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I. Introduction

Ever since the war erupted in 1975 Lebanon lacked a consistent and complete national accounts, basic statistics most countries take for granted, and based upon which economic modeling is constructed to evaluate, forecast, or run policy simulations. After a first attempt where 1994-1995 accounts were compiled, although incomplete, Lebanon now has finally published the 1997 national accounts which will serve as a base year for the 1998-2002 time series expected by the third quarter of 2004. 

On a parallel level, and at a much faster pace, the Government of Lebanon is working on repositioning the country as a trade hub linking the Arab East with the European West by signing a free trade agreement with the EU, implementing the tariff dismantlement with Arab countries, and actively pursuing WTO membership by 2005. Domestically, a number of fiscal measures were introduced such as the value added tax in 2002 following the unilateral and drastic reduction in tariff rates in 2000. In 2005 a new income tax is expected as part and parcel of the economic and fiscal reforms undertaken by the government to address the large fiscal deficit and the rising debt to GDP ratios, at approximately 14 and 180 percent respectively by end-2003. 

A recent study mapping the Lebanese economy showed what was observed for decades that many sectors are shielded from competition, be it domestic or international (attributed to entry regulations or import penetration). The imperfect market structure and the rent-seeking behavior that ensues does not play in Lebanon’s favor, now working on integrating itself into the global economy, hence exposing its private sector to more efficient international producers pricing at market cost. 

The computable general equilibrium (CGE) model employed in this paper is calibrated to 1997 parameters and is the first real attempt to be used in Lebanon in order to assess the full implications of a nexus of recent and upcoming fiscal and trade measures on the domestic economy, the associated adjustment costs, and the welfare of consumers. 

The model and the simulations might theoretically appear as déjà vu but they stand to be a powerful tool in the hands of Lebanese policymakers who resorted for decades to non-scientific instruments or partial analysis. Could Lebanon, which needs a severe fiscal adjustment, afford dismantling further tariffs during the same period? Will the country benefit from its trade policy in light of the general inward orientation of its productive sector? What will be the impact of greater fiscal burden on Lebanon’s external competitiveness? What are the implications in terms of resources allocation and what is the impact on the productivity if competition is introduced to sectors with imperfect market structures. The model answers some of these questions, but more importantly it puts to rest the unscientific analysis often used for political purposes simply due to the lack of a credible alternative. 

Simulation results suggests that further tariff liberalization would have a strong negative impact on fiscal revenue. On the contrary, other forms of market liberalization could be pursued without undermining Lebanon’s fiscal position, and might hence be particularly relevant to the current difficult situation. It could notably consists in mitigating market powers detained by local and foreign suppliers on Lebanese markets. While imperfect competition is in some cases stems from natural causes (fixed costs), it is in other cases most likely the result of regulations, which favor suppliers against consumers and the State.

The paper shows that tariff reduction leads to a slight decrease in real output but to a substantial (17.1%) loss in revenues. Introducing more competition on the import activity, on the other hand, increases real GDP by 0.3% and improves slight nominal government revenues. The sectoral implications depends on the utilization of the import whereby liberalization is beneficial to sectors whose imports are for intermediate usage. A more competitive domestic production favors increased local supply over exports and imports (both decline) with nominal revenues dropping slightly but more importantly a significant increase in the remunerations of factors of production is witnessed, a reflection of higher productivity. Protected sectors from competition stand to benefit the most. The paper finally combines the last two scenarios – increased competition both domestically and internationally – and finds that real GDP grows by 0.4%, fiscal revenues drops by a mere 1.1% but more importantly the productivity proxy for both factors increases by over 6%. 

The paper is organized as follows. Section II, III, and IV cover the macroeconomic situation, the trade policy of the Lebanese government, and the existing trade regime. The review of the literature is covered in section V while competition in Lebanon is discussed in section VI. Section VII introduced the static computable general model (CGE) with the underlying assumptions and hypothesis, followed by the simulations and the results in section VIII. The conclusion is in section IX. 

II. Macroeconomic situation & historical perspective

Following the end of the war in 1990, Lebanon sought to reposition itself as an international economic and services center in the Arab region. The government’s program focused in particular on rehabilitating and reconstructing infrastructure with a view to providing the basis for the private sector to lead the reemergence of Lebanon as a regional hub and a link between the region and Europe. Against this background, Government initially relied heavily on borrowing in local currency in the domestic market but at a high interest rate and for short maturities.

