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Freface

This sturdy hazs been prepared by a team of consultants
including Bamir A, Makdisi (Project Director), Imad
Cﬁatila (Statistical Consultant), Famal Hamdan
(Economic Consultant), and Makram Sader {Eceonomic
Consultant?. Its preparation reflects a Joint effort
hy members of the team. Within this framewor
individual members concentrated on particular sectors:
5. Makdisi and I. tTChatila handled agriculture,
manufacturing, trade and public administration, while
¥ . Hamdan and M. Sader handled constructiaon, non-
Tinancial and financial ssrvices. Riad Saadeh served

as Agricultural Consultant.

In carrving put the project, the consultants henefited
greatly from the detailed comments of Adel Al Akel, of
the United Mations Department of Technical Cooperation

for Development, on the methedology of the work as well

as earlier drafts of the wvariocus sectors  under
investinaticon. Alss. Roger | Hagg | provided , valuable

. . The A _‘{az:l,- wf vodl ! WVC._\A!‘ DERETINN
advice concerning 2t y tqrnr ~efF——the 7 Tample

quaestionpnaires used in the field surveys. Their

contributions are gratefully ackrnowladged.

Througheut the implementation of the project, which
frequently took place undey difficult conditions
emanating fTrom the then prevailing situation in
Lebanoin, the UNDF Office in Beirut provided immense

suppoy . Further, in providing needed data. the



cooperation of the Council  For Development and
Reconstruction, the Bank of Lzbanon, the Ministry of
Finance, the Ministry of Industry and FPetroleum, the
Mational Scocial Security Furd, the Middle East Airlines
and the Trans HMediterransan Airlines, iz duly

appreciated.

A Tinal word aof  thanks iz dus *c  the research
assistants who carvied out fheir work competently and

to Ms. Y. Fhoury for her'éxcellent work as secretary.



I. GROSS DOMESTIC FRODWCT BY ECONOMILC ACTIVITY

IMTRODUCTION

The ocutbreak of the civil strife in 1975 disrupted the
work of the Central Directorate of Statistics (CDS) at
thz then existing Ministry of. Flamming which had besn
sngaged in the preparaticn of Lebanon's national income
sstimates since 1764, In 1979 the official national
income series were discontinued and no national income
accounts questiconnaires information bhave been submitted
by the CDS to the UN Statistical Office since the
latter part of the seventies. Several international,
regicnal  and national agerncies have attempted to
provide estimates of GNF and related income aggre=getes,
utilizing extraﬁolation methods and other available
indicators. They are based, however, on outdated bass
year information and a variety of indicators are used
which measure the growth of OGNF and related income

aggregates in different ways.'

The primary purpose of the study is te estimate
Lebanon's Gross Domestic Froduct {(GDP} and thereby
Gross Mational Product (BMNFPY for 1988 and on the basis

of the resident pcopulation estimate for that year to

tsIn 1977 the Council for Reconstrucktion and
- Development prepared a study on national accounts
largely based on trade data. Further, cesrtain
individual attempts have been made to measure BDF for
selecrted vears. However, they are not ccomparable and
their degree of reliahility cannot be ascertained
partirularly that they do not vrely on any significant
sample surveys, i1f at all.
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arrive at per capita GhNF. It is a modest attempt
governed by imposed time and budgetary constraints as
well as by the paucity and often the non-existence of
the required national data. NMonetheless, the study,
relying o a large extent on field swveys basad on
reasoned choice sampling in a number of major
activities, can be considered an initial contribution
to providing a framework for the future development of
fully fledged national accounts for Lebanon. In the
meantime, it is intended to provide the needed data to
adjust the interim illustrative plaming figure (IPF)
for the fourth cycle (1987-1291) and to serve as a
basis for future anmual updating of Lebanon’'s national
income accounts until such  time when detailed and

comprehensive national accounts can be fully developed.

The methodology ﬁf the study follows closely the UN
standard  SBystem of HMMational ficcounts (5NAY} with
appropriate modifications being made to account for the
particularities of the Lebanese case. The produciien
approach has been followed in estimating values added in
the larger number of activities and the cost approach
for the rest. Where feasible, both apprecaches were
attempted for the purpose of estimating the value added
ratioc, e.g., in manufacturing and trade. However,
instead of fully adopting the standard SNA
classification by kind of sconomic activity, & modified
classification has been used. Table 1 compares the SMNA

angd the medified classification.



Table 1. OGDF by Kind of Econocmic fctivity

SNA Modifiad SNA
1. Agriculture, hunting, 1. Agriculture, fishing and
forestry and Tishing livestock
2. Mining and guarrying
3. Manufacturing 2. Manufacturing
4. Electricity, gas % water
. Conzstruction 3. Construction
&. Wholesale and vetail 4. Trade
trade, restaurants and
hotels - :
7. Transpocrt, storage 5. Transport, =ducaticon, health,
arnd communication restaurants & hotels, and
other non—financial
services including rent
2., Fimanoing, insurance, &. Banking, insurance and
real gstate and other financial services

business services

?. Community, social and 7. Fublic administration
personal ssrvices

.

t ¢ GNA makes three adjustments +to the total GDF velating
to: imputed bank service charge, import duties and value added
tax. Int the case of present study, the first ifem is not
relevant a3 a different approach to banking services has bean
adopted: the third item deoes not arise while import duties
were relatively unimportant in 1988, (about %22 million or
about three per cent of total public sector expenditure).

B/ Thizs classificaticn is based in a number of vespects
on the one adopted in the official Lebaness national accounts
which show trade, industry (and artisanat), firnancial services
rent and public administration as separate activities and also

excludes extractive activities. Mon—financial services are
divided intc transport and communications and other services.
The remaining activities are agriculture, hunting and

livestock, snergy and water, and construction.
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1t is believed that the modified classification, while
partly dictated by the exigencies of the Lebanese case,
better reflects the econeomic structure and conditions
of the naticonal Econamy:“ In comparing thes two
classifications the fellowing may be noted:

{17 livestock preduction is a relatively important
activity in Lebanen in contrast with hunting and
forestry which are very miner and have therefore
not been considereds .

(ii) similarly extractive activities, mining and
guarrying, have not been ceonsidered separately
pwing te their little importance in the Lebanese
SCoOnNomy and have been inc luded under
manufacturings

{iii) electricity and water are, by and large, public
enterprises unlike gas which is a private sector
activity - and has alsc besn included wnder

manufacturingy

(iv? folleowing Lebanese official classification,
trade, Ffinancial services, and public
administration are treated as separate

activities: this is partly due to the particular
characteristics of the Lebanese sconomy: trade

has historically played an important role in the

national SConomy , financial intermadiation
(mainly banking and to a legser extent
insurance} has similarly been a highly
significant activity while public

administration, by tradition,  has been treated

saparately in Lebanese national accounts; and
{v) under non—-financial services, value addsd in

four important activities namely education,

health, transport and hotels & restaurants, has
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been separately estimated, in addition &t rent
pertaining to residential and non—-residential
dwellingss lack of_data did not permit direct
estimation in the other activities which fall
urnder this heading though on the basis of giliven
indicators the value added for the remaining

non—financial sector has been estimatsd.

o further cbservation, in this regard, is in order.
Originally it had been envisaged to include non-
governmental organizations (NGD's) as a separate
2cktivity on the assumption that the war had eccasioned
the proliferation of such organizations toc provide
personal and community services. However, as th2 armed
conflict broke out in March 1989 it became increasingly
difficult +*o contact the organizrations concerned.
Moreover. preliminary investigations seemed to indicate
that theivr contribution to GDF is likely (o have been
relatively small. It was accroerdingly decided no b to
eztimate separately value added by the NBO's. When, in
the future, a movre comprehensive and detailed national
income estimates are carried out, any modified BNA
classification can be readily made to accoemmodate the
GMNA standard classificatien by including all the
necessary sub-items to second or  third digit titles
under each broad category. This would permit the full
reclassification of the accounts to suit the purposes

of the ISIC and UM publications on national accounts.

For sin  of the seven activities under study, reasoned
choice sampling was adopted as an alternative to random

zsampling which, for budgetary, time and other reasons,
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could not he carried out. It made up for the non-—
randomness of the sector samples by choeosing
representative obhservations to  the fullest extent
possible. O primary purpose of the guestionnaires was
to estimate the ratioc of value added to gross  cutput.
They were, moreover, designed for the purpose of
seguring a variety of data which was desmed useful
either for sstimating value added or to cross chack the

rasults derived in specific activities. To illustrate,

for certain activities, data was sought relating to
differentials hetween producers, wholesale and retail
prices, share af exports in total production,

investment, change in stocks, etc. While the responses

were not always as comprzhensive as might have been
desired, the information proved useful one way or
another in arriving at the results of valus added in

the various sectors. The statistical method used and
the results obtained are detailed in the sections
dealing with the individual activities. 1t should be
stated at the outset, however, that while gross ocutput
was not estimated directly from the sample surveys, the
information they provided was useful for checking the
reliability of the indirect estimates of this output,
or as  in the case of agriculture to check the

reliability of available cutput data.
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Gross marketed output is valued at  producers’ current
prices.’ = available data did not permit a divect
estimate of private consumpticn, it was not possible to
estimate independently GDF on the expenditure side.
The other expenditure streams were estimated however.
No attempt has been made to value ocutput of households
for own consumption though in the case of Lebanon it is
not ewpected to have been ' very significant.? Chant
account capital formation (except for oﬁn construction
in industry) has also been excluded mainly bacause no
reliable data could be obtained. In certain arsas of
the country this could bave been a significant
activity, e.0. DwWR construction of duwepllings,

terracing. =stc.

GNP was arvived at by estimating net factor income to
the rest of the woerld. Data available at the IMF  and
information secured from the Bank of bLebanon and the

Council for Reconstruction and Develooms=nt weare

'y The estimate of GDF at factor cest would not
differ substantially frem GDF at market prices as
indirect taues were unimportant in 1788 (about %29
million or about four per cent of total public secter

expenditure) and subsidiss were primarily related to
petroleum sales ($76.8 million) and to & lesser =sutent
wheat. In estimating GDP at factor cost (i.e. after

allowing for indirect taxes net of subsidies received]},
illegal levies collected by local militia for their own
military and other puwrposes could be treated as
transfers within the private sector, i.e. the militia
would not be considered as part of "leocal government”
and their imposed levies would therefore not be counted
as "taxes".

2 ; The GSNA excludes from gress coutput the goods
and services produced within the household which are
seldom or never marketed, e.0.5 services of housewives.
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utilized for this purpose. To calculate per capita GNP
us® wWas made of & recent estimate of the 1987 resident
population of Lebanon derived fraom an independent and
unpublished sample study on imternal migration. Based
on this study appropriate adjustments were made to
arrive at the population estimate for 1988, i.e.
account was taken of the natural pepulation growth and

net emigratiocn for that vyear.

