply of these sectors into processed
output of international standards are perceived to be lacking. The lag of these sectors is
also attributed to neglecting the marketing and internaticnal promotion functions, which
rendered seasonal production vulnerable to the dumping strategies by small industrial
merchants and which had the effect of repressing the distinguished attributes of Lebanese
production. Thus, the problem does not lie solely with insufficient supporting and
subsidization policies, but more so in the support of ill-programmed production.

Laying the foundations of Lebanon’s regional role and detining the economy’s functions
may only be achieved through a set of conditions. Of these, the conference stressed:
Political stability; the representative capacity of the political system; the facilitation of
establishment procedures; bolstering education: openness to economic cooperation with
Arab neighbors; answering a set of environmental concerns; urban planning
improvement, and strengthening and providing informative assistance to the judicial

system.

—- Required Government Role and Institutional Framework for Emerging from the Crisis:

The conference was clearly of the opinion that the government is to be perceived as a
provider of welfare to all segments of society. and not merely as the creator of a proper
irvestment climate for the private sector. This vision of the state as a guardian of all
interests stands at odds with previously set re-construction policies which were primarily
based on three pillars: creating a physical infrastructure, achieving monetary and financial
stability. and modernizing the legislative framework. The government’s role is perceived
to encompass more than these objectives. Achieving monetary. financial, economic and
social balance, confronting the emphasis on special privileges, and denying further
monopolistic control of the Lebanese economy, are all called for especially that the
previous period was characterized by substantial capital concentration caused by
economic policies based on interest income. As such, less than 2% of depositors now
conrribute to 40% of deposits, while no more than 7% of operating establishments benefit
from bank [fending. In fact, only 3,000 establishments and individuals benefit from more
than 75% ol fiduciary bank funds.

A proper design for the role of government must be complemented with the
crystallization and implementation ot a free economic system where competitive markets

are launched and government intervention 15 limited to pre-determined and mutually
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agreed channels based on economic and social reasoning. The alleviation of the war’s
burdens on the private sector which have rendered this sector incapable of unilaterally
facing the challenge of restructuring should also be an aim in itself, and the government’s
important role in assisting this sector through a range of incentives is imperative. Of these
incentives the conference noted:

» The provision of financing facilities

* The facilitation of acquiring proper technologies

¢ Decreasing tax burdens and soctal strains

s  Workforce rehabilitation and training

e Specialized management training

» The provision of technical assistance for feasibility studies

* Analysis and monitoring of foreign markets, and assessment of export penetration and
promotional requirements

e The introduction of fundamental changes in the educational system

* The subsidization and protection of particular economic sectors for specific time
periods in an etfort to reinforce their competitive advantages

* Contribution in the field of research and development

* Assisting small and medium-sized enterprises to survive and compete

e Improving legislation concerning the management of private establishments, which
still operate under the Commerce Code. a body of law derived from the French
system dating back to the 19" century. The objective is to clearly separate
management from ownership or control.

The conference also deliberated on the main headlines being raised regarding public
sector restructuring, of which administrative reform was perceived to be the most
important. Public institutions are clearly in dire need of a change revolution targeting
their frameworks, operation methods and procedures as well as staff and employees. The
need s for alleviating the burdens of public sector operations. bringing an end to rampant
corruption, and re-building a modern operational public system.

In this respect the conference emphasized:

L. Making use of the various studies conducted for the Lebanese government in the area
of administrative reform. studies that had c¢ncompassed such issues as ministerial
merging and restructuring, performance and operational improvement, and the
introduction of simg:itied systems and procedures.

13

Avoiding any social crises while dealing with manpower surpluses, for such issues
may only be approached professionally. Emphasis was placed on contemplating all
possibilities, including that of systematically transferring human assets, when needed.
from the public to the private sector (after proper consultations with all parties

concerned and after the private secter is awarded the proper incentives).
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3. Improving public sector monitoring through the appointment of an “Inspector”
linking the monitoring bodies with Parliament, as the case is in various countries.

4. Following private sector management procedures in the public sector, and promoting
the role of the Director General as compared to that of the Minister”s, given that the

former is the party executing and implementing policies, while the latter’s role is of a
monitoring and reporting nature.

The conference was of the opinion that the issue of privatization is to be approached
pragmatically as opposed to being discussed from a structural or institutional point of
view. for it is directly linked to two existing crises: those of public administration and the
budget deficit. Further, the increasing size of the public sector as a portion of economic
activity may not be directly linked to the ratio of public spending to GDP, which has
reached to a level of 50% as a result of the rising cost of debt service.
i

The conference considered that any privatization scheme for Lebanon should be preceded
by the following considerations:

* The existence, as pre-requisite, of developed and matured economic, social, and
political systems strongly based on democracy, compliance, transparency and security
guarantees as well as on substantial national support and concord.

* Preserving the welfare role of the economy.

» Excluding large monopolies from privatization

e Continuation of government provision of the fundamental public services following
the introduction of axiomatic changes into public institutional structures, especially
that essential public services represent the factors of preduction for large sectors of
the economy.

e Dustinction between public and non-public goods, given that most privatization
efforts usually target the latter.

