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On the waves of Lebanon’s dazzling pace of political events in the spring of 2005, an unusual call was made for a serious and all-embracing “national dialogue” on reforming the Lebanese economy. Former Prime minister Najib Miqati argued that the Lebanese should first find a consensus among themselves on what it would take to lift the country out of a decade-long recession. Only then, he suggested, could Lebanon once more approach foreign donors with a request to come to the country’s assistance. Yet nearly a year has passed and nothing of the sort has taken place. Nor has the much trumpeted international donor conference been held after it was deferred without further notice in November 2005, ostensibly because, as Lebanese economist Sami ‘Atallah put it, the current government’s internal “political bickering is stalling the economic reform that is supposed to salvage us all.” But the political energy unleashed during Beirut’s spring also failed to translate into a vivacious public debate notwithstanding a few proposals for reforms. It is in this atmosphere of economic urgency and apparent political lethargy that two recent studies on Lebanon’s political economy, written by two renowned Lebanese economists, offer a welcome starting point for some uncomfortable but constructive soul searching regarding Lebanon’s economic quandary.

For Samir Makdisi, a veteran economics professor at the American University in Beirut and a former Lebanese minister for the Economy, the gravity of Lebanon’s current economic crisis can hardly be overstated. In his well documented study the contours of the country’s current economic slump are captured in reference to a series of indicators showing that “the economy [is] relatively stagnant, fiscal deficits [are] running high, the public debt burden [is] rapidly mounting, the pound [is] under pressure, and the Central Bank’s foreign exchange reserves [are] under pressure.” Following the cessation of armed hostilities in 1991, annual growth in GDP peaked in 1994 but has since declined sharply, to a mere 1 percent in the beginning of the current decade and to zero in 2005. Such disappointing figures are even more striking in the light of the vast amounts spent on postwar reconstruction since 1992 – exceeding US$ 7 billion (or on average nearly US$ 1750 for each Lebanese) in state capital investments--- which, in turn, fuelled a total public debt now topping 180 percent of GDP and an overall budget deficit averaging since 1993 around 20 percent of GDP. By all accounts, Makdisi argues, Lebanon’s postwar economic performance greatly lagged behind the ambitious growth targets identified in government plans for reconstruction drawn up in the first half of the 1990s.

The main thread of Makdisi’s argument appears to build on a consensus among most observers that point at Lebanon’s impressive pre-war growth figures and relative financial stability associated with conservative monetary policies, few or virtually no government restrictions and state interventions in the economy and a high degree of openness in terms of a free movement of goods and capital. Makdisi laments the fact that this “liberal environment” so characteristic of the pre-war era was accompanied with a series of socio-economic imbalances, including a seriously lopsided distribution of income whether measured per capita or per region. Yet despite these flaws, Lebanon’s pre-war economic performance excelled those of most Arab non-oil-producing countries following, in contrast, heavily inward-looking and public-sector-oriented economic policies. The virtues of Lebanese economic liberalism, Makdisi maintains, came to be overshadowed by, first, the massive destruction of material and human capital during the war and, more importantly, in the 1990s, by an expanding regulatory and interventionist role of the government unmatched by improved institutional capacities to meet the state’s expanding tasks pertaining reconstruction. In short, in Makdisi’s view, “the dynamism of Lebanon’s private sector” came to be suffocated by incompetent and corrupt governments that not only failed to correct socio-economic inequities but that burdened the entire national economy with ill-advised debt- and fiscal policies. 

Toufic Gaspard, an economist formerly employed with the IMF, would not dispute Makdisi’s description of Lebanon’s alarming economic predicament. Yet in his thoughtful and perceptive study Gaspard offers a critique of the very virtues ascribed to economic liberalism. For Gaspard, unwieldy laissez-faire policies no longer form Lebanon’s squandered treasure from the past but they lie at the root of its development failure, both in terms of equity and growth. Central to this argument is that for “sustained development”, conceived of as the transformation of non-capitalist economies toward large-scale productive activity characterized by extensive waged labour, industrialization is essential. Accordingly, Gaspard’s diagnosis for the Lebanese economy is even more hard-hitting than that of Makdisi. Around half of the Lebanese workforce has remained outside the regularly waged sectors since the 1950s, both because of insufficient jobs and because alternative sources of income, mainly derived from characteristically large flows of remittances and predominant petty activity in agriculture and services, proved to be more easily available. In Gaspard’s view, the main reason for this is that Lebanon’s industrial sector, ideally employing “a core capitalist labor category” associated with high skills and productivity, failed to emerge to the extent it could function as an engine for sustained growth. Accordingly, Gaspard is not impressed by Lebanon’s pre-war economic performance. Gone too is what Makdisi described as Lebanon’s “dynamic” and “enterprising private sector” as, for Gaspard, high private consumption rates and entrepreneurs’ incessant risk aversion caused them to persistently fail in saving their profits and channel them into productive investments. 