In the past few years a growing number of internal

transactions has come to be guoted and/or settled in
foreign currencies, primarily the U.S. dollar, instead
of the national Currency. "Dogllarization” as this

phenomenon is referred to has become  increasingly
widespread since 1987. The field surveys which havg
-bEEH carried out - particularily as concerns
manufacturing and construction - do indicate a high
degree of dollarization of the 2CONOMYy . Reference to
this phenomenon will be made under the sections

concerned.

For purposes of country comparisons, national incaome
estimates in national currency are converted into U.S.
dollarg,. The most appropriate method would be
purchasing power parity comparisons. However, for most
countries, especially developing countries, this is not
feasible. And for purposes of conversicn two

alternative approaches are in use: (i) the PARE method,
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and (ii) the World Bank Atlas method. While the two
are similar, their resulis could differ

significantlv.'

Concerning Lebanon, it has <{fraditiconally maintained a
free foreign exchange system with no restrictions
whatsocever on current or capital transfars. The
exchange rate is market determined with occasional
intervention on the part of the Central Bank primarily
to maintain orderly market conditions. As zlveady
noted, trade {(tariff) restrictions have been relatively
low particularly in the past several years. The
Lebanese sconomy 13 not only highly open but  is also
greatly dependent on imports which historically
compyrise a large portion of GDP, and as noted above
since 1987 "deollarization” of +{fransactions has become
widespread. In .effect, it can be argued that the
Lebanese exchange rate basically reflects market forces

and its 1988 average of LL409.23 peyr US$ can be used

.

'/ The F.A.R.E. methed is based on the choice of
a bass year for  the exchange rate judged to have been
close to sguilibrium, i.=e. vyear of relative monetary
stability and no major changes internationally. The
exchange rate of the target year 1is then derived by
extrapolaticn: the base year exchange rate is adiusted
by the relative inflation rates (GDP deflators! in the
home country and the U.5. Where possible, the GDF
deflator is corrected for the terms of ftrade sffect and
the tranzfer affect related to the country’'s
indebtedness. The World Bank Atlas methed takes the
simple arithmetic average of the actual euchange rate
for year ¢t and of the inflation—adjusted exchange rates
for year t—-1 and t-28. This assumes that in the long-
run  the suchange rate tands to be in equilibrium. For
operational purposes this is approximated by taking the
three yvear average of the actual exchanges rate of the
target year and of the FARE adjusted rates of exchange
ot the twa previous years.
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for purposes of BDP conversion from Lebanese pounds to

U.S. dellars.’

Since 1975 the Lebanese econemy has evolved under
conditions of war and political conflict. A1l econocmic
sectors have besn adversely affected, though the
severity of the burden they had to bear may have
differed from one sector to Qnather and from onge period
to ancther. The once flourishing tourist indusiry has
almost ceaszed to exist and the importance of Beirut as
a regional financial center has declined considerably.
Industrial and trade activities were freguently
disrupted and many firms were either damaged or forced
te clopse or Ivave the country. The pronomic
infrastructure has over the vears been substantially
damaged, though -limited Governmental attempts have been
made to maintain and partially restore it especially
before i782. Since then, rapidly mounting financial
pressures, alengside increasing political fragmentation
and sporadic armed conflicts, esventually l=d to a
virtual halt of any significant project implementation
ont the part of the national authorities. In cantraét.
the private sector, though suffering considerably from
the prevailing situaticon, proved more resilisnt: on the

basis of certain indicators, tha years 1786-88

'/ Applying the Horld ERank Atlas methed to
calculate the suchange rate for 1988 {(taking 1985 as a
base year) gives a conversion rate of LL440 per US3$.
Using the FPARE method - again with 1785 as base year -~
gives a conversion rate for 1988 of LL 314 per US#.
The actual average sxchange rate thus lies betwesn the
two ralculated conversion rates but clossr to the World
Bank Atlas rate. Admittedly these calculations are not
totally reliable as no BDF deflators exist for Lebanon
and the consumer price index has been used instead.
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witnessed a netable agricultural and industrial
expansion albeit " in the context of high vates of
inflation and the continued prevalence of political
uncertainty. This recovery, however, was halted by the
dilitary!political crisis which broks out in March
1787, and lasted until Ochktober 1990, The extent +to
which developments in 1975-90 may have caused
structural changes in the Lebanese econoemy is yet to be
fully determined. This study helps throw some light on

this matter as noted in the conclusions.
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AGRICUL TURE -

Estimates of value added in agriculture are based on

the production approach, i.e. value of gross production

less intermediate consumption. Output data are based
an the estimates of the "Programme Continue
d'Information Agricole" (FCIA)Y of the Comptioire

Agricole du Levant for the vyesar 1983 with certain
adjustments discussed below. Briefly, this program is
based on an amual survey of (i) the major =ighteen
crops — coemprising in terms of value over 85 per cent
of total producticnt - in the variocus agricultural
regions of the country, and (ii) the eight major types
of animal production. Data on minor crops was also
previded in order to arrive at the overall gross cutput

and value added in agriculture.

The eighteen major crops included in the FCIA survey
are: cibtrus fruits, bananas, musk melon, water melon,
apples (two varieties), tomateves, lettuce, cucumbers,

carnations, roses, wheat, onions (two varieties), grape

vines, wolives, opium and hashish. For purposes of
presentation they have besn classified intoc the
following Five subgroups s (i} field CTrops,

(i1)vegetable crops (open field and green house crops),
{iiidprohibited crops, (iv) industrial crops, and (v)
fruits. Animal production has been grouped into eight
.categories, namely, dairy products, beef, lamb, pigs,
goats, broilers, lavers and piscicul ture. The survey
data for crops comprised: (i) area planted in hectares
{tha), (ii) outpUt and revenue yields per ha., (iiil)farm

gate prices, (iv) retail prices, (v} cost per ha., and
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{vi) profit per ha. On the basis of this data gross
cutput and cests of production are gstimated. For
animal preoduction, data Wincluded animal population,
production, cost, revenue and profit per animal as well

‘as farm gate prices.

With the cbjective of providing appropriate checks on
the relative accuracy of data proeduced in the FCIA
survey, a field survey comprising 83 questionnaires (75
for crops and 13 for livestock?) was carried out based
ot reasoned choice sampling. This survey, implemented
under the supervision of the Agro—economist, wWas
intended to provide information pertaining to (1) wvalue
added ratics for the major crops and animal preduction,
(1i) vyields per hectare for each crop, (iiilaverags
farm gate prices per unit crop produced , {iviproduction
per animal, and {vil} the average farm gate price per
unit of animal production. In addition, the field
survey was intended to collect data on investment and
cost  components of preoduction none ef which was
availahle. It should be noted that the survey coveresd
representative  farmers and livestock producers in the

various agricultural regions of the Country.

A comparison of the FCIA survey and the field survey
was then ceonducted. Wwhere the two surveys indicated
differences exceeding ten per cent in reported average
yields, the Consultants and the Agro-eceonocaist examined
sach case and reconciled the results. Crops wherer
differences euxceeding ten per cent were reported
included: onicens {(bulbil}), bananas, carnations, roses,
tomatoes (open field), musk e=slon and hashish. For

1788, their combined share of total revenue was about
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20 pey cent. Feconciliation of the resulis was based
cn a thorough examination of the degree of reliability
nf each of the two surveys pertaining to the crops
under examination, taking inic arcount reported average
yields, prices and number of observations. The cutcome
of this process was the adeption Tfor sach of these
crops of one of three alternatives: (i) the use of the
average yield reported in the PCIA survey, (ii}) the use
f the average vyield reported‘in the sample survey., or

(iii? the use of an average of the twe repovied average

yvields. For the majority of cases the third
alternative was chosen. Mo reconciliation in the
reported data on animal production was degmed

necessary. The agreed estimates of the ratics of value
added to gross output wers applied to gross output in
the wvarious categories to derive value added in

agriculture,

Table 2 below presents the results pertaining to (1)
gross $utput, and (ii} value added for each of the
major crops, minor crops  and animal production. For
17848, total gross ocutpul in agriculture amournted to
about LLE245 billion. 0Of this tetal, major cCrops
accounted for LL17&6 bBillion (72 per cent of the
total), animal production for LL51i.1 billion (21 per
cent) and minor crops for LL17.5 billion (7 per cant).
Total crop output thus amounted to about LL194 billion

or 7% of the tcotal.



Table 2. Agriculture: GBross Dutput
and Value Added. 1988

L million
(1> (2)?
Gross Dutput Value Added

Main Crops:

17,813,474 5,637,709
35,243,615 26,91k, 717
39,901,250 30,708,598
56,695,610 ag, 770,298

- Field Crops
-  Industrial Crops
-~  Prohibited Crops
-  Frutt Trees

- ¥Yegetable Crops:

. Dpen Fields 19,507,397 2,978,212
- Green Houses 7,134,782 4,174,878
Sub—total 176,316,388 115,382,426
Minor Cropss. 17,480,580 11,537,143
TOTAL CROFS 193,796,848 187,919,569
(US$ Egquiv. 00D) ( 473,564 { 318,586)

Animal Froduction:
- Dairy 11,999,520 4,108,180
-  Beef 420,000 130,788
— Lamb 195,000 42,146
-~ Pigs 843,750 343, 744
- Goats 3,465,000 2,494,800
— Broilers ge, 440,000 2.334,444
- Lavers 7,950,000 1,192,500
— Pisciculiure 3.790,000 3,735,125
TaTaL ANIMAL 01,063,870 14,406,687
(USs Equiv. 0O00) { 124,778) { 35,2047
GRAMD TOTAL 244,860,118 142,324,255
(UST$ Ecquiv. C0O07 { =98,348) ( 347 ,7%0)
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Eztimates of wvalue added show that for total
agriculture it amounted to about LL142 billion of which
major crops accounted for LL114 billion (B2 per cent of
the total), animal production for LLI4G.4 billion (10
per cent}), and miner crops for LLI1.5 billion (8 per
cent}. For total crops, valus added amountsd to about
LL}EB billion or 90 per cent of the total. As shown in
the table, crops account for a higher share in value
added than in gross output because of the higher
overall average ratie of value added which appliesd to
crops (66 per cent) in comparison with that applicable
to animal production (28 per cent). For the whole
agricultural secteor, the ratic of value added to gross

cutput amcunted to ahout S8 per cent.

The table élsa indicates the U.S5. dollar equivalent of
gross  ocutput and value added. Total gross output
amounted te about US$597 million and total value added
to about $347 million distributed as Follows: main
cvops US4284 million, minor crops USHZ8 million — for a
total of US%312 wmillion - and animal preduction USH3S

million.

Looking at the major crop groups, it is noteworthy that
fruit production was the most important single group
accounting for about 30% of total value added in the
cvop sector and 274 for the whele agricultural sector.
It was followed by prohibited crops ( 24% and 21Y%
respectively}, and industrial crops (21% and 19%
respectively). These three categeories of crops thus
accounted for over two—thirds of total wvalue added in
agriculture. For livestock, the most impeortant single

category was dairy products, which accounted for 28 per
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cent of total value added in this sector but for a very
small share of total value added in agriculture. It
was followed by pisciculture which accounted for E6 per

cent of value added in the livestock sector.