The rise in the overall fiscal deficit not only reflected the reconstruction outlays and the post-war expenditures, and high interest rates on the budget’s financing, but also the fiscal costs of the occasional sterilizations by the Central Bank of short term financial capital inflows as part of the stabilization policy, in order to avoid exchange rate volatility. Thus, the stabilization policy that had major benefits primarily boosting confidence and ensuring price stability had its unavoidable fiscal costs. 

With fiscal deficits rising, the reconstruction and recovery program underway in a stable macro-economic environment contributed to rapid economic recovery, with real GDP increasing to about 80% over its 1990 level by 1996 and a per capita income reaching USD 3,000. During the latter part of the 1990s, Lebanon entered into a cycle of rising deficits and debt and lower growth. International developments made it increasingly difficult for Lebanon to access international capital markets, particularly in the aftermath of the East Asia financial crisis. The government turned increasingly to borrowing domestically in foreign currency, tapping the significant pool of financial savings, including those of the Lebanese Diaspora. Ultimately the country entered into the vicious fiscal cycle with increasing concerns over rising fiscal deficits and levels of public debt, leading into larger spreads and further rise in interest cost accelerating the increase in the level of fiscal deficits and debt.

The economic situation had worsened in the latter part of the decade. Real GDP stagnated and per capita real income declined. The dynamic fiscal and economic path was leading to an unavoidable crisis or crash, an “extraordinary” measure was warranted in order to reverse, halt, or at least slow down the impact of the worsening trends. A strategy of structural and institutional reforms in additional to external financial assistance (PARIS II conference – November 2002) was laid down in order to exit the vicious cycle and switch to a virtuous cycle of lower fiscal deficits, declining debt ratios, and lower interest rates that can unleash the potential of Lebanon’s private sector leading to a sustainable and virtuous economic path.
The slashing of custom duties in December 2000 was not only aimed at reviving a stagnating economy, but was also consistent with the overall objective of relying relatively less on international trade related taxes, and improving the efficiency of domestic production, in line with undertakings envisaged under the international agreements that were being prepared, in particular the Association Agreement with the EU. The government later introduced a 10% value added tax (VAT) in February 2002 as part of its economic reform agenda. Privatization program is another pillar of this reform agenda, but unfortunately due to internal disagreements, the process has falling behind schedule, although it remains an integral part of the Government’s broader program of structural reforms aimed at promoting growth by further liberalizing the economy.

During 2001-2002, the economy witnessed a slight recovery in terms of growth in the real GDP as well as a strong export performance resulting from the incentives and structural measures taken by Government since early 2001. The fiscal adjustment was large but not enough given the size of net public debt, now approaching $30bn or about 170% of GDP. Real GDP grew by 2% in 2002 and 3% in 2003, while exports increased by 25% in 2001, 16% in 2002, and 46% in 2003, despite a weak international economy following September 11th, a regional war in Iraq, and increasing oil prices distorting markets and applying additional fiscal pressure on the fiscal budget.

III. Trade policy

In parallel to the developments on the fiscal and economic front, Lebanon has been extremely active on the trade liberalization front and at all levels: bilateral, regional, and multilateral. In order for a small economy such as Lebanon’s to play a role in the region and to regain its previous position as a hub linking Europe with the Middle East, the country had to integrate itself into the global economy through multiple gates primarily the EU, the Arab league, and the WTO. The strategic decision of the Lebanese government did not come as a shock to the various agents in the domestic economy as the country was globalized since independence and in many aspects that encompass trade but it still needed to institutionalize this de facto globalization.  

Lebanon is a signatory to at least 30 trade and economic agreements with many countries including Arab and European countries as well as countries from all four corners of the world. Most of these agreements provide Most Favored Nation (MFN) treatment for trade in goods with certain exceptions. Membership in a customs union or free trade areas is a common exception from the MFN treatment. With regard to services, some of the bilateral trade and economic agreements include general provisions that call for improving and increasing cooperation with regard to trade in services between Lebanon and other countries.  Lebanon is a signatory to at least 120 sector-specific bilateral agreements, including tourism, culture, post, telecommunications, and transport. National treatment and MFN treatment for services are accorded in many of these agreements with certain exceptions.