* Adoption of a privatization policy characterized by mass participation to the greatest
extent possible. This requires the existence of transparent and developed financial
markets generating the largest possible number of shareholders. and which also calls
for a redistribution of incomes.

» Monitoring the quality and price of the goods and services to be provided by the
privatized entities.

* Adoption of a conservative privatization law discouraging the natural expansion of
auctioning operations that may extend to affect the remaining active sectors.
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SECOND AXIS: MAJOR HEADLINES FOR EMERGING FROM THE CRISIS

- In the Monetary and Financial Context:

The government’s public finance erisis was perceived by the conference to represent the
axis of Lebanon’s economic crisis. The nation’s publicized achievements of the past
seven years have generated burdens for the future and instigated bottlenecks that the
economic cycle has been powerless to overcome over a significant period.

Despite the rising GDP growth rates of the early 90°s {which later fell back to
considerably low levels). the rate of growth in budgetary spending has consistently
exceeded economic growth. Government spending as a percentage of GDP rose from
(20% n 1993 to 46% in 1996 before falling back to 39% as a result of austerity measures.

~ The conference determined that the average growth rate in spending rose in certain years
to as much as seven times the growth in GDP. While the galloping growth in spending
was traditionally deemed warranted, as 80% of it was considered compulsory (in the
form of salaries and debt servicing, as opposed to no more than 10% in development
spending), various facts reveal that such spending was not solely due to political,
economic or financial emergencies. A lack of government contemplation of the dangers
associated with a rising public debt, especially where increased spending is not
accompanied with growing revenues, was deemed to be an un-mediated government
choice. Of these tacts we state:

I. The outstanding growth in the budget deficit (amounting to 260% in 1994) witnessed
an improvement in some years, and even recorded negative growth in 1998, The
government’s realization that spending control is an inescapable choice revealed an
ability to apply austerity measures when the government so decided. Public finance
figures of the past six years indicate that extra-budgetary spending represented about
1 0% of total spending and as much as 27% in certain vears.

t-J

Three - dimensional resource squandering has been proven to exist. Actual
misspending existed through the creation of unforeseen spending channels.
coordinated procurement schemes, and the conclusion of contracts in the absence of
monitoring by the Audit Office. Institutional misspending was represented by huge
spending on public sector salaries in the absence of any improvement in the
qualifications and productivity of employees in this sector. The post-war striding
increase in the nwmber of public sector employees was not, for the most part, a
response to administrative needs. Rather. political lobbving and the participation of
previous warring powers in the quest for civil peace have contributed to the
administrative  glut characterized by unskilled and unqualified surplus labor we
witness  today. This further aggravated the budget crisis and transterred a
considerable portion of the workforce into the category of permanent hidden
unemploymeni.  Thirdly. on the level of resource wastie. 1s reconstruction
misspending,  where incomplete  infrastructure  systems  were  laid alongside
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infrastructure projects that are either non-productive or at best unfairly productive
given the huge costs they entailed.

3. An analysis of budgetary spending transformations reveals that the decrease in
certain budgetary accounts and the corresponding growth in others have created a
gradual shift from productive to non-productive spending. This serves to indicate
that the direction of government spending has not geared towards much-needed
sponsoring of the private sector, or towards the productive investments which would
vitalize the economic cycle, but was rather in directions leading to economic
slowdown and stagnation.

4. Public spending is perceived to have contributed significantly to the increase in
social disparities through a re-distribution of wealth favoring the higher income
groups. This is remarked through such policies as encouraging bank mergers, certain
interest rate subsidization schemes, and tax exemptions on government bonds, 90%
of which are held by wealthy individuals and financial institutions.

Overall, non-conservative financial policies have transiated into budgets, as of 1996,
which are inconsistent with the requirements for growth and repressive to the investment
and development climates.

Government revenues, on the other hand. have recorded tangible growth, rising from
L1.1% of GDP in (993 to 18.4% throughout the next five vears, i.e. with an average rise
of 6.6%, indirect taxes and duties having recorded an increasing share of total revenues.
The conference noted that these revenues, which represent a diversion of resources from
the private to the public sector, augmented the tax burden on the low and middle income
groups and forced increasing numbers of individuals below the poverty line. Further,
higher taxes on agricultural and industrial inputs and on local factors of production such
as energy have contributed to the reduction of the competitiveness of Lebanese
production in export markets. Exempting most capital gains revenues from taxation
reflects a tax policy that fostered the existence ot the dangerous gap between.the high and
low income groups, a gap which simulates free economies with the highest disparities in
mcome distribution, as was previously noted. The adopted tax policy has also contributed
to the growth of social class disparities. as many studies indicate, as a resuft of declining

economic growth rates.