MANUFACTURING

The production approach is focllowed in estimating value

added in manufacturing, i.e. gross output less
intermediate consumption. A field survey conprising
160 guestionnaires, coevering major industrial centers
and based on reasoned choice sampling (taking into
consideration stratification according to size and
Ipcation), was carried cut for' the purpose of deriving
dafa principally related to: (i} the ratic =of wvalus
added toc gross output; (ii) the ratioc of marmfactured
exports to  tetal output; (1117 cost structure
{ivichange in stocks during 19883 (v) the degres of
tdallarization in the manufacturing sector in that year:
and (vi} industrial investment duwring the vear. Other
supplementary information such as  the market share of
individual enterprises was alse sought  though the
responses were net as comprehensive as in the case of
the above i1tems.
The basic statistical unit wés considered to be the
manufacturing establishment which in Lebanon is usually
identified with the enterprise or firm. For  the
purpose of the survey., manufacturing establishments
were divided into the following nine main branches:

(1) food, beverages, tobhacco, etc.

(2} textiles, clothes, lzather products, etc..,

(3) furniture, wood, stoc.,

(4) papsr, typing material, etc.,

{Z) petroleum, chemicals and plastic products,

(6) rement, marbles, eto.,

{72 iren, aluminum products, etc.,

(8) machines, transport materials. furnaces metal

accessories, etc.., and
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(93 jewelry, musical and athletic instruments and

other.

The last industrial census for Lebanon was conducted in
1985 and no updated estimates of industrial output have
been made since then. Indged data on industrial
exports are only partially available, i.e., to the
extent that official rcertificaticon en the part of

gexporters is required and even then the data provided

is not complete- The fTield survey was therefore a
major scurce relised upen to estimate industrial cutput
for 1788. However as the size of the sample relative

to the population did not, on its own, aliow for a
direct estimation of gross cutput based on the field
survey, other supplementary information was utilizsd to
arrive at this result including data provided by
respondents on market shares and share of eaxports in
total ohtput, which 1in turn were used as a check on
estimates of the Ministry of Industry and Petroleum
{(MIF) concerning total wports of manufactured goods
and manufacturing output. MIP bagses its eszstimate of
total manufactured expoerts on the total nrnumber of
officially registered exports, i.e., certificates of
ocrigin that the Ministry issues to exporters upon their
request (see  table 3. This total substantially

underestimates total exports of manufactures primarily



Table 3. Officially Registered Exports, 1788

L million
Arab Hastern
Horid % Europe % Other % Total %
FOODSTUFFS &
BEVERAGES 7593 10.4 13792 5.3 1175 2.8 10247 .2
MANUFACTURES 44509 89.4 24527 4.7 11538 G0.8 100674 0.8
of whiche
Elothing (12300} 1?.0 { B&4YT} 33.4 { BgB) 5.3 { 21757} 19.6
Jewslry ( 8311) 11.5 { BI05&) B.1 { &603} 51.9 ( 17014) 13.3
Metallic .
products { 5007) 20.8 { 1292} 3.0 { a7) 0.9 { &363) 5.7
Aluminwm
products { 2145} 3.0 { 3435) 13.3 { 17} 0.2 { JAQDO) 5.0
Total 78308 29904 12713 110921

Source: based on data supplied by the Ministry of Industry and
Petroleum,
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on account of: (i) under—-reporting of expordt bills, and
€11) unreporied exports to countries which do not
require official certification of exports such as
Kuwait and other 6Gulf countries, certain African
countries, Canada and the United States. Based on its
krnowledge of export markets, the Ministry sstimates
that to correct Tfor under—repbrting and arrive at a
reaiistic estimate of total manufactured exporis,
registered exports showld be multiplied by a certain
co=fficient which may differ from one year to another.
In the light of discussions with the Ministry and
Chamber of Industry, the relevant coefficient for 1788
was determined Lo be about 2.75 . Accordingly, given
tetal registersed euporits of about LL11I2.7 billicn,
exports  of manufactures Tor 1988 are estimated at

about LL30G4.9 billicn or US$745 million.®

The Finistry also estimates that manufactured exporis
cemprise  between 40-50 of total manufactured output,

i.e. a 2.0-2.3 coafficient should be applied to euxports

to arrive at total ootput. As a check fto the
t7 While based on th2 Ministry's cumulative
knowledge of the evaluation of exporis, this

cesfficient may be subject to & margin of erro-. For
garlier years. it may have been lower, its subsequent
wpward adjustment being attributed to increassed sxporis
to countries which do not regulire official
certification.

&y The IMF's 1989 Staff Report on the Interim
Article IV Consultation DPiscussions gives an estimate
of UB$B30 million for +{total exports of manufactures
which implies a multiple of 3.14 in relatisn to
officially registered exports. While based on various
Lebanese sources, the method of estimating this total
is not indicated, howsver.
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Ministry's estimated coefficient, the sample results
indicated that exports comprised about 40% of total
output or a coefficient of 2.5 should be applied. As
this was the same as the Ministry's upper limit
multiple, it was decided to use the averags of the
Ministry's suggested range of coefficisnts i.e2. 2.25 to

arrive at an estimate of total oukput.

n the basis of *the sample survey, the ratio of value
added tv gross output ranged, for  the nine branches;
from 28% to S6%. A weighted average of about 40% was
derived using the 1985 shares of the above branches in
total cutput as reported in  that year's industrial
census. On additional alternative calculation was mads
based on sample data relating to wages, profits, and
depreciatioh allowances which gave a weighted average
of about 34%. Given the fact that profits are likely
to have heesn under—repocrted in a number of instances,
this ratio appears underestimated. On this basis the
40%  value added ratio appeared reasonable and was
adopted for the purpose of estimating value added in
manutacturing which was abeout LLE70.4 billien or the
equivalent of about US3670 million. Table 4 summarirzes

the results.

Table 4. Manufacturing: Exports, Bross Dutput and
Value Added, 1988

s f-

kﬁiﬁrv
LL millien US% million
1. OFficially registered export 110,72 271
2. Estimated total exports 304.9 U5
. Estimated gross output &HG .0 i678

4. Estimatesd value added ) 2794 &70
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Of the various manufacturing branches, food, beverages
and tobacco accounted feor oBver 20 per cent of value
added clossely followed by peireleuam, chemicals and
plastics with an estimated share of about 20 per cent.
Textiles and elothing accounted for about 16 per cent
and machines and equipment for about 14 per cent.
Al together these  four Dranches ef manufacturing
acc&unted for over 70 per cent of value added in this

activity.

The sample results also give a rough indication of the
putent to which transactions in  the manufactuwring
sector had been dollarized in 1988. 0On  the basis of
the responses of the manufacturing units in the various
branches which had been surveyed, in all except the
foeod industry, over 20 per cent indicated they had
effected their sales totally in forelgn cuwrrency,
primarily the U4.5. deollar. or alternatively partly in
dollars and the rest in Lebanese pounds effected at the
current rate of exchange for the dollar. For food and
beverages the ratioc was about 70 percent. These
respondents accounted for the bulk of the output of all
the units which have been surveyad. Very faw
respondents, accounting overall for a very small share
of the sampled output, indicated that they had effected
their sales wholly in Lebanese pounds and without
reference to the current rate of exchange. Similarly
most, and for some branches all, of the respondents
indicated they effected their expenses either totally
or partially in dollars. For the wvast majority,
howsver, payment in dollars was partial as local
expenses such as wages and salaries were pald in pounds

in accordance with Lebanese pound salary scales. In
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brief, on the receipts side, it would appear that the
bulk of receipts were effé&ted in U.5. dollars or
pounds  calculated at  the prevailing dollar rate,
whereas on the expenses side, a lower share was
effected in dellars, about 60 per cent of the total
covered in the survey.! Sample data on changes in
stocks during 1988 indicates a'(weighted) increase of
about 19 per cent. One euplanation for stocking up
could have been the desire to make additienal profits
resulting from the expected appreciation of the U.S5.
dollar in terms of the Lsbanese pound. Also producers
were axpecting upward adjustments in the dollar prices
of their commedities. However, the sample results
concerning the change in stocks could not be considered
as  rnecessarily representing the change which ceocurred
in manufacturing as a whole (see below p.32 footnote

(2)1.

‘*/ Since 1987, the docllarization process has
accelerated. This process effectively began after 1983
which marked the beginning of the dramatic depreciation
cf the Lebanese pound from an average of LL4.5/US% in
1783 to LL3B.4/US% in 1986, LLE24.8B/US% in 1987,
LLan?.822/U5% in 1988 and LL495.7/US% in 198%.
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COMSTRUCTION

Construction activity has been divided into: (alprivate
sector construction including oW residential
construction, (b) public sector construction and (o)
own construction in  industry. " While cwn construction
in éther activities — mainly agriculture - could not be
pstimated, its share in  fctal construction is supescited

to have been very small.

For the private sector, the estimate of valus added was

based on data derived from the following sources:s

ned in

n
[1]]

{ti} official data on construction permits 1
19a8;

(i1} a Field survey comprising 35 questionnaires
tovering the five administrative districts
(Mohafazat} of the country and based on reasocned
choice sampling: far each district the
distribution of construction activity between
urban and rural AT £as was taken into

consideratieny and

(iii)} interviews with krnowledgeable contraciors and
engineers in both the public and private
sectors.

For the public sector data provided by the Council for
Reconstruction and Develeopment and +the Ministry of
Finance formed the basis for estimating value added.
For opwn construction in industry, uwuss was made of data

provided by the industrial sample survey.
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Value added in private construction has be=en based on:
(i} the estimated percentaaé of executed permits in
each of the districts and (ii) estimates of ocwn
cdnstructinn based on data from the sample survey and
interviews with contractors. fecording to available
data, permits were issued in 1988 for a total area of
4,936  thousand square meters distributed - in
percentage terms — among the administrative districts
as follows: EBeirut- 9.1%, Mount Lebanon—&0.1%, South-
11.?%., Begaa'— 5.B% and HNorth— 13.1%. Az for  the
percentages of executed permits, sample data and
interviews with krowledgeable ceontractors and engineers
in the private and public sectors indicated the
following vatios: Beirut and Mount Lebanon— 42.5%,
North-  &65%, and . the Scuth and Begaa'—-73%. Thess
ratics, it sﬁould be noted, represent ths percentage of
executed permits issued in 1988 as well as construction
completéd in that year related tc permits issued prior
to  1988. Further, the above raties also includes -

particularly as concerns the Scuth, the Begaa' and the

North -~ estimates of unauthorized construction during
15988, Interviews with contractors and engineers also
provided information regarding residential and non—

residential construction: it is estimated that for 1988
the average share of residential construction for all

five districts was 74 per cent of the tcotal.