While for Makdisi liberal economic policies failed to be complemented by measures to address the socio-economic downsides of an otherwise strong performance, Gaspard blames Lebanon’s laissez-faire policies for the failure to transform Lebanon into a sustainable capitalist economy both in terms of equity and growth. This was not for a lack of opportunity. By looking back at Lebanon’s economic history, Gaspard views especially the period between the 1920s and World War II as having constituted a set of conditions that were favorable to industrial expansion, including relatively high per capita incomes, low rates of illiteracy, the best developed infrastructure in the region and the largest share of manufacturing within national income. These favourable conditions were reinforced by expenditures and tariff protection by the Allied Forces then occupying Lebanon. Subsequently, regional political developments resulted in the inflow of abundant Arab capital. Yet as Lebanon shifted to its laissez-faire policies, it failed to capitalize on these favorable conditions, and even undermined the level of industrial progress already made. 

Two themes stand out that could shed light on some of Lebanon’s unresolved issues in political economy. Firstly, both Gaspard and Makdisi fail to question their assumption that minimal state interference in Lebanon implies that economic activity is characterized by unbridled and free market exchange. The state may not overtly restrict or regulate the movement of goods and capital as in the neigbouring etatist regimes of the 1960s and 1970s but there is a possibility that other agents or factors do. Lebanese businessmen and foreign investors indicate that they are much less troubled by typical market factors such as “domestic or foreign competition”, “costs of labour” and “lack of domestic demand”. Instead, many of these businessmen cite factors like “corruption”, “government procedures” and “informal competition” as the biggest obstacles to doing business in Lebanon.
 What can be argued in this context is that highly selective state interventions, for example in the form of seemingly haphazard license procedures, combined with a heavy reliance on non-formal contacts or wasta among businessmen and between the latter and state officials facilitate access to economic opportunities for some and restrict it for others, thereby, among other factors, accounting for sluggish overall economic performance. Against this background, Gaspard’s unbridled market forces, which he characterizes as being unable to generate innovation and growth when left on their own devices, may be as much part of his imagination as that of the ideological free marketeers whom he criticizes. By the same token, Makdisi’s dynamic private sector may be much less benign in what he describes as the repressed party in a binary struggle between energetic businessmen and the suffocating grip of Lebanon’s post-war state. As Makdisi acknowledges in reference to the post-war era the boundary between the public realm and the private sector has been habitually crossed, manipulated and, in the process, become blurred. But while Makdisi views this phenomenon primarily in normative terms –by denouncing politicians for their abuse of public office and corruption-- its far-reaching implications are left unsaid: Leading exponents of Lebanon’s private sector appear to be not so much the victims of the state’s expanding debt policies and red tape but they seem to have merged with the public sector when and where this suited them, and become its main beneficiaries. The particularistic social networks responsible for this state of affairs have proven to be vital in determining business opportunities, such as lucrative and weakly monitored reconstruction contracts, and in excluding contenders from accessing them, even or perhaps especially in the context of otherwise minimalist economic state policies. To exaggerate somewhat, post-war Lebanon’s economic dirigisme appears not to have originated from the etatism so common in many other developing countries but rather from the social networks interconnecting public office and highly concentrated private capital. 