The striking disproportion between increased spending on the one hand. and the growth in
revenues and GNP on the other, have led to a nine-fold increase in the net public debt
figure between the vears 1992 and 1998 to an extent where this figure surpassed gross
national product. Throughout this period, GNP grew by 79%, treasury revenues by |80%.
government spending by 240% and the budget deficit by 320%. Moreover, the currency
appreciation policy led to the valorization of non-foreign debt at 18%, or approximately
$2.5 billion.

The conterence was of the opinion that the treasury’s dependence on internal revenues as

& man source of income for financing the deficit, and an average rate of currency
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appreciation of 3% annually, have sent average real interest rates to quite elevated levels.
While substantial foreign investment was attracted, geared mainly towards short term
government bonds in an economy where the productive sectors were braced for
mvestrments of a different kind, this monetary policy has expelled the private sector from
the lending market in local currency. The ensuing elevated profitable returns suggested
through this policy provided strong incentives in favor of saving and against investments
in the economy’s productive sectors.

The directed appreciation of the Lebanese currency with respect to the US dollar, which
has itself been appreciating towards the currencies of Lebanon’s main trading partners.
has led to an overvaluation of the Lebanese Lira by as much as 70% between 1992 and
1998. Considering that interest rates are already recording prohibitively high levels. this
appreciation clearly served to increase the cost of borrowing to the various economic
sectors. The effects were a systemdtic decline in the competitiveness of agricultural and
industrial exports and the creation” of entry barriers in several branches of the service
sector, including tourism,

A preamble towards correcting the finance situation and breaking the vicious circle of
deficit - soliciting revenues to finance public spending - raising interest rates —
stagnation, is represented by reducing the budget deficit and containing the public debt.
To these ends, the conference presumed a primary national goal depicted through
reducing the growth rate of public debt to a level below that of the GDP growth rate,
which would eventually lead to a gradual reduction of the debt burden on the economy.
Three main routes may lead to this goal: bringing revenues up to spending levels,
reducing spending to conform with revenue levels, or achieving growth rates exceeding
budger deficit rates.

While the conference looked forward a government policy which reflects all three
objectives. a hypothetical framework for the systematic reduction in the budget deficit
over a six-year period was suggested by the conference (the target being the
internationally accepted standard of a deficit equal to 3% of GDP). This framework is
based on:

I Achieving a nominal increase of 8% in GDP.

2. Imposing a ceiling of LL 8,500 billion en annual public expending.

3. Increasing revenues to 20% of GDP, which is the maximum that could be achieved -
in the opinion of some - in a country like Lebanon. without jeopardizing economic
growth. This being said. it is noteworthy to mention the rejection of some to the idea
that the tax burden in Lebanon has surpassed acceptable limits and their trust in re-

programming tax revenues as another source of increasing government income.

The conterence drew attention to a set of procedures that are imperative to discuss and

foliow in the Guest for reforming the finance suuation:
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Enabling the taxation system, through reform, to execute its three main functions,
these being:

Financing government spending where other sources of finance such as duties,
public sector profits, and ftinancial instruments fail 1o do so.

Increasing revenues through further taxation and the reduction of the grounds for
exemption does not seem impossible. This could be achieved through: taxes on
the sale of real estate properties; applving duties on profits from real estate sales:
taxes on interest gains, especially on those resulting from investing in

government bonds and Solidere stocks; and the settiement of seafront properties.

It is also beneficial to consider other taxes such as: a one-time tax of 1% on fixed
or transferred capital, and taxes on the physicai and financial war profits
accumulated.

o Achieving such social goals as fair income re-distribution based on the principle of

matching tax burdens with individuals’ capabilities. Policies which lead in this

direction are:

e progressive taxation;

e the unification of the basis for taxation,

e granting deductions to those establishments which award attention to such
social and economic considerations as developing rural areas or employing
local labor:

e granting deductions to promising productive units in the various sectors;

« improving tax collection, and

e combating tax evasion.

All of these measures serve to redistribute tax revenues on a base that reflects a

better equilibrium between direct and indirect taxes. especially in light of the

expected reduction in customs duties that will result from the government’s plans
to join the EuroMed and WTO.

e General economic goals, such as: achieving higher employment levels, monetary

stability. higher savings and investment levels. encouraging consumption of
certain public goods and services (education, public transportation...) and
discouraging others (alcohol, tobacco...), all to the beneitt of society.

The conference drew attention to the idea that the pursuit of tax reform and of
revenue genevation policies should rot necessarily contradict with investment
incentives. especially with those incentives aiming to attract expatriate capital.
Further, the necessity of seeking the assistance of international tax experts with
previous similar experience in other countries was highlighted by the conterence

as a pre-requisite to succeeding a reforming the taxation system.
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Secondly in the set of suggested procedures is privatization. The conference
recognized the need to study the privatization issue with ali its social and economic
dimensions and repercussions. [f adopted, privatization was perceived as the launch
platform, the function of which is to release the economy from its bottleneck
pressures without sidelining the role of government or directing the economy towards
further hazardous liberalism. Successful execution is, however, a function of several
economic, social, legal and technical factors (listed further into this document). It is
also important to note that the financial returns from privatization are not immediate
or even rapid, asthe most expeditious of world experiences with privatization lasted
between 3 to 5 vyears. The absence of a proper investment environment or of an
adequate necessary for undertaking the task of privatizaticn both represent further

sources of difficulty.