Estimates of construction costs — apart from land -
were based on data, expressed in deollar terms, derived
from the sample survey and checked with knowledgzable
contractors. Average construction costs per sg.meter
were, thus, estimated $o be as follows: Beirut- £145.0,

Mount Lebanon— $185.0, North and South— $105.0 and the
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Begaa'— $100.0, In addition, on the basis of the
sample surveys and interviews with contractors, it was
pecssible to estimate, for all five districts, the
average land cost as a percentage of the average sale
price per square meter of the constructed area.
Accordingly, the average total cost per sguare meter of
construction - (including larmd) was then derived.
Estimates of average total cost per sguare meter varied
from $130.0 in the RBegaa’ to $243.90 in Beirut. The
weighted average for the five districts was $186.0,
using as weights the distribution of issued permits
among the administrative districts, ratics of executed
permits and average ecost per sg.meter. & comparison of
the average sales price per sg.meter of construction
{alse quoted in terms of the U.S. dellar) with its
average btotal cost for each of the five districts

vielded an estimate of the average profilit per square

meter ;derived from construction activity. This
estimate varied frem $51.C0 per sguare meter in the
South to $117.0 per sguare meter in Beirut, Further.,

in conjunction with intervisws with contractors, the
sample surveys provided data pertaining o wagss and
depreciation: for wages the egstimate ranged from  an
averaqge of $25.0 per sgquare meter in the Bouth to an
average of $37.0 per sguare meter in Beirut.
Depreciation allowances ranged from $£3.0 per sg.smster
in the Scuth to $5.0 per sg.meter in Beirut and Mount

lLebanon.

Given the sstimated area (in sgquare meters) of executbed
construction in each of the five administrative
districts, it was thus possible to adopt the ocost

approach to estimate wvalue added in 1988 based on the



28

estimates of average profits, wages and deprecistion
per sg. meter in each of the Tive districts. For 1788,
value added in the private construction activity is
thus estimated at $305 million of which about 60 per
cent was accounted for in the district of Mount Lebanon
alone. Gross cocutput — based on the average ceoest of
actual construction - iz estimated at about 3661
miliion. The value added ratioc was thus about 44 per

cent!.

The estimate of own construction in the industrial
sector, bazed on data yielded by the industrial survey,

was about $B.0 million and value added $£3.7 millicon.

Concerning the public sector, official estimates of
cnnstruction-expenditure in 1988 by both +the CDR  and
other geovernmental bodies give a total of about $42.0
million. Applying the 46 per cent values added ratio

woeuld vield a value added of $192.3 million.

Table T summarizes the results. For total construction
gross cutput in 1988 is, therefore, estimated at $711.0
million (LL271.C billion) of which about 24 per cent
was acrounted for by private construction. Value added

is estimated at $328.0 million {LL134.2 billion}.

'/ This ratie is greater than the historical ratio
derived in the official national accounts of pre-1975
which was about 3%%. One possible sxplanation for the
higher ratic in the late eighties is the rise in the
profit rate asscciated with construction activity.
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Construction: Gross Cutput
and Value Added
1288

Pri#ate Sector
Fublic Sector

Owin construction:s
ITndustry

US%E million
bGross Output Valug Added

5861.0 305.0
49,0 12.3
8.0 2.7
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TRADE
The production approach has been followed in estimating
value added in the trade sector which covers hboth
wholesale and retail trade. As per SNA, gross cutput
of trading establishments is | defin=sd as their gross
trade margin, i.e., the difference betwsen the cost of
geoods  bought for resalese and the receipts from their
sale, less the cost of goods destroyed by wastage or
for other reasons during the period between purchase
and sale. Intermediate consumption includes goods and
services needed to run the trading Esfablishment such
as packaging materials, electricity, rent, office

supplies, etc.

Trading establ ishments were divided into four
categories namsly {1 food, beverages, tebacco,
{iljclothing, Tootwear and apparel in general,

{(iiil)petroleum and petroleum products, and (iv)durable,
semi-durable and other goucds. A fie=ld S veay
comprising 124 questiomnaires digtributed over the four
categories ({(based on reasensd choice sampling and
taking into consideration stratification accerding to
size and location) was carried out for the purpose of
estimating for each category, (a) the average ratic of
valugs added to gross output, (b)) the average ratic of
gross output to total sales, and () cﬁange in stocks.
The distribution of the questionnaires over the
different categories and hence the assigning of weights
to each category in order to determine the weightad
valug added and gross ocoutput ratios was based on data

derived from the following sources: (i) the most recent
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family budget study carrvied out in 1985-B6 by the
*Conferation Generale des Travailleurs Libanais”, (11}
the composition of imports ;br 1988 as reported in the
Directery of Trade Statistics, and (ili) discussions

with leading businessmen and bankers.

In designing the qguestionnaire, wholesale and retail
activities were separated becauge of possible different
rost structures. Where the establishment was engaged
in both activities, the more prominent of the two was

chosen for the purpose of classifying it as wholesale

or retail.

The sample results showed that the ratio of gross
cntput to value of sales varied, for the four
categories, from ‘IBY% to 26%  in the case of wholssale
trade and from 22% to 28B% in the case of retail trade.
Ratios of valus added to gross cutput ranged from 564
to 85% in the case of wholesale and 7534 to 84X  in the
case of retail establishments respectively. It is
clear that for both ratics the range of variation in
raspect of retail trade was much narrower than in the

case of wholesale trade. Retail trade, in turn,

comprises the larger part of total trading activities.

applying the ccalculated weights, we derive, for the
yhole trade sector, an average trade margin of gross
output to total sales and ratic of value added to gross
cutput of B5% and 80Y% respectively. The results
chtained from the tield survey were checked against
data pn  trade margins derived from sample surveys

carried out in the manufacturing and agricultural



3c

sectors. This cross check indicated that the weilghts

assigned to the different categories as well as the

estimated ratios were reasonablel! The Total supply

of  traded commeodities was derived as the aggregate
]

value of agricultural and industrial production plus

total imports. OGroess ocubput and value added werea then
arrived at by applying the weighted trade margin and
value added ratios derived above. The following table

summarizes ths results.

Y4 Using different weights for each category of
trade for the purpose of estimating the average trade
margin and wvalue added ratios does not alter the
results significantly. Indeed, even if substantially
different weights are used, the resulting range for the
trade margin ratio would be from 23.5 toc 26.3 and for
the value added ratio from 77.28 to 80.8. These results
further support the conclusions arvived at above. '

B/ Adjustment should be made for changes in
stocks, 1n particular as concerns manufacturing for
which sample data was collected. However, as the
sample results camnmot, on their own, be considered as
representing changes in stocks for the whole activity,
it was preferred neot to adjust for changes in stocks.
Had this been done, the value added would have been
revised downward by about US5%467 million or about 8 per

cent.
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Table 6. Trade: Gross Uutﬁat and Value Added, 1788

LL billion

Total SBupply of Traded Goods 1885.6
af which:

: fAgriculture 2a4 .9

Manuftacturing &8s .10

Imports P54 .7

Gross Output 471 .4

Value Added 377.1

In U.E. dollar equivalents, gross output is estimated

at si0s8.46 million and value added at #8340 millicn.

184 Aa.5
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NON-FINANCIAL SERVICES

Mon—-financial services include diverse activities.
Bross cutput and value added were estimated for four
major activities, namely. transpertation, education,
health, and hotels and restaurants. Sample surveys

and/or data obtained from relevant instituticons forhed

the basis for this estimation. Together, the four
activities comprised the larger portien of non—
financial services. For the remaining non-financial

sertor, indirect methods were used to estimate gross
oputput and value added. Rent pertaining to residential
and non—residential dwellings has also beeh included in
this section as payment for service}though in the pre-
1974 official accounts, 1f was shown as a separate

activity.

The schedule below summarizes the results pertaining to
value added devived from non-financial services in
1788. The total amounted to about LLE34.7 billion or
$537.7 million, with transportation accounting Ffor
about 346 per cent of the total.

$ million Per Cent

Transportation z208.3 35.3
Education (private} 45.3 8.0
Health 87.6 15.3
Hotels and Restaurants 83.0 14.5
Ofher Services ‘ i03.5 18.4
Rent 43.0 7.5
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In what follows the methods of estimating gross cutput

above categories are

value added for each Dtﬁthe

and

detailed.

1. Transpertation.

The +transportation sector is defined to include land,
air and sea transport in addition to cther facilities
such as stnorage facilitiss., pipelines, private

couriers, travel agencies etc. Applving the production

approach, estimates of gross ocutput and value added in

the three major branches of transportation (land, air
and sea) are detailed bglow followed by an estimate for
the remaining transport sector.

The schedule below summarizes the results which show

that for 1788, gross output amounted to LLEEBO.2 billion
er $538B.1 million and value added to LLBS5.2 billion or

%207 .3

per cent of total value added.

million with land transport accounting for 48.5

% millicon

Yalue Added

Gress ODutput

Land transport 170.8 1.0
Air transport 295.7 =57.3
Sea transpert 34.35 24.0
OJther 37.1 25.0
20873 33871
0 T B L A

{1} Land Transport. Three major means of land

transport have been

lorries and buses.

considered,

namely,

taxicabs,
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Taxicasbs. On the basis of official published data
and interviews with officials of the union of
taxicabs owners and drivers, it would appear that
ocf the 10,64% registered taxicabs in 1288, about
75 per cent were in operation or 190,100 vehicles.
In contrast with pre-war ?Ears, the vast majority
of drivers were also ogners of the vehicles.
‘However, in addition to the registered taxicabs a
relatively large number of wvehicles regiztered as
private vehicles, i.e., for private use, were in
fact used as taxicabs. Their number has been
estimated at 15,0000 vehicles half of which
operated full time and the rest half time.
Further, interviews with the union of taxi ocwners
and drivers 1indicated that, DNt AVEerage, the
monthly gross output per taxicab (i.e. total fare!
ranged from S5-7 times the2 wsinimum moenthly wage
which in 1988 averaged LL17,500,° Taking the
average of the monthly minimum wage, monthly gross
cutput per vehicle would amount to LL1OS,000 half
of which, it has been estimated by the union, goes
as intermediate consumption (gascline, fuel, spare
parts, etc) or wvalue added is S0 per cent. The
sgparation of value added between profits and
wages is difficult partly because the majority of
drivers were also owners of the vehicles.
However, 1if account were taken of then prevailing
wage vates of drivers, the wage bill (mostly

imputed wages) would comprise about 3040 pevr cent

'/ For the TFirst three .quarters ef 1988 the
minimum monthly wage was LL15,000. For the fourth
quarter it was raised to LLZT,000.
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of valus added. Depreciation allowances amounted
to a negliqible portion. as most of the vehicles

were old.