One may find some clues as to why social networks came to heavily regulate economic transactions by questioning the nature of Lebanon’s “laissez-faire” in being an ideology translated into purposeful state policies. For Gaspard, the “economic liberalism” adhered to by Lebanon’s political and economic elites closely resembles neo-classical economic thought. Accordingly, and throughout Lebanon’s contemporary economic history, a relatively strong consensus on the “moral program” of non-interventionism caused Lebanese governments to opt for the “choice of the laissez-faire regime”. However, one may counter that Gaspard’s views in this context appear excessively framed by his agenda aimed at using the Lebanese experience as a case-study in order to challenge neo-classical economic thought in general and the associated “Washington consensus” –dominant streams of thought advocating laissez-faire as the appropriate policy for growth anywhere. In contrast, Makdisi hints at an alternative analysis of Lebanese laissez-faire as not so much resulting from ideology translated into purposeful policy but as the outcome of systematic political immobilism. Lebanon’s version of consociational decision-making, reformulated in the political settlement of Ta’if in 1989, contains the ingredients of quasi-permanent institutional gridlock epitomized by greatly inclusive governing coalitions, governing by consensus and mutual veto powers, collective “collegial” responsibility of the council of ministers, and extreme dispersal of power divided between the “three presidents”. If any conclusion can be drawn from post-Ta’if political decision-making then it is this system’s sheer impracticality in terms of governance as shown by its failure to produce purposeful policies regarding virtually all domains relevant to economic activity, ranging from the state regulation of the import of oil derivatives and pharmaceutical products to initiating a state-led development program for the country’s deprived regions. Institutional deadlock, not neo-liberal conviction, appears to have forestalled a more activist state role in the economy. Even the presumed liberal consensus fell victim to its debilitating effects to the extent that policies usually associated with neo-liberal ideology, such as privatization, failed to materialize because Lebanon’s political system could not produce agreement on how –and in whose favour-- these pro-market measures were to be pursued. Government policies, in other words, came to be substituted by muhasassa, resulting in the seemingly contradictory coexistence of “laissez-faire” and tough restrictions on economic freedoms imposed by the tightly woven social networks of enterprising politicians. Not only state policies but also truly competitive markets and universalist state bureaucracies, we should add, all became Ta’if’s collateral damage.

Immediately following the Syrian withdrawal in April 2005 many Lebanese felt a momentum for economic and political change. One may suspect that the general optimism was at least partly derived from a reading of events in Lebanon since the Paris II donor conference in February 2001. The then agreed economic reform package is widely viewed as having been thwarted by a political stalemate involving late Prime minister Rafiq al-Hariri and the staunchly pro-Syrian President Emile Lahoud. The logic seems to have been that since the Syrians were now gone, the door to reforms would be wide open.

Assessing the probability for future reforms following Syria’s withdrawal calls for, inter alia, a balanced and detailed appraisal of the role Syria has played in Lebanon’s economy. Yet one will not find much of that in either Makdisi’s or Gaspard’s study. Written before the “Beirut Spring”, both books are conspicuously brief on the economic significance of the Syrian presence. Gaspard suffices by claiming a negative moral effect of “Lebanon’s loss of independence” on the quality of governance. No matter how persuasive this argument may sound to some, Gaspard does not substantiate it and fails to show what this suggested causality between foreign occupation and bad governance looked like in everyday decision-making on “development”. On the other hand, readers will equally be dissatisfied with Makdisi’s now unfashionable argument that Syria played the role of “influential arbiter” preventing “domestic political flare-ups as well as dormant, unresolved or partly resolved political issues [..] to totally disrupt the domestic political process, uneven as it has sometimes been.” 

One controversial aspect of Syria’s economic role in Lebanon relates to the exact magnitude and impact of a sizeable Syrian workforce employed in Lebanon mainly during the 1990s, mostly without work permits or any form of registration. Makdisi cites estimates putting their number in the mid-1990s at about 450,000, one third of the active population for 1997, but declining to 225,000 in the year 2000. Despite these large numbers Makdisi downplays their impact on, for example, unemployment because he asserts that Lebanese workers would be unwilling to carry out their unskilled jobs anyway or be reluctant to accept the very low wages Syrian labourers received. The latter, in turn, can either be interpreted in Lebanon’s favour or at its expense, depending on what social class’ perspective one chooses. Accordingly, low wages for Syrian labour may have put down Lebanese expenditures on reconstruction works both in the public and private sector, but repressed general wage levels for unskilled Lebanese labour and, hence, have contributed to their hardships. For Gaspard the issue of Syrian seasonal or day labourers appears to be of little relevance altogether as his conceptual toolkit rubricates this sort of employment as “non-capitalist” and contributing little to “development” anyway. However formulated, both authors appear this way to stand at odds with some fellow Lebanese economists and parts of the Lebanese public who do lament the alleged negative impact of unregistered Syrian labour in terms of employment, loss of tax revenues, free-riding on public hospital facilities, and causing significant capital outflows. Identity politics or even racist attitudes are undoubtedly at play in some of these assessments but simply brushing them aside as irrelevant seems equally unsatisfactory. 