The sale of properties which could be disposed of without the need for legislation
such as Intra Co., Casino du Liban, real estate properties on the Metn Coast and in
Solidere and a few other properties abroad; this, in addition to the need to retrieve
embezzled money.

The conference focused on the government’s exchange policy adopted vis-a-vis the
US dollar, which was considered to bear elevated costs by some. These policies were
senerally perceived to endanger the country’s monetary reserves even in the absence
of exchange speculation. This is especially true given that the volume of foreign
exchange transactions is much higher than reserves, and that the monthly demand for
foreign currency to finance imports exceeds USD 650 million while the balance of
payments account suffered a deficit of about USDS 430 million in 1998. Contenders
of this policy thus fear a decline in the level of reserves as a result of the expected
costly intervention in the currency exchange market. A clearly voiced suggestion was
the shift from a currency fixing to a currency stabilization policy which does not bind
the Central Bank to continuous and habitual intervention in the exchange market
irrespective of the prevailing economic conditions.

On the other hand. the cost of the fixed exchange rate policy was considered a burden
that is to be endured primarily for social reasons, and for reasons relating to risk and
the lack of investment opportunities. This argument points towards the need to

continue with a monetary policy contingent on interest rates and a stable currency.

The notion of selling the country’s gold reserves was negotiated with the view that
these reserves represent, since 1972, a commeodity with iittle connection to the value
of the carrency or its level of stability. A few ideas relating to the method of utilizing
this national asset which is frozen and declining in value were discussed, of which the
sale of gold for the purpose of bating the public debt and the idea of investing it in an
independent  foreign  currency fund with beneficial returns. Notwithstanding the
contradicting opinions related to this issue. the conference was of the view that it was

time for it to emerge trom the circle of the unspeakable and  to enter forums of
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discussion, despite the absence of circumstances which would safeguard any
consequent actions resulting from discussion.

The conference itemized various options available for the reduction of spending. OF

these were:

*  The rationalization of public spending;

*  Restructuring public debt:

e Imposing strict ceilings on spending and subjecting any extra-budgetary
spending to the approval of Parliament as opposed to the treasury's lending
obligations;

¢ Forbidding concerted procurement;

* The termination of squandering, and the empowerment of monitoring and
controlling bodies;

* Execution of projects based on fair pricing: and

¢ Refrain from engaging in large project commitments before designing an overall
economic policy.

The conference urged serious consideration of measures aiming at reducing spending,

deficit adjustment. reducing interest rates down to 10%, and most importantly.

pegging the currency to a basket of foreign currencies or the Euro.

Administrative reform issues were investigated with great concern. The re-activation
of public administration, proper allocation of emplovees and responsibilities,
upgrading the quality of the administrative system, and increasing salaries to attract
skitied and qualified human resources were a few issues discussed. The conference
forewarned that any agreed policy which may cali for reducing surplus labor in public
administrations relies on two essential requirements: the set-up of social security
networks to protect the unemployed from need, and the creation of an training
mstitute for upgrading their qualifications. The government may coordinate with the
main economic actors who, with proper incentives, will demonstrate a willingness to
absorb the surplus human resource potential into the private sector.

The alternative policies and procedures considered mayv lead to a reduction in the
public debt down to one-third its current level, even if the public sector retained its
present size.

Restructuring revenues and the reduction of spending tollowed by a shrinking of the
public debt would re-introduce balance to monetary policy, reduce the real interest
rate levels, strengthen currency stabilization. and re-establish confidence in the
country. [t would also free the funds necessary for launching growth and development

polictes from public sector dominion.

The relationship between monetary and administrative reform ard the launching of
growth mechanisms is dialectic, even it the inherent objective remains the

achievement o sustainable human and econonic development.
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—-_Ou the Reconstruction Front:

The importance of undertaking a comprehensive evaluation of the infrastructure
restoration and reconstruction process in  Lebanon was clearly voiced during the
conference deliberations. Such an evaluation should embrace the financial, economic and
social dimensions and should pave the way for optimizing the benefits from the process
in a manner reflecting resource constraints on the one hand and responding to the
requirements of monetary and economic stability on the other.

Participants were of the opinion that sufficient ground exists for undertaking such an
evaluation, the main reasons being the treasury’s financial difficulties and decreasing
chances of successful Middle Eastern e¢conomic cooperation programs, the latter
constituting one of the main assumptions upon which the reconstruction process was
based. The risks associated with the alternative policies being suggested, such as
privatization, further internationai borrowing or the liquidation of part of the

government’s assets, represent further ground for evaluating the reconstruction process.

This being said, participants suggested a set of constraints to be cbserved while

undertaking such an evaluation, of which the main ones cited were:

[, The existence of a comprehensive development vision as a fundamental pre-requisite
for performing a proper evaluvation: Such a vision should determine the country’s
requirements for eccnomic development, available human and capital resources, set
priorities and decide on the dimensions of needed development projects.