Accerdingly, gross coutput pertaining &n taxicabs
transport was estimated at 10,100 (registered
taxis) x LLIOS,000 plus . 7500 (private vehicles
‘operating full time} x 10,500 plus 7,500 {private
vehicles operating half time) « 105,000/82 = LLB7
billion or 646 million. Valus added was,
therefore, Estimatéd at LL13.5 billion ov %33

million.

Lorry transport. Official data put the number of

registered lorries for public use in 1988 at 3,500
ocf which 70 ‘per cent were in operation. These
lorries varied considerably in terms of capacity
and , uses. In addition, it has been estimated that
one fourth to one fifth of lorries registered as
private vehicles belenging to trading and
industrial establishments wers in fact used,
either full time or part time, in a similar
capacity as those registered for public use. For
1788 the number of lorries registered as private

vehicles amounted te 55,000,

On the basis of interviews with land transport
companies and with individual owners of lorries,
it was estimated that in 1988 the average monthly
gross  ocutpnt per lovry was 20-25 times the minimum
montthly average wage while wvalue added (wages of
drivers, profits and depreciation allowances)

ranged from 60-70 of gross output. Assuming for
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gross output  a menthly average of P2.5%  times the
minimum wage, total gross ocutput for 1988 would
amount to FO%x3IT00 (lorries)u LL394,000 (monthly
gross  output per lorry) x 12 months = {1 14.9
billion plus 10,000 (privately owned lerries
operating half time ) x 394,000/2 x 18 = LLP3.6
billion for a totél gross output of LL38.S billion
cor $94.1 million. Applying an average value added
ratio of &3%, value added was estimated at $&61.1

million.

Buses, Eus transportation retrenched sub-
stantially since the outbreak of Hhostilities in
1975. OFf the 420 public buses registered in 1788,
enly one fourth is estimated to have been in
cperatien and, according to interviews with bus
aowners, monthly gross output per bus did not
average more  than 15 times the wminimum wage.
Value added was estimated to average about 40 per
cent of gross oputput. Accordingly, gress output
was calculated at 620 x 1i/4 u LLEse2,000 » 12 =
LL488 million or $1.2 million. Value added was,

in turn, estimated at $£0.72 million.

However, the above estimate should be adjusted to
account for 3B00 private buses one half of which
cperated at least half time as school Buses and
whose fees were not considered as part of the
costs of education. Gross output of these buses
were estimated at %#9.5 million and value added at
¥4.2 million.

Total gross cutput and value added derived from

land transport was therefore as follows:
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F million
Gross Output VYalue Added

Taxicabs (including
private vehicles

operating as such) &ELH.O 33.0
Lorrvies 4.1 &1.1
Fuhlic buses 1.2 0.7
‘School buses ?.9 5.2
- 1?0?8 ) 101.0 S
Air  Transpeort. The cost approach was applied

based on an examination of the statements of

profit and loss of operating expenses for both of
Lebanon's airline companies: the HMiddle East
Airlines {MEA) and the Trans Mediterranean

Rirlines (THA).

)

MEA. #According to its 1988 statements, wages and
salaries and velated benefits amounted to LL7.4
billion, depreciation allowances, LL&.085 billion,
sccial secwrity and health insurance premia and
provisions for end of service indemnities, LiL. 7.77
billion, and net less LLO.238 billion. This gives
& total value added of LL21.17 billiocn or $51.7
million compared to a gross output of LLA7.4

hillion or $1&64.8 million.

™a. Its 1988 statements show that wages and
salaries and related benefits amounted tn  LLA64S
million, sccial benefits LL&27 million, social
security and taxes LLI120 million, provisions for

erd of service indemnities trLasal million,
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Allowances for depreciation, LL2370 million. and

net  loss, LL1IGGLE million. This gives & total
valuge added of LL2291 million or $5.&6 million in
compar-izson with  total gross output of LLE3.&

billion or $130.9 million.!

Hence, value added derived from airline transport
(excliuding travel agencies) amounted te $57.3

million.

(3) Sea Transport. As a result of the conflict, the

Government lost effective control over sea ports
and a number of illegal ports were established
under the control of wvaricus wmilitias. Data
pertaining to sea transport was thus no  longer as
reliable as it used to be. Even when official
registration was made concerning goods passing
through ports nominally sti111  under Government
control, the declared documents were falsified in

order teo minimize payment of customs fees.

With the above caution in mind, official data
indicates that in 1988 the port of Beirut received
1877 cargo ships and handled 2.2 million tons of
goods  including the importation of 1.2 million

tons of fuel and 505,000 tons of wheat. Further

'/ According to THMA officials a large part of this
ocutput was expended as service charges and commissions
to companies abroad. :
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233,100 heads of livestock were imported.’
Avallable data for Dtﬁgr legal ports (Tripoli,
Sidon, Tyre, Jounsh  and Chekka} shows that
altogether they received 1232 carge ships and

117,300 passengers. Tonnage handled through these

ports is estimated at 1.38 million tons. Data
pertaining to the movement of goods through
Ji1llegal ports is not available. Howewver,

according to interviews with people working in
these ports, it 1s estimated that the tonnage they
Handled was about 40 pey cent of the total.
Interviews with various sea shipping agencies also
vielded the fcllowing information regarding sea

transport in 1988:

{1} . EBontainer traffic accounted for about 60
per cent of ftotal sea transport. The
number of containers destined to Beirut
averaged about 3500 per month. Obout &0
per cent of such traffic was handled by
ships owned by non-Lebanese companies
which shipped the containers primarily to
Cyprus  instead of Beirut. About a
guarter of these containers were in turn
shipped to Begirut by Lebanese owned ships
and the rest by other ships. The
remaining ten per cent ot container
traffic was handled by Lebaness owned
ships: the containers where shipped

directly to Beirut.

'/ Beirut port was closed to passenger traffic.
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{iv}

{(v)

{vi)

Given
transport

follows:

a4g

Cargu shipping comprised in 1988 about 40
per cent of sea transport and the traffic
route was mostly direct from the country
of import to Beirut. Lebanese owned
ships handled about 29 per cent of this

traffic.

The fees of the local shipping agents
averaged about 2.5 per cent of the tariff

of sea transport wvia foreign owned ships.

The average revenue derived per container
transported from Cyprus  to Beirut via

Lebanese cwned ships was $200.

Thez average revenue derived per container
transported via foreign owned ships was
$1500. This also applied fo Lebanese
owrned ships which handled sea transport

from Eurcpean ports to Lebanese ports.,

The average fare per passenger for sea
transport between Jouneh and Cyprus  was

575,

the above data gross ocutput derived from sea

was estimated at 34,3 million as
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Us$e million

— Resident agents' fees-from
container traffic 1.4

-~  Revenue generated by Lebanese
owned ships handling container
traffic betwesn Lebanon and Cyprus g.4

- Revenue generated by Lebanese cwned
ships operating longer routes
between Lebanon and other countries
{container traffic) &.3

- Revenues derived by Lesbanese owned

ships from cargo traffic g.4

— Fees of resident agents from cargo
shipping 1.1

- Revenue devived by Lebanese owned
ships from passenger traffic 8.8
’ 34.5

Finally on the basis of an examination of the
statements of accounts {(profit and loss and
cperating sxpenses) of certain shipping companies,
it was possible to estimate that value added
averaged about 72 per cent of gross  ocukput.
Accordingly, for 1788 value added derived from sea

transport was about %24 million.

Other Transport. This covers mainly pipelines,

travel zagencies, private ceouriers and storage.
Based on interviews with the agencies involved in
these activities, it was estimated that for 1988
these activities accounted for about &6-8 per cent
of +ftotal gross output and that the wvalue added

ratio was close to that applicable to sea
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tranmsport, i.e., about 70 per cent. foccordingly

gross output was approximated at about $37 million

and value added at about $26 millieon.

2. Frivate Education.

The cost approach has been applied in estimating wvalue
added in educaticn whereby gross output is defined to
include the total costs (billf of education and value
added as comprising wages, profits and depreciation.
Table 7 indicates that student enrollment in private
schools and universities for the academic year 1988
totalled 595,000 students or 65 per cent of the total
and the teaching staff comprised 34,200 teachers, or o2
per cent of the total while the administrative staff

reached 3,500 amployees.

_Table 7. Student Enrollment and
Teaching Staff by
Level of Education, 1988

TOTAL
Institu—- Teaching
Students tions Staff
Fre-university ' 840,000 2,647 7,000
University 88,000 19 8,000
TATAL 728, 000 2. bbb 65,000

PRIVATE SECTOR

Fre—university =591 ,000 1,314 29,400
University 44, 000 ig 4,800

TOTAL 595,000 1,334 34,800
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To estimate the cost of educational services, a sample
of 110 schoels was chosen covering all Lebanese
districts and all levels of education. The sample
population included 120,000 students, or about £28 per
cent of the total student populaticn of private
schools, and 6,300 teachers as well as FO0
administrators. This gave a student/teacher ratio of
19 which was close to the average private scheol ratio
butj higher +than the average national ratio as the

public schools ratio was much lower, about 10.4 per

cent.

Based on the above sample of 100 schools, a weighted
average annual ceost per student of LLE7,734 was
derived, using levels of education as weights as
follows: bre—s:hoal: 0%, elementary: 38%,

intermediary: 27%, secondary: 11% and technical: 4%.

To estimate the tetal cost of education (gross ocutput)
in the private pra—university level, student enrollment
was multiplied by the average welghted tuition cost per
student (LL27,734) toc give an estimate of LL15.E28
billion or. US%37.3 million as the total cost of
education. Also on the basis of data derived from the
sample, salaries and wages averaged about 73.6 per cent
of the total cost followed by general (including
édminiatrative) eMpEnSes, 19.6%, profits and
depreciation, 6.8%, and supplies, B.4%. Value added
{wages and salaries plus profits and depreciation) thus
amounted to about BOY of gross ocutput. Applying this

ratic, we derive a valus added in pre-university
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private schoeols of LLIB.28S billion or about US$30.0

million.'

Frivate university education in Lebanon is provided by
18 universities and institutes of higher lwmarning which
together had a student enrcllment of 44,000 for the
academic year 19288, 95.5% of whom were registered at
the top five universities in thé country. 0On the basis
of their budgetary accounts all of these institutions
incurred deficits which were covered by grants and
other forms of financial assistance and value added was
approximated as the =um of wages and salaries
(including related benefits) and depreciation

allowances.

An  examination of the budgets of the five top
universities indicated that for the academic vear 1788
wages and salaries and depreciation allowances
cnmprigéd, on average, about 80% of the cost of
education which amounted to LLB.S billiocn or US$H20.4
million. Thus valus added at the university level was

estimated at about LLA4.E7 billion or US$16.3 million.

For total private education, gross cutput was,
therefore, estimated at LL23.&4 billion or US$57.7

million and wvalue added at LL18.95 billion or US%44.3

millicn.