For one, the Syrian labour issue may for long have been a strong, motivating factor, among others, for the Syrian regime to maintain its control over Lebanon in order to ensure that a large part of its surplus labour continued to be absorbed elsewhere. Similar motives may have been at play regarding Syria’s official and/or unofficial (i.e. smuggled) agricultural exports to Lebanon that occurred unhindered by any tariffs or regulations and that capitalized on huge bilateral differentials in wages and other costs partly associated with Syrian state subsidies on agriculture. Gaspard and Makdisi say very little on the impact of this trade. Both authors register a decline in Lebanon’s agricultural sector and rightly attribute this to structural economic factors in a trend pre-dating the Syrian presence. Yet they do not mention the high probability that Syrian imports under these unruly conditions of cross-border trade may have contributed to this decline. Again hard figures are unavailable, but the Food and Agriculture Organisation (FAO) described Lebanon as “Syria’s largest unofficial trade partner” in agricultural goods, therefore suggesting that the phenomenon will have had a significant impact on Lebanon’s agricultural sector.

Some Lebanese political activists claim that the economic costs of Syria’s presence were mainly incurred by the illicit or quasi-illicit gains derived from Syria’s political influence and corruption involving Syrian politicians and senior officials with links to Lebanon. Both Lebanese and Syrian observers view the Bank al-Madina scandal as epiphenomenal for a wider pattern of Syria’s corrupt diversion of Lebanese public and private funds. The list of alleged corruption and/or economic crimes involving Syrian officials is lengthy indeed and includes accusations of bribery, trading in stolen cars, extortion, operating illegal telephone companies, rigging tenders to obtain public infrastructure contracts, diverting custom duties at the sea- and airports of Beirut, obtaining legally sanctioned monopolies by exerting political influence, running illegal quarries, and importing bootlegged generic drugs.
 Predictably, however, and given the murky and contentious nature of the purported transactions involved, most of these accusations fail to offer much in terms of substantiation. Perhaps for this reason, Makdisi does not take such allegations very seriously. Lebanon’s problems, he argues, including corruption and inefficient government, “[..] cannot be blamed on the continued and substantial Syrian influence in the political affairs of Lebanon after the war [..]” since these issues form “[..] a constant theme of Lebanon’s development in the second half of the twentieth century.” Again, if readers are looking for an exhaustive review of Syria’s role, such sweeping statements are unlikely to persuade, regardless of what eventually their validity may turn out to be.

A more informed appraisal of Syria’ s involvement in corruption in Lebanon might be gained, firstly, by appreciating the importance of accessing Lebanese resources in the recent internal regime struggles in Damascus and, secondly, by drawing up detailed accounts of the use of Syrian political influence in major sectors of Lebanon’s economy. As for the first issue, President Bashar al-Assad and his associates appeared to have been convinced that their rivals in Syria itself, those generally associated with the “old guard”, boosted their patronage networks against the president and his relatives by partnering with Lebanese entrepreneurs and politicians in shady but lucrative businesses in Lebanon. On the other hand, Syrian officials clearly have had a stake in various economic activities in Lebanon furthering their personal interests. Yet the precise extent to which Syria’s economic interventions harmed the Lebanese economy and contributed to undermining its public institutions can only be assessed by a detached and balanced analysis of these and other instances of Syria’s cashing in on its presence and influence in Lebanon; an endeavor unlikely to be effectively pursued soon given the continuing hold onto power by Syria’s current and past accomplices in Lebanon.

Lebanese critics of Syria’s past influence who expected the Syrian withdrawal to have removed all or even the main obstacles to economic reform will likely be disappointed, and probably already are. Following the withdrawal, Lebanon’s balance of power has changed and its social networks that determine access to economic opportunity have been adjusted. But Lebanon’s post-war political settlement, being at the same time a consequence and a warped implementation of the Ta’if formula for power sharing, continues channeling these changes at the expense of state institutions’ capacities to produce clearly defined and authoritative policies. Indeed, nearly one year following Syria’s withdrawal there is little sign of any economic government policy at all. Lacking serious modifications to the excessively consensus-based and inclusionary approach to public decision-making, Lebanon’s economy will likely continue to be typified by the apparent paradoxes that have proven to be so detrimental to its growth and development: “Laissez-faire” without competitive markets; political pluralism without democracy; dirigisme without a strong state; and entrepreneurship without capitalist accumulation. Makdisi and Gaspard both suggest an array of policy reforms hardly anyone could quarrel with, including stronger and better-coordinated state measures in favour of local industry, education, regional and rural development, and against environmental degradation, income inequality and corruption. Yet what these proposals highlight is the urgent need to better document and understand the political constraints that have been at play in reaching at any sort of effective policy in post-war Lebanon. The country may need an “economic and developmental Ta’if”, as asserted by Miqati. But it has been the Document of National Reconciliation of 1989 and its reading by Lebanon’s political class that are at the root of Lebanon’s gridlocked political settlement and, indirectly, its economic malaise. 
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