2. Completing the institutional framework for the reconstruction process through the
introduction, among others, of the economic and social committee stipulated for in
the Taef Agreement. Another pre-requisite in this context is the restructuring of the
executive organizations responsible for the reconstruction process in light of their
previous performance.

1d

Concluding the legal frameworks that would enable the private sector to bear part of
the reconstruction burdens through implementation and management of construction
projects. This sought objective is to be achieved not only without compromising the
rights and interests of the government and society, but also with a view towards
reversing the process of turning the country into a market for temporary foreign
investment. In the absence of proper legal constraints, the risks to which the
Lebanese economy is exposed as a result of such foreign competition serve to
dampen local investment potential and to deprive the local economy from the returns
and gains on such investments.

4. Austerity measures. budget deficit remedies and debt service reduction procedures
may require the halt or pestponement ot some planned or already launched projects.
This calls for an awareness of the risks assoctated with termination or delay.

especially where such projects are concerned with preductive development in rural
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and deprived areas, or with the improvement of living standards for limited income
groups. or where such delays may lead to further squandering of national resources.

5. Re-directing reconstruction policies towards the provision of the basic and most
urgent necessities to individuals such as housing, transportation, vocational
education, and the return of the displaced. Self-sufficiency in certain sectors such as
electricity and hospitalization now calls for less direct investment in their
development and more in terms of their management, reorganization and
geographical accessibility to individuals. Some participants pointed out that demand
for hospitalization in Lebanon could be currently met through 80% of available beds
at existing hospitals, were this capacity re-distributed geographically to reflect
demand.

Economic Sector Investment;

#

The conference emphasized the importance of re-activating the industrial and agricultural
sectors, stressing their effects on achieving financial, economic and developmental
balance through income redistribution, reduction of the trade deficit, the creation of job
oppertunities, and the alleviation of urban-rural differences currently leading to internal
migration. The conference considered this issue to be primarily linked to the legislative
and executive powers’ capability of treating the structural problems plaguing the
productive sectors and leading to the demise of many of their branches. The issue is also
finked to the capability of these powers to create the required environment for attracting
investments. The current share of Lebanon out of world FDI is weak (not exceeding
0.25%) while neighboring countries such as Egypt, Morocco, Tunisia, Syria, Jordan,
Turkey and the UAE receive the bulk of such investments.

Creating an adequate investment climate is considered the preamble towards breaking
the persisting vicious cycle. Such a climate ts achieved through government dedication to
ensuring political stability and safeguarding investments. Liberalism and free market
cconomics do not exempt governments from their obligations towards the productive
sectors. Such obligations encompass: the facilitation of credit provisions to these sectors;
encouragement of vocational and technical education; the creation of a national council
for the promotion of exports; the creation of industrial zones, the re-activation of
industrial and agricultural research: and the empowerment of the institution for
specification and standard setting. Further government obligations include regulation of
monopolies, implementation of the agricultural agenda, safeguarding agricultural arcas
from the spread of construction, the development of agricuitural infrastructure and
agricultural guidance, and the cenclusion of international agreements facilitating the
export of surplus production. The government’s role in this context also includes the
reduction of charges on energy used n production processes and granting priority to

national production in procurement procedures.
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While legislation abounds with incentives targeting the productive sectors, the absence of
any official commitment or counviction as to the importance of these sectors aids in the
collapse of the investment climate. limiting the effects of such incentives to ink on paper.

Perhaps the most prominent signs of this absence of any such official conviction are: the
marginal role of the ministries of agriculture and industry; the delegation of their
authorities to a number of public institutions and agencies; and their relatively low share
of total government investment spending.

The conference stressed that the pursuit of currency stabilization, as opposed to a
commitment to fixing the exchange rate, is one of the conditions for diminishing
investment risks. Despite the fact that exchange rate fixing has helped inimpeding
inflation and its negative effects on wages, especially in a country like Lebanon which
imports more than 80% of its consumption needs, such a policy is now contributing to
reducing investment. The deceptive strength of the Lebanese Lira encourages

consumption and discourages investment.

The conference also considered the steps and procedures to be followed in an effort to
treat the chronic enigmas suffered by the productive sectors on several fronts, especially
that some 80,000 individuals enter the job market annually requiring about $1.2 billion
of investment.

To generate the required financing for all economic sectors. the conference suggested the
following:

|. Directing government spending towards investment in the requisite infrastructure for
the agricultural and industrial sectors (industrial zones, irrigation and agricultural
roads). This calls for reconsideration of the reconstruction spending policies, where it
is evident that the share of agriculture does not exceed 1.2% of this spending, and
that allocated amounts to this sector are not fully spent.