'/ It is noted that the academic and calesndar
years differ. To that extent value added corresponding
to each of these two years may alse differ, though any
difference is expected to be relativelyv small.
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3. Health

The production approach has been followed in estimating
value added derived from health services. To measure
output, data previded by the Natienal Social Security
Fund (NS5F) indicated that in 1988 about 6.6 per cent
of all those included in the scocial security scheme
(767,000) made use of hospital services covered by the
scheme. As these represented about one fourth of the
resident papulation, it was assumed that the 6.4 ratio
Alse applied to the resident population at large which
for 1988 has been estimated at LL3.1 million (see below
pages 70-71). Accordingly, the number of "health
cases”, i.e. number of rescidents who have made use of
hospital care has been estimated at  about 205,000
health cases (3.1m » 6.6%). Further, data provided by
NS5F showed +that the average number of days of
hospitalization per case was 5.3 which applied
primarily to third class patients. Taking into account
the data provided by the American University of Beirui
Hospital and other hespitals concerning second and
first class patients, it was estimated that the overall
weighted average number of days of hospitalization per
patient was about 6.8. Accordingly, it was estimated
that in 1988 the number of days of hospitalization
totalled:

205,000 » 6.8 = 1,394,200 days.

Cencerning costs of hospitalization, the MNSS5F estimates

that for 1988 the average costs — Ffor third class
patients - it incurred per day of hospitalization was
L7565, This represented 9 per cent of the total

hospital bill per day of hospitalization, the remaining

cost being incurred by the beneficiary, or the total
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hill amounted to LLB404. On the basis of interviews
with the NBSF and private hospitals it 1s estimated
that the average bill for second and first class
patients was respectively twice and three times the
avérage third class bill, For occupants of hospital
suites 1t was four times the third class bBill. Also
estimates provided by the MS55F and the union of owners
of private hospitals indicated that the percentage
distribution of "health cases" was as follows: third
class— S0%. second class— 30%, first class— 16&% and
sultes— 4%. Accordingly, it is estimated that for 1788
the total hozspitalization bill was about £350 million.
This total includes the cost of medicines administered
by hospital to their patients which is estimated to
have been zbout 1?2 per cent of the hospitalization bill
or 2.5 million. Thus, the hospitalization bill net
of medicinesr amounted to $40.5 million. This amount,
in turn, is estimated to have comprised ahout 37 per
cent of the hill for total health services in  the
country, net of the cost of medicines.' Or the bill

for health services amounted in 1988 to %1092.5 million.

The sample surveys indicated that for health services
{excluding medicines? the value added ratic was about
BO%. Accordingly, value added in 1988 is estimated at

abput $87.46 million.

'/ This estimate is derived from thes "basket of
family expenditure on medical services and medicines
for 1788" established by the Consultation and Research
Institute on the basis of Field work carried out for
this purpose.
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4. Heotels and Restaurants.

The cost approach was applied in estimating value added
derived from restaurants, cafes and entertainment
establishments. Data on the number of operating
establishments and number of emplovees involved was
obtained from the unicn of owners of restaurants, cafes
and entertainment establishments. For 1988 the number
of establishments was close to E,SGD and the number of
employees was estimated at  about 45,000. Averages wage
and brofit levels were then estimated in the light of
interviews with owners of a wvariety of operating
establishments. On this basis i1t was roughly estimated

that value added (wages and profits) in 1988 was about

Uss68 million. Depreciation allowances could not be
estimated. As for hotels, a large numbsr had remained
closed in 1988 while some had been occupied by
displaced families or spld as apartment units.

Monetheless, a number of hotels was operating in Beirut
and Dthér regions. Interviews with cwners of hotels
indicated that wages and profits in the hotel sector
amounted in 1788 to reoughly $15 million. Again

depreciation allowances were not accounted for.

Accordingly, for the whole ssctor, value added
(excluding depreciation allowanceg) has been estimated
at about %83 million. Gross output was 1n fturn

estimated at roughly $100 milliaon.

5. DOther Services.

This includes services provided to or regquested by
institutions, personal services rendered, and work
associated with repairs and maintenancsa=. Data

pertaining to such services is very limited and
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indirect methods were applied to estimate values added
derived from ‘“personal services" and "repairs and
maintenance” which ccnstitut;d the most important part
ef "other services". For purpsses of estimating wvalue
added derived from ‘personal services", two sources
were examined, namely, the family budget survey for
1785/86 and the weights used in the CRI's cost of
living index. Concerning "repaﬁr and maintenance", the
estimation was based on data pertaining to the number
of vehicles in cperation, their average number of vears
in service and the approximate number of ocperating
repair and maintenance éhops. In addition, interviews

with cperatives in these field were conducted.

Crn this basis., it has been roughly estimated that for
1988 value added derived from "other services" was in
the neighborhood of $105 million while gross output was

roughly estimated at about $120 million.

.

. Rent.

Rent contracts, residential and non-residential formed
the basis for estimating value added corresponding to
rent.! Available data showed that in 1988 the number
ot residential contracts was about 225,000, of which
ten per cent were concluded in the pericd 1982-88. The
post 1982 contracts were normally accompanied by the
payment of key meney on the part of the lesses, a

common practice  in Lebanon resorted to by the lessors

i Imputed rent Was not accounted for mainly
because of the unavailability of any reliable data on
the basis of which reasonable estimates could be made.
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since the rent law does not permit annual revisions in
rent rontracts. Total key money payment was amortized
over a period of 25 years and the annual amortization

was added to the ammual rent.

An estimate of the 1988 average residential rent
payment corresponding to contracts concluded since 1982
was then arrived at based on data supplisd by the CRI

reléting to key money payments and the evolution of new

annual rental pavments since then. This averags was
estimated at about %750 per contract. Hence, total
rental payments in 1988 for these contracts wWas

approximated at $16.92 millien (i.e. 10% of 825,000 x
$750) . For contracts concluded prieor to 1982, it is
estimated that the corresponding total rental payment
in 1988 was about $2 millien. Hence total residential
rent payment was estimated at a little less than $1%

millicon.

Regarding non-residential rent contracts, following the
above procedure it was estimated that for contracts
concluded since 1982 the average rental payment in
1988, including the annual amortization of key money,
was about %1,500 per vyear. The number of these
contracts in 1988 was approximated at 15,000 which
gives a total rental payment of $22.5 million to which
should be added %1.5 representing total rental paymant

corresponding to contracts concluded prior to 1982.

Accordingly, tetal rental payments for both residential

and non-residential housing was roughly estimated at

about $43 million.
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FINANCIAL SERVICES

The financlial sector comprises the banking system - the

tommercial banks and the Central Bank - and other
financiatl intermediaries such as .investment banks,
insurance écmpanies, exchange dealers, etc. For
Lebancn, the banking system generates, by far, the
largest share of financial activity followed by
insurance companies and exchange dealers. Uther
financial intermediaries play a very minor role: the
evolving conditions in the country disrupted the
development of the Lebanese financial system and in
recent years brought domestic pressures aon lLebanese
banks a number of which sought additional outlets for
their activities abreoad. A rmoteworthy feature of the
Lebanesg banking system is the relatively large number
of operating banks which in 1988 numbered 83. However,
to a large extent, banking activity is dominated by a
relatively small number of banks: far that year
thirteen banks accounted for aver one half of total
assets and deposits, hnother feature is that foreign
dealings, and especially treasury operations have come
to occupy an  important position in banking activity.
Prevailing war conditions have induced residents (banks
and public) to shift a growing portion of their
portfolio abroead and foreign based operations have
therefore come to generate a growing portion of banking

activity and income.

In estimating value added in banking, an alternative

approach to that suggested by the current SNA has been
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adopted. Gross output is defined here as equivalent to

bank operating income less bank operating expenses plus

net income {profit or lossg) associated with
extraordirnary banking aperations (e.g. real estate
transactions). Bank vperating income includes

primarily commissions re:eivedﬂplus income related to
foreign exchange transactions, securities held and
1easing operations., HBank operating expenses are
defined to include mainly interest and commissions paid
but excludes general operating expenses such as
employee compensation, and other running costs. Or
gross butput is equivalent to net bank aperating incame
(bank operating income less operating expenses) plus or
minus extraordinary banking income. In turn, value
added is defined as gross output less general operating
expenses plus wages and salaries and related benefits,
Put differently, value added caomprises: employee
compensation, depreciation allowances, corporate income
taxes and net profit. Allocations to provigions are
additionally included: their inclusion reflects the
practice followed by banks which set aside part of
their earHed profits as provisions against possible

contingencies or the accumulation of non-performing

debt.

The estimate of value added generated by commercial
banks was based on the 1988 published statements of
profit and loss of 58 banks (accounting for about BO
percent of total bank assets) adjusted by supplementary
information based on interviews with leading bankers
concerning particular banking operations not reflected
in sufficient details in the published statements.

With the profit and loss statements of the S8 banks as
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a basis, the estimate of value added was made for the
whole commercial banking sector. The estimation tock
intoc consideration the market share of the remaining
banks as well as bank distribution by ownership and

size.?

Examining the published statewents alone, the above
approach vyielded, as a first approximation, a grass
output in 1988 of LLZ2.2 billion or %$285.3 million.
General operating expenses, including wages and related
benefits, were estimated at about LL42 billion or
$102.4 million. Data published by the Bankers'
Association put the total wage bill alone at LL21.&
billion or 352.8 million. As a Tfirst approximation
value added in 1988 was, therefore, estimated at LL72.2
billion or $1746.4 million which gave a value addedl
ratic of about 78 per cent, The supplementary
informa?ion referred %o above permitted a further
adjustment of this estimate by accounting for doubtful
debt and related provisions and modifying the estimates
concerning the volume of extraordinary bank operations
and the total wage bill. Altogether, the above
modifications 1lead to an adjusted gross output of
LL100.2 billion or $244.8 million and value added of
LLBO.O billion or %195.3 million.

Investigations pertaining to other financial
intermediaries ~ insurance companies, exchange dealers
as well as the Bank of Lebanon - indicated that they

accounted for about 25 per cent af total value added

'/ The remaining banks did rot publish their 1988
profit and loss statéments.
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generated by fimancial activities. Hence for 1788

total value added relating to all financial activities

has been estimated at LL10&.7 billion or $2&60.7

million.
Table B. Financial Services:
Gress Output and Value Added, 1938
LL billign US% millign
Gross ogutput 133.4 326.0
Value Added 106.7 260.7

of which banking: ( 80,0} { 195.9)
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FUBLIC ADMINISTRATION

Following BNA, as Government output is mainly not sold,

its value is measured by the cost of producing it. The
costs of producers of Bovernment services are largely
met by Government itself which is considered to be the
final consumer of most of the goods and services it
produces. Gross ocutput is defined as equal to costs of
production, i.e. intermediate consumption (including
all military expenditure), compensation of emplovees,
consumption of fixed capital and indirect taxes, if
any. Value added is gross output less intermediate
consumption which 1is eguivalent to compensation of
employees, consumption of fixed capital and indirect

taxes, if any.