Lebanon is also signatory to over 17 agreements on avoidance of double taxation and the prevention of fiscal evasion and about 30 bilateral but general agreements on Investments Promotion and Protection (IPPA). Most IPPA contains MFN clause as well as a national treatment Clause. Exceptions from MFN and national treatment include any existing or future customs, economic or free trade union, or regional economic organization. Lebanon does not grant national treatment to foreigners regarding the acquisition of real estate rights. Lebanon grants protection to established investments and provides MFN or national treatment (whichever is better) to over 20 countries.

Lebanon is not a member of any customs union but has signed bilateral free-trade area agreements with Iraq, Egypt, Kuwait, Syria, Jordan and the United Arab Emirates. A series of free trade agreements is in the works notably with Turkey, Iran, and the EFTA countries which includes Norway, Liechtenstein, Iceland, and Lebanon main export destination Switzerland.

Lebanon is a signatory to the “Taysir” agreement with Arab countries dated 22 February 1981 and ratified 1 April 1985 (Agreement for Facilitating and Developing Trade Exchanges among Arab Countries).  Lebanon committed to the announcement regarding the Implementation Program of the Taysir Agreement (18 February 1997) in order to establish a Greater Arab Free Trade Area (GAFTA). GAFTA, now grouping 17 Arab countries, aims at establishing “free trade” among Arab countries by 2005.  GAFTA members agreed (in 2002) to speed up the tariff dismantlement process whereby the rates will be reduced annually by 25% (instead of 10%) reaching 0% in 2005 – two years ahead of the original target date. Moreover, the members agreed to abolish any exception or exemption including “agricultural calendars” by 2005.     

A major pillar to the trade liberalization policy adopted by Lebanon is the recent Association Agreement signed with the European Union (EU) in 2002. Following the 1977 Cooperation Agreement which granted Lebanese industrial exports duty-free access to EU markets (after satisfying strict rules of origins), Lebanon negotiated and signed a new agreement with the EU – as part of the Euro-med Barcelona Process – in June 2002 and ratified it later in December 2002. 

The cooperation agreement (signed 3 May 1977) did not require Lebanon to reciprocate but provided European goods MFN treatment and was limited to trade. On the other hand, The Association Agreement creates a free trade area between the two trading partners and goes beyond to establish a partnership between Lebanon and the EU and sets up a framework to regulate non-economic relations covering social, political, as well as cultural aspects. The EU remains a principal trading partner, a source of about 40% of Lebanese imports and a primary destination for exports. 

Awaiting the full ratification of the EU member states, an interim agreement was signed going into effect March 1st 2003 permitting the immediate execution of all trade-related articles in the Association Agreement. The 5-year grace period given to Lebanon before starting the gradual dismantlement of tariffs offers the country a breathing room to undergo structural reforms and implement a number of mise-à-niveau programs aiming to improve the competitiveness of the Lebanese private sector. The numerous programs – some already in the implementation phase, others in the conceptual phase – are supposed to allow Lebanese products to overcome non-tariff barriers. 

Europe is getting larger with ten new members, some of which are at the door step of Lebanon, and most of them enjoy economies and cultures that are comparable to Lebanon’s. A large Lebanese diaspora lives in countries such as Cyprus, Hungary, or the Czech Republic, and Lebanese trade and business networks are well entrenched in other future EU members such as Romania and Bulgaria. Even though trade with these ten countries has been below par, but there is a strong potential to increase bilateral trade and tap into these new markets.

Moreover, Lebanon is very active in strengthening trade relations with countries in the Arab Gulf and is expected to sign a free trade agreement covering goods with the GCC by year’s end and top that with an agreement in 2005 on services and investment. This would be the first agreement of this kind signed by the GCC with a non-member Arab GCC country. Moving to the other extreme of the Arab world, Lebanon will soon join the Agadir Process, another free trade area grouping the Maghreb countries (Morocco, Tunisia, Egypt, and Jordan). The Agadir Agreement facilitate intra-regional trade as well as inter-regional trade notably with the EU. By joining the bloc, “cumulation of rules of origin” is allowed and thus Agadir exports can easily access EU markets. 

To complete the picture, there is the WTO! Even though Lebanon was a founding member of the GATT and has a globalized economy since independence in the 1940s – not to say since the Phoenician Empire over 3000 years ago; Lebanon is not a member of the WTO after its withdrawal from GATT in the 1940s for political reasons. The long process of rejoining the third Bretton Woods institution started in 1999. In February 1999, Lebanon submitted its request for accession to the WTO and was granted observer status in April 1999. A National Committee on Accession to the WTO was established in May 1999 and immediately initiated the process of examining existing laws and legal acts and took necessary legal measures for ensuring conformity of Lebanon’s foreign trade regime to the WTO requirements. Following the submission of its Memorandum on the Foreign Trade Regime in May of 2001, the first round of negotiations was held in October 2002 and a second round in December 2003. The third round is expected middle 2004 with accession foreseen by 2005. 