2. Liberalizing available liquidity through a reduction the public sector’s share in total
bank lending. In 1998. the public sector received about 50% of total bank loans.
3. Enacting legislation targeting the financial and banking sectors with the following

effects:

e Reconsideration of the distribution of bank loans both on the geographical and
sector levels. It is no longer pertinent for the trade and construction sectors to
benefit from the bulk of commercial bank lending while agricuiture receives a
mere  1.5% and industry 12.4%. in addition, the centralization of such lending in
Beirut (82%) and Mount Lebanon (13.5%) calls for caution. given that
peripheral areas receive meager shares not exceeding 2.6% in the North and
0.8% in each of the South and the Bekaa.

e Allowing the introduction of new financing tools. especially those provided by
Islamic banks with the purpese of accumulating medium and long-term financial

resaurces.
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o Embracing higher flexibility in the capital markets system.

* Allowing wider-scale competition in the banking sector.

4. Dealing witk the rising costs of industrial and agricultural production, an issue

wn

6.

constituting a veritable obstacle to the sustenance and growth of these sectors. Such
costs are restrictive to the competitiveness of Lebanese production, even in the local
market where competitive imports, subsidized in their countries of origin, abound.

Restraining the rise in production costs is inherent in fundamental economic and
monetary reforms attempting to reduce average interest rate levels and improving the
competitive environment.

In this context, the abnormal circumstances leading to the augmenting costs of
agricultural production require special attention. The sourcé of financing for this
sector is almost Hmited to three companies which control thesupply of raw materials
and which provide loans in currency or in kind to farmers at exorbitant interest rates
ranging from 70% to 100%. These loans are provided for terms not exceeding one
vear and frequently only extending till the end of the agricultural season. Further, the
distribution for agricultural produce is limited to a few channels. To aggravate the
problem, agricultural policy usually serves primarily the profitability of the few raw
matertals suppliers.

Dealing with the issue of declining productivity, when compared quantitatively or in

terms of quality with the performance neighboring countries. This translates as

higher production costs, and subsequently calls for the implementation of specific

procedures to extend resources for the encouragement of scientific research, the

bolstering of vocational and technical education, emphasis on developing higher

education, and linking universities and research centers with factories and production

centers. -

Other procedures:

 Subsidizing agricuitural cooperatives and encouraging these entities to curb the
costs of agricultural raw materials and to guarantee fair market prices for
agricultural produce.

¢ Establishing information and direction centers to assist farmers through training,
introduction to alternative crops and technologies conforming to the restricted
nature of agricultural capital and accommodating of climate and environmental
conditions. This. in addition to the need for building awareness of the
internationally adopted product specifications and pacxaging methods.

s Establishing the proper frameworks for the participation of the concerned parties
and organizations of these productive sectors in the negotiations taking place

with foreign partics.
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<~ Human Resources and Employment:

Lebanon is yet to be introduced to clear employment policies and to human resource
development programs. Economic planning efforts stretching till the late 1960°s did not
designate any endeavors towards the question of the labor force. These issues have also
not been addressed at the level of data accumulation for statistical and information
purposes.

In this context, the conference drew attention to modern developmental thinking, and to
the novel facts it introduces, facts that do not seem to be well-founded in the minds of
decision-makers on the Lebanese economic scene. These facts emphasize the strong
relationship between productive employment opportunities and sustainable development
as opposed to traditional theories that focused on capital accumulation. Recent surveys
concur on the fact that the higher percentage of economic growth is due to the
accumulation of human capital.

On the analytical level, the conference remarked that the structural turmoil suffered by
the Lebanese labor market has its deep roots in the pre-war period, where it was
demonstrated through the following circumstances:

» A general weakness in the market’s ability to employ Lebanese labor as opposed to
its continuous employment of foreign labor.

» Discouraging labor qualifications. The majority of the active labor force was
concentrated in the capital and its suburbs, and was characterized back then with low
levels of literacy. This serves as evidence to the marginal role that was played by
education in terms of launching the growth process enjoyed by Lebanon. A few
social groups with specialized experience in certain areas performed the bigger role
in this process, a fact that gave growth a unilateral dimension.

s The limited role of vocational and technical education.

s The disparity in productivity and growth among sectors.

Throughout the war and post-war periods. educational witnessed some improvement, but
only by guantitative measures. About 75% of participants in higher education specialize
in theoretical fields of study and the number of participants in vocational and technical
education does not exceed 10% of total college candidates.

Despite the improved qualification levels and the increasing number of educated
individuals characterizing the Lebanese labor force today. the crisis is still linked to the
imbalances suffered by the labor market since the pre-war vears.

Post war unemployment levels are characterized by high growth rates. and the source for
such growth has been the surge of activity in sectors that do not provide large-scale job
opportunities.  The optimistic unemployment figures of 8.9% are expected to rise to about
25% of the labor lorce it the following were taken into consideration:

*  Undeclared unemployment resulting from hopelessaess of finding a job.
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* Seasonal and partial unemployment

* Deferred unemployment by individuals exiting the labor market in favor of a return to
education

* Hidden unemployment, which is currently rampant in two of the most human-
intensive sectors, these being the public sector and the free professions sector.