Public, sector accounts in Lebancn consist% of: (i) the
general budget of the Central Gavernment, (ii) attached
budgets of three Government agencies without financial
autonomy: the Cereals O0Office, the Fost, Telephone and
Telegraph Office and the National Lotteryy and (iii)
independent budgets of financially autonomous agencies
and enterprises the most important of which included
the Council for Reconstruction and Development (CDR),
railroad companies, port authorities, water supply
agencies, research establishments and Electricite du
.Liban (EDL). In addition there are several extra-

budgetary special accounts.

Expenditures under the general budget are divided into
two main categories: (i} current expenditures, i.e.

salaries and wages and general expenses comprising
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chapter | af +the budget, and (ii) expenditures for
investment projects expected to be completed during the
fiscal yvyear including the purchase of equipment
(chapter 1la of the budget) and projected expenditures
in the current fiscal year for investment programs that
extend over one year (chapterj_llb). Total public
sector capital expenditure includes chapter 11 of the
budget (keeping in mind that some of the items in this
chapter are more properly classified as current rather
than capital expenditures and to that extent the latter

is overestimated) plus capital spending by the CDR.

National income accounts require recording on  an
"accrual" basis reflecting the time the services are
rendered. Lebanese Government accounts are recorded
mainly on a ‘“cash" basis (or orders of payment)
recording money actually paid or received at the time
it is paid or received. Expenditures are those
actually paid in the fiscal year which for Lebangn
coincides with the calendar year. During a short
complementary period beyond the fiscal year hills for
traneactiune‘in the fiscal year can be submitted for
payment and the payments are recorded against that

fiscal year.
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Table 9. Actual Fublic Expenditures, 1988
(Orders of Payment)

LlL. Thousand

Ordinary 'Capital

Expen— Expend.

diture and and

Transfers Transfers TOTAL
Ordinary Budget 8,481,938 14,693,854%113,175,77R
Attached Budgets 3,668,563 — 3,668,563

Extra-budgetary 163,763,076 24,368,611 190,131,687

Scource: Ministry of Finance.
* Includes military expenditure of LL4,922,000
and excludes CDR expenditure.

The Treasury performs the rale of cashier and banker
for the public sector and receives the surpluses and
finances the deficits of public sector entities. A few
public sector entities (e.g. the CDR and EFL) hold
accounts with commercial banks. Most of the

financially autonomous budgets receive transfers from

'/ In the IMF's 1989 Staff Report on the Interim
Article IV Consultation Distussions total expenditure

1s reported a 1 10N, . The difference is
largely explained by the downward adjustment - in the
IMF Report - of total ordinary expenditure by LLS
million and extra-ordinary expenditure by L2828 milkltien -
for a total downward adjustment of LLP7 midtldign. The
reason  for this adjustment ie the exclusion of

budgetary items pertaining to principal repayment and
transfers.
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the general budget, and municipalities sometimes
receive advances from the Treasury against transit
accounts held for them byu;he Government. The extra-
budgetary special accounts are intended either to link
certain expenditures with specific sources of revenue
or to provide financial flexibility, mostly for special

expenditures.

The Lebanese public sector accounts have not yet been
totally consclidated although progress has been made in
terms of data recording concerning actual expenditures
particularly under the general budget. Further in the
past few years the Ministry of Finance began to apply
the functional classification of public expenditure.
Nonetheless, feor natiomnal accounting purposes a number
of major  data’ limitations caontinue to prevail
especially as related to extra-budgetary accounts,
rent, investment expenditure, and consumption of fixed

capital.

In estimating value added in the Lebanese Government

sector the following sources of data were examined:

(1) Actual expenditures under the general budget,
covering the ordinary and related budgets.
(2) Actual expendi tures under the independent

budgets.

Foliowing the cost approach, of the three components of
value added: (i} employee compensation, (ii) dep-
reciation allowances, and (iii) indirect taxes, the

last item does not apply while the second has not been
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provided for in 1988 Government accounte!. Hence the
estimated value added corresponds basically to wages
and salaries and related benefits. To that extent both
gross output and value added are underestimated but not
to 2 substantial degree. Wages énd salaries comprise

the bulk of value added in the Bovermnment Sector.®

For wages and salaries -~ except for scome of the
independent budgets — data represent actual payments
effected during the year (i.e. orders of payments with
allowance for a small portion which is estimated nat to
have been effected). Data on actual expenditures under
the independent budgets were preovided through the
Ministry of Finance. Faor certain of the budgets
estimated actual expenditure are based on the budgeted
data for 1988 taking into account the annually decreed
adjustments to compensate for 1Inflation. Total wages
and salaries under the independent Budgets accounted in
1988 for about 13-14 per cent of the total wage bill aof

the public sector.

With the above in mind, value added derived from public
administration in 1988 ampunted to about LL70.3 billion
or US%172 million.

Y7 The Government wundertook some repairs and
maintenance but rnot te the extent which would bhave been
reguired under normal conditions,

£/ Imputed rent of Goverrnment owned buildings may

also be considered as part of value added. However, no
reliable estimates could be provided.
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SUMHMARY
Table 10 summarizes the results of the estimates of GDP
for 1988 by economic activity. Trade continues to  be
the leading activity with an estimated contribution of
about 28 per cent followed by manufacturing, 20.5 per
cent, and non—financial services, 17.5 per cent.
Together these three activities accounted for tawo

thirds of GDP. The lowest share, about 5 per cent, mas

fer public administration. For the remaining
activities - agriculture, consiruction and financial
services — their shares ranged from 8 to 11 per cent.

Trade and services (financial and non-financial alone)
accounted for about 34 per cent of tetal GDP. Within
marnufacturing, "the leading industry in terms of
centribution to value added were food., beverages and
tobacgo followed by petroleum, chemicals and plastics,
textiles and clothing and machines and equipment in
that order. Toeogether these industries accounted for
about 7O per cent of valuz added in manufacturing.
Within non—financial services, transportation was the
legading sector with a sharz of about 36 per cent of the-
total. As for financial services, banking was, by far,
the most important activity with an estimated share of
80 per cent of the tobtal. Concerning agriculture,
fruits comprised the most important single crop
. tategory followed by prohibited crops and industrial
crops. Altegether., they accounted for over two thirds

of value added in agriculture.



Table 10. GDRF by Kind of Economic Activity

1788
LL 3153
hillion million Fer Cent
Agriculture 142.3 347.8 10,46
Manufacturing 274.82 670,40 20.%
Construction 134.28 32g.0 10.0
Trade 377.1 F21.5 £8.1
Non-financial
Services
including rent) 234 .7 573.7 17.5
Financial
Services 106.7 260.7 5.0
Public
Afdministration
(including water
and 2lectricity) To. 4 172.0 5.3
1,33%.56 3,873.7 1000

for 1988 with the two pre-war years, 1964 and 1973.
The Fformer was the base yvear for official national
income accounts while the latter was the last pre-war
vear for which official GDP estimates are available;
For the twenty-four—-year period under tonsideration,
the following developments are noteworthy: (1) tha pre-—
war ysars 1264—-1773 did not witness significant
structural chahges; however, the shares of
manufacturing and construction rose somewhat while
those of agricultural, non—-financial services and
public administration fell;y (ii1) in <contrast, when
comparing 1788 and 1973 some imporiant changes seem $o
have occurred manifested in the marked rise in the
shares of manufacturing and construction and financial
services and a substantial dreop in the share of non—~

financial services and public administration, and to a
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lesser extent in the share of trade. The relative
contribution of agriculture appear to have increassed a
little. The combined share of trade and services

declined from about 63 per cent in 1973 to about 54 per
cent in 1988 while the combined share of manufacturing
and agriculture rose from abwuf 24 per cent to 31 per
cent respectively. (For brief comments on sectoral

developments over the war period, see below p. 73).

Table 11. Sectoral Composition of
BDF: 1964, 1974 AND 1788

Fer Cent
1964 1973 1788

Agriculture 11.9 2.3 1.6
Manufacturing 12.8 14.4 20.5
Construction 5.6 LI 10.0
Trade 32.1 31.7 b I Y
Morn—-financial

services

(inciuding rent) 24.4 27.1 17.5
Financial services 3.4 4.0 8.0
Public administra-—

tion, water &

2lectricity) 9.8 2.1 5.3

100 109G 100
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I11. GROSS DOMESTIC PRODUCT: THE EXPENDITURE AFFROACH

GDPP, on the expenditure side, is defined as: C+ I + X

where:

C : expenditure on final consumption
{household, non—profit institutions and
Bovernment) 3

I + expenditure on gross capital Formation by
Government and private sector including changes in
stocks;

X : euxports of goods (f.o.b.? and non—factor services;

M = imperts of goods (c.i.f.) and non—-factor servicesy

Or Bovernment (6) can be treated separately and thus
define BDF as: Cp+ Ip+ Ig+ Cg+ XM where:

Cp and |Ip are private sector consumption and gross
capital formation respectively, and Cg and 1g are the
corresponding Governmental expenditures. In estimating
the components of the 1988 GDF on the expenditure side, .
the following should be noted:

Firstly, as no data could be relied upon to estimate
private consumption expenditure directly, Cp has been
estimated as a residual. That iz, we have taken the
estimated total for GBPR and arrived at private
consumption by deducting from it estimates of private
gross capital formation, Government expenditure on
final consumption and capital formation and net

sxports. ,
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Secondly, the estimate of gross capital formation
refers to fixed capital formation: no reliable
estimates for the change in‘;tocks could be made. The
estimate has been based on data pertaining to imports
of machinery and =squipment as reported in the UN Trade
Data System plus private expenditure on residential and
non-residential construction, and public sector
expenditure on construction. . No estimates for own

construction, except for industry, are included.

Thirdly, the trade balance refers only to exports and
imperts of goods. Mo data was available on  the basis
of which non—factor services could be estimated. The
value for imports (c.i.f.), about $2333 million, is the

cne reported in the Direction of Trade Statistics

Yearbook for 1790 (DOT). This figure probably includes
unrecorded re—aexports and to that extent is
overestimated. The wvalue for exports, $1200 million,

is taken from the 198% IMF Staff Report on the Interim

Article IV Consultation Discussions. It is greater

than the figure reported in DOT which is based on the
import reporiing of Lebanon's trading partners.
However as discussed under manufacturing, registered
Lebanese exports arz underestimated and the reporting
partners' data is similarly expected to underestimate
the value of total Lebanese exports. In light of the
estimated teotal for industrial exports (p. 21 above)
and available data on the share of industrial goods in
total euports, the IMF Staff Report figure for exports
appears to be more realistic than the DOT figure though

it also may include a margin of errpr.
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Bearing in mind the above limitations, Ip has been
estimated at $9546.5 million, ;g at $42.0 million. Cg at
$212.4 million and net X atug —1133.0 million. Given
GDP of $3273.7 million

Cp=GDP-Ip-Ig-Cg-X+M= $3195.&6 million.