What strikes the most is that present unemployment is primarily youth unemployment and
also long-term unemployment (with an average duration of 13.5 months). It is also an
unemployment of the educated and specialized, while the productivity of the educated
employed is on the decline. This latter group earns relatively and declining wages when
compared to the illiterate.

The conference viewed the absence of labor market planning from the reconstruction
policies of the previous era with substantial concern. The advocates of this policy
approached the post-war economic problem as a problem of growth and considered the
launching of this growth to be a private sector task. Government’s role was perceived to
be limited to the creation of proper climates: infrastructure reconstruction, the
achievement of monetary and financial stability, and the modernization of legislative
frameworks. Pre-war experiences show that issues of employment may not be solved
solely through economic growth, as an average annual growth of 5% over 25 years
resulted in: intensive migration from rural to urban areas, high unemployment rates and
social imbalances.

Despite the fact that the restoration and reconstruction process increased demand on labor
especially in the public works and construction sectors, such demand was directed
towards non-Lebanese labor. Productive sectors that possess wide scale job-creation
potentials suffered from financing difficulties. In tandem with these circumstances came
the introduction of government policies aimed at reducing tariff barriers and elevating
interest rate levels. Such policies served only to attract investments in government bonds.
Furthermore, banning of illegal crop farming in the Baalbeck-Hermel area, led, in the
absence of alternatives, to a sharp unemployment crisis. [ncreasing government taxes and
levies served also to exacerbate the living conditions of large portions of the labor force.

The establishment of the Ministry for Vocational and Technical Education and the
institution of the educational reform plan were two of the most progressive post-war
moves. This is so despite the fact that new programs and curricula were not based on
serious studies retflecting the present and future requirements of the Lebanese labor
mairket.

One of the most important factors contributing to the crisis is the labor market’s inability
to absorb skilled labor, this being for two main reasons: First, the educational sector
operates separately from and without coordination with the labor market. Secondly, the
traditional nature of establishments does not retlect any interest in introducing advanced

processes and technologies.
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The presence of foreign labor not only exerts a downward pressure on wages, but also
expels local labor from the circle of competition due to the lack of any social security or
benefits obligations on the employer when employing non-l.ebanese labor. However, two
issues must be brought forward in this context: first, the Lebanese have historically
avoided the types of jobs undertaken by foreign labor. Second, foreign labor does not
compete with the job openings offered to Lebanese individuals, this being for qualitative
and skill differences between the two groups. While the bulk of foreign labor entering
Lebanon is constituted of illiterate individuals. this group represents less than 20% of the
Lebanese unemployed.

The crisis is also manifested through the pattern of investments and through the vision of
regaining Lebanon’s previous regional status, all with little government participation and
with limited intentiong towards restructuring the infrastructure of productive sectors in
light of a new, revisedrole for the Lebanese economy.

The conference called for considering the development of human resources and the
investment in human capital as major axes of the sustainable development strategy which
Lebanon must undertake as a compensation for the nation’s lack of wealth in other factors
ot production. Designing a new and advanced labor policy hinges on the creation of a
capital investment policy and on restructuring the productive sectors, thus requiring a
medium and long-term strategic framework as a pre-requisite.

[n the short-term, the conference suggested procedures for alleviating the crisis, of which
the following:

I. The creation of systems and programs for the improvement of areas of specialization
where demand is not being met either in terms ot quantity or qualifications.

t-J

The adoption of a clear policy with respect to foreign labor which would not be to its

detriment, this being through:

» Confronting illegal entry of foreign labor into Lebanon

* Strictly implementing work permit laws and regulations forbidding the
employment of non-Lebanese in certain sectors

» Granting foreign labor sufficient social security benefits.

The adoption of a wage policy that provides security and stability to the labor force

—a

through the estabiishment of a unified wage structure based on pre-specified job
descriptions, one simultaneously providing sufficient incentives through wage
increases that reflect increased productivity.

4. The emplacement of urgently needed and temporary programs to deal with increasing
unemployment in the rural areas, and especially in those deprived ones (Baalbeck —
Hermel — Akkar). This in addition to the necessity cf introducing diverse other
programs such as micro-credits and training.
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5. Provision of professional guidance services and the establishment of rehabilitation
programs in anticipation of the layoffs expected from the reorganization of the public
sector and the upcoming privatization process.

These measures do not constitute an alternative medium and long-term policies. Such
policies were perceived by the conference to have the following dimensions:

|. Labor Foree Planning: Assessment and segmentation of supply — demand shortages
and the design of stabilization policies are requisites for a comprehensive labor
policy. In parallel with such measures, seasonal audits through sample statistical
surveys of the labor market are necessary to establish in order to monitor
unemployment, wages and other aspects of this market.

2. Reviving and restructuring demand for labor: Since demand for labor is
essentially a function of economic growth, the pre-war economic role of Lebanon,
deemed highly unattainable today, should be fundamentally reconsidered to reflect
the quantity and quality of labor which is required by the active economic sectors.
Such a role produced a set of unacceptable effects in the labor market.