Private consumption wazs, thus, estimated at about 7.4
per cent of GDPF. This compares with a ratie of 87 per
cent for the 1972 official estimate. The rise in the
estimated consumption ratic over the war pericd is
perhaps not surprising. Domestic preduction, in real
terms, has fallen and inward transferz and remitiances
from abread assumed a relatively greater share in
financing consumption expenditure. Unfortunately, no
estimates are availahle for such transfers and
remittances although they are expected to have been

substantizl.

As emphasized in the "Conclusiens and Recommendations®”
below, this is an area which is in need of thorough

statistical investigations.,
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I11. GROSS NATIONAL FRODUCT AND PER CAPITA GNP

1. BGross Mational Product. !

Greoess national product is defined as gross domestic
product plus net fTactor income from abraéd. Factor
income includes primarily income from capital (e.g.,
interest and dividends) and labor, accruing to
residents from the rest of the world (receipts) or to

foreign residents from domestic production (payments}).

In the case of Lesbanon, there are no balance of payment
statistics which can be relied upon to estimate net
factor income. Nonetheless, on the basis of available
data i1t has been possible to examine the following
three principal sources of factor income, namely, (i}

interest earnings of the Bank of iLebanon and interest

payments on Government foreign borrowing; (ii) com—
mercial banks' investment income; and (iii) private
sector non-bank investment income. No reliable data

was avalilable for the purpose of estimating labor
income. However, it has begen assumed that most
Lebanese workers abroad are residents of the countries
where they work. Hence their remittances to Lebanon
would be considersd as unrequited transfers rather than
factor income. Also, the 1988 income remittances of

non-residents working in Lebanon is assumed fto  have

'/ Comments received from J..Hicklin, N. Munla, C.
Fatel and B. Short (all on the IMF staff) are
gratefully acknowledged.
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been relatively smalll.

For the first item, the estimate is based on data
. secured from the Bank of bLebanon and the Council for
Development and Reconstruction. For the second item,
the estimate is based on the cross—border liabilities
and assets of resident banks in Lebanon as reported in
the International Financial Statistics, whereby the
average 1988 three-~month Euradellar rate with
appropriate margins, was applied to the average
guarterly stocks held over 1788. For the third item,
the estimate is based on the reported assets and
liabilities of non—bank residents with international
banks. Again the average three—-month Euredellar rate,
with appropriate margins, was applied to stocks held

over the year.

It is clear that the estimate of net factor income for
1988 arrived at on the basis eof the above appiyoach is ' a
rough apbroximatinn of this income particularly that it
may have been difficult for international banks to
distinguish between residents of Lebanon and Lebanese
nationals residing abroad and that not all sources of
factor income have necessarily been identified, e.g.
income from assets held cutside the banking system. It
is believed, however, that while the estimate which has
been derived may be on the low side, 1t represents the

larger portion of net factor income for 1788,

'/ For balance of payments purposes, peace—keeping
forces{including BSyrian forces} arg treated as non-
residents and, therefore, their remittances are not
included in the balance of payments.
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Tablie 12 below includes the results of factor income
estimation. Net income is approximated at USHEsE61.5
millien, the major sourceﬁibeing deposits of Lebanese
raesidents held with international banks. Accordingly,
GNP for 1988 is estimated at

Us$2273.7 milliontbdsl .S million = US$3735.2 million.

Table 12. Factor Incoms, 1988

uss
million

Interest earnings of the Bank of Lebanon + 36.8
Intergst payments on foreign debt - 10.3

Commercial banks' investment income (net) +183.0°

Non—bank investment income (net) +432.0

2. Fer_Capita.
The estimate of the 198B resident population has been

based on an unpublished study on internal migration in
Lebanon in 1975-1987 which includes an estimate of the
1987 resident peopulation. This has been adiusted to
take account of the estimated net natural population
growth in 1988 and net emigration fer that year,
thereby arriving at an estimate of about 3.1 million

for the resident poepulation in 1988. It should be

t s This item has been adjusted downward by the
estimated amount of interest spread accruing to
resident banks on placements of resident deposits with
non—-resident banks. This amount has been accounted for
under financial services {(pages 5255 above}.
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noted that this estimate includes Falestinian residents
cutside the camps but excludes those in the camps.

Accordingly, per capita GMP for 1988 has been estimated

at:
| US$3935.2 million/3.1 million = US$1247.4.
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IV. CONCLUSIONS AND RECOMMENDATIONG

The outbreak of the pelitical-military conflict in
1975 marked a dramatic turning point in the
development of the Lebanese economy. fvailable
indicators point to a substantial fall in  the
level of economic activity in 1975-7&. While this
level appears to have fluctuated in subsesquent
years, rising in some and falling in others, it
would appear to have sustained a continucus rise
from 1986-88 only to fall again in 1989-%0 as a
result of the renewed military conflict during
these two years. The decline was substantial as
various sectors sither sustained considerable
damage and/or suffered from increased
interruptions and other constraints imposed by the
renewed conflict which eventually resulted in the
amendment of the Country's Constitution in
accordance with the Taif fAccord (approved by
Farliament in late 198%9) and the beginning in

October 1990 of the reunification of the Country.

For the war period 197590, available indicators
show that the level of economic activity may have
reached a peak in 1988, or at least it was one of
the peak years. The estimated GDFP for the year of
about US5$3R74 million compares with the official
estimate for 19273 (in U.S5. dollar equivalent) of
about 2720 million. However, in constant U.S.
prices (taking 1973 as a base) real GDP in 1988

would be lower than in 1973. 6% the same time,
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since 1975 important changes have taken place in
incoma and asset digtribution though no attempt
has yet been made +to guantify them' while the
rate of emigration (permanent or temporary) has
accelerated particularly in  the past few years
with the conssquent 1&55 of skills. These
developments have had an impertant impact on the
natinnal economy, the significance of which 1s yet

to be fully determined.

The comparison of sectoral composition of GDP for
1788 and 1973 ({(table 11  above? does 1ot
necessarily reflect a sectoral trend over the
whole war pericd: the sectoral shares may have
varied from one vear to another particularly that
the  intensity and duration of the military
conflict and the consequent disruption to economic
activity tended to vary from one period to ancther
and indeed from cne area to another. Further, the
pre and post 1982 pericd have witnessed markedly
different financial conditions. The latter periocd
{in contrast with the former) has been
characterized especially after 1783 with
hyperinflation and rapid depreciation of the
Lebanese pound which affected, in different ways,
the performance of variocus economic sectors.
NMonetheless, as reflected in table 11 above, the
comparison of the two years indicates, at least

tentatively, that certain structural changes have

v Certain preliminary investigations seem to

point to a declining share of wages and salaries in

6DP.
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occurred over the war period. While the factors
responsible for these changes cannot be analyzed
at length here, somz brief remarks may be in order
bearing in wmind that the observed changes have
pccurred in  the context of a declining lIevel of

real GDF.

The expanding rele of manufacturing has been

partly induced, at least in recent vyears, by the

depreciation of the Lebanese pound which
sncouraged indusirial exports. Further, the
gengraphic decentralization of industrial

enterprises as a consequence of the military
conflict may have acted +to partially shield
industry from the havoc of this conflict which not
only tended’ to flare up intermittently but also to
be confined, on the whole, to particular
geographic areas. Frobably the greatest direct
ardd  indirect damage to the industrial sector has
pccurred in the past two years as  the military
conflict was concentrated in areas with relatively
heavy industrial concentration. The growth in the
share of constructioen may be explained by the
proliferation of construction activity — both
authorized and unautheorized - in the various
regions of the country, and especially in areas
considered relatively safe. BSavings of immigrants
who wished to invest at home were an important
source of financing. The growth in the share of
financial services is partly attributable to the
spread of bank branches outside Belvut and perhaps
more generally the ability of the banking system

to continue performing and in certain respects



74

expanding under difficult conditions. On the
other hand the decline in the share of none—
financial services could be attributed {to several
factors including the fall in the share of rent as
a result of rapid inflation, the decline of the
tourist industry, etc. Blso with declining real
income, expenditure on services may alsc have
tended to decline. The ‘fall in the share of
public administration is due to the constraints
which the conflict imposed on Govermnmental sector.
While many of the Governmental services were
severely affected and a number were partially
replaced by private sector initiative, the
bureaucracy remained basically unchanged. Fapid
inflation led to a decline in real wages despite
annual cost of living adjustments. Finally, trade
activity has frequently been interrupted by thel
conflict and in the decade of the sighties perioed
l?éS—BB, the level of imports, which forms an
important part of trade activity, had on the wheole

tended to decline.

The war has not only disrupted, in 1973, the
national statistical services but has alsoc created
extremely difficult conditions for the conduct of
private statistical work relating to the various
economic sectors. In conseqguence, the statistical
base upon which naticnal income and other studies
normally rely has become extremely deficient. The
present study has identified a number of major
gaps which need to be addressed in order to
develop the country's statistical base and preoceed

in the future with the development of fully
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fFledged national accounts. Hhile numercus

suggestions pertaining to various activities can
be enumerated, we should like to focus on four

areas where statistical work is urgently needed.

The first relates to sdrvey work covering the
various economic activities and work here can
begin with surveys ceovering two major activities,
namely, industry and non-financial services; the
industrial survey will be intended to provide
bench mark data on industrial output, exports and
imports. the cost structure of wvariocus industries
and other relevant information which would be
necessary for national income, as wall as
Gavernmental policy purposes; non—-financial
services aré wide ranging and initially the survey
work may be geared toward those services for which
noe data base exists such as those provided by the
independent professions, repairs and maintenance,
storage, eetc. In lebanon, such sarvices
constitute an important activity which has not
been theroughly investigated to provide the
required data baseg for national income and octher

PUrposes.

The second area pertains to capital formation and
consumption expenditures. While rough estimates
of investment expenditure can be arrived at, the
data pertaining to the major components of capital
formation (machinery and eguipment and cons-—
truction) need to be developed and vrefined.
Equally imporitant, there are a number of missing

gaps such as estimates of own construction and
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changes in stocks. A thorough survey of capital
formation is necessary: such data is essential for
any gronomic planning. As for consumption
expenditure, there are no reliable studies which
can be used for purposes of estimation and family

budget surveys would need to be carried out tn

" fill this gap.

The third area relates to balance of payment
accounts which at present do not sxist. Available
foreign trade data - particularly on the expert
side — iz not reliable while data pertaining to
many current account items — let alone capital
movements — cannot at present bs estimated. Lack
of balance of payment data has precluded a proper
analysis © of the Lebhangse economy's
interrelationships with the world economy and the
development of balance of payment accounts should

be given high priority.

The feurth area relates to manpower studies which,
after a 15-year war period and substantial
emigration, are needed to assess the level and
distribution of existing skills and the

requirements thereof for fulure growth.

Finally, the work undertaken in this study should
form the basis for the future development of a
fully fledged national accounts system for Lebanon
which, in the 1light of the revised 5SNA system,
would take into account the structural changes
that have occcurred in the Lebanese economy since

the outbreak of hostilities in 1775.