The conference suggested the following:

e Refraining from unilateral dependence on the service sector and focusing on the
development of the agricultural and industrial sectors, as well as of new forms of
services and industries that attract skilled human resources.

¢ The encouragement of small and medium-sized productive investments that have
been proven through various world experiences to create job opportunities and
absorb modern technologies.

* Planning for the support of artisan industries and sole proprietorship productive
investments, especially those located in rural areas.

* The provision of government assistance and services in support of the private

sector.

3. Human Resource Development: Fundamental changes in the educational system are
required, that being through the introduction of flexible programs reflecting changing
tabor market needs. In this context. the conference enumerated the following
principles:

+ Combating ifliteracy should be made a priority. Obligatory education should
extend to the age of 12 and efforts must be exerted for the development of
teaching methods and programs for this phase of education.

¢ Inter-relating the various fields of specialization.

¢ Organizing cooperation forums enabling the decision-makers in the various
productive sectors to participate in the programming of university and research
center curricula, their management and also their tinancing.

* Revitulizing research  and development activities both with and bevond the

UNEVErsity context.
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o Assisting universities and research centers in terms of achieving increased
openness towards Arab markets and adapting to the future needs of these markets.

* Adapting fields of specialization and curricula to the extent of available
opportunities in the labor market, a move leading to the reduction of the costs of
such programs and an improvement in their returns to society.

¢ Considering the new educational structure and the plans set for the vocational and
technical education system to form the basis for needed labor reform. And this
despite the fact that educational planning preceded the achievement of a clear
future economic vision for Lebanon or the provision of the NECessary resources
for their implementation, especially humane resources.

The conference expressed special concern towards the importance of providing
proper conditions for the labor force through:
f
* Augmenting the share of wages in total GDP and increasing social security
benefits to the members of the labor force.
* Modiftcation of the labor law and commitment to the charters and agreements of
the Arab Labor Organization and the International Labor Organization.

* Respecting the freedoms of labor union activity.

4. Support and Development of the Institutional Frameworks for Employment:

This is to be achieved through:

* Reorganizing the Ministry of Labor and supporting its resources with skitled and
qualified staff.

» Provision of further assistance to the National Employment Institution.

* Speeding the establishment of the planned economic and social committee, which
is to have as one of its main priorities, the development of a “social contract”
between the various actors on the social scene in order to define the obligations of

each,
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In the Social Context:

The results of official census studies point towards the aggravation of the social crisis
sutfered by large portion of society.

Based one educational indicators and the extent of the availability of necessary public
services such as housing, water supply, education and the like, 32% of residing Lebanese
families are betow the poverty line set at an income of LI 00,000 (approximately $520
at 1997 prices). This figure rises to 40% if based on income indicators, and stands
candidate to rise to 60% if the poverty line was set at LL1.2 million {or $780) when more
fundamental necessities are incorporated in the calcufation. Published 1993 figures
indicated that 28% of total Lebanese families live below the poverty line represented then
by a monthly family income of about $500.

The dynamics of the social dilemma emerge on several levels. In addition to
unemployment rates indicating that 26% of the Lebanese population suffers from fabor
market problems, the severe weakness of social security, health and public education
networks exposes the incomes of more than 50% of the Lebanese to the dangers of
borrowing and financial distress. About 54.9% of families earning between LL500,000
and LL800,000 a month declared that the inadequacy of their incomes forces them to
resort to borrowing.

Perhaps the most pronounced banner of the social crisis is the existence of some 200,000
vacant housing units in Beirut and its suburbs while some 150,000 families are incapable
of acquiring homes given low purchasing powers. This situation exists alongside some
250,000 displaced individuals who suffer from unacceptable economic and social
circumstances and incapable of returning to their original homes. To these are added
some 40,000 handicapped individuals who live on the margin of social and economic
progress.

Conviction was voiced that the social crisis is to be redressed in light of a comprehensive
developmental and economic vision, and may not to be achieved instantaneously. The
conference also considered that the participation of the various syndicates, associations.
organizations and factions in the formulation of an economic vision is imperative for the
establishment of a vision reflecting the needs of all societal clusters, and is only an
exercise of the simplest rights under democracy.

The conterence re-stressed the following directions for confronting the social crisis:
1. Restoration of the middle class through fair income and wealth redistribution is

considered the preamble towards political and social stability, one to be achieved
through the intreduction of a progressive faxation svstem.
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(V)

The improvement of the social condition is contingent on the ability of government to

entice investment in and support the competitiveness of the productive sectors,
especially those sectors with high employment potential.

Adopting austerity measures to control the budget deficit should not be to the

detriment of providing social services, the prices of these services, be they education,
housing, heaith, electricity, water or the like. Achieving and preserving higher quality
and performance standards and the safeguarding of development strategies the aim of
which s to achieve a better balance between rural and urban areas are also objectives
not to be disregarded in the move towards austerity.

Supporting cooperative institutions concerned with the provision of services for the

benefit of society at large, such as erphanage and handicapped institutions, is another
direction of focus when confronting the social challenge.
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