IV. Trade regime

Lebanon is relatively open and more so when compared to countries in the region. Nashashibi (2002)
 examines a number of Arab economies, and using the IMF rating, places Lebanon only Jordan in having the least restrictive regime, but ahead of all North African countries that joined the WTO and signed the Association Agreement years before Lebanon.. The comparison was done for the 1999-2000 time period, a year prior to the major reform policy launched in Lebanon in preparation to the WTO accession and the introduction of a new customs law in April 2001. 

In addition, Lebanon slashed the tariff rates in December 2000 and as a result, more than 83 per cent of customs tariff lines have duties equal to 0% or 5%. Lebanon does not grant any preferences under the Generalized System of Preferences (GSP).  Tariff preferences are provided following bilateral free trade areas, GAFTA, and to specific sectors. Lebanon does not maintain any tariff quota system.  The 2000 Customs Law contains several provisions (e.g. Articles 321 and 329) requiring that a number of customs fees reflect the actual cost of services rendered.
Lebanon maintains quotas on the import of potato seeds and prohibits the importation of around 326 goods for various reasons (i.e., health, safety, and environment). Lebanon regulates the importation of drugs and requires import licensing (licence and advance license) for around 79 tariff groups.  Lebanon is however in the process of examining the current list of goods subject to import licensing.

There are no direct registration requirements for engaging in exports. Exporters (Lebanese or foreigner) must register at the Chamber of Commerce in order to obtain any required documents, which the chamber provides (e.g., certificate of origin). The law also requires that all traders, industrials and farmers (both Lebanese and foreigners, natural and legal persons) must register at the Register of Commerce, prior to their registration at the Chamber of Commerce.  Lebanon does not apply export duties but maintains quotas (30% of total quantity of local production and import) on the exports of concentrated forage. The quota is implemented through an advance permit. Lebanon prohibits the export of 76 goods or groups of goods. There are 171 goods or categories of goods that are subject to export licensing and measures that have similar effects as export licensing such as license, advance license, passage license, permit, advance permit, private permit, and transport permit.  Lebanon is in the process of examining the list of goods subject to such controls.  
 TC "(a)
Industrial policy, including subsidy policies"/l1 Lebanon does not have in place an industrial policy that aims at developing a specific industry.  However, the government provides interest rate subsidies for loans provided by banks, financial institutions, and leasing companies to industrial establishments, craftsmanship establishments, and industries manufacturing information technology. 

Moreover, Kafalat
 provides loan guarantees (maximum 75 per cent of the value of loan including principal and interest) to Small and Medium Size enterprises (less than 20 employees) to finance projects in the industrial sector and craftsmanship.  The amount of loan should not exceed LBP 100 Million or its equivalent in foreign currency. A project is underway to support SMEs via establishing a new revolving fund under the management of Kafalat and the supervision of the Ministry of Economy and Trade. The ultimate objective is to build the capacities of SMEs and start ups and upon “graduation” from the business development centers, the SMEs will receive funding and turn into meeting the demand of domestic as well as foreign markets.
Finally and when we quickly examine the composition of what Lebanon trades, we find that about 40% of Lebanese imports are for intermediate use and another 15-18% used as equipment for construction or agriculture. Europe and the USA are the primary source of these imports. The large share of imports not used for final consumption highlights the potential gains from trade and the implications on efficiency from removing non-tariff barriers. On the other hand, exports has witnessed a significant growth in exports in the last 4 years has lead to a greater diversification in the export basket. Jewelry and precious metals has recently witnessed a major boom but so is the case for agriculture products, certain industrial products including ceramic, and certainly agro-industrial goods, which is proving to be a promising sector

V. Literature Review

Lebanon does not fully satisfy the basic criteria for an “open economy” as set by Bradford and Branson (1987)
 or does not have a neutral regime as defined by Kruger (1978).
 The fact of the matter is that economists have somewhat lost control of the language when it comes to international trade and have been loosely and interchangeably using certain terminologies. A neutral trade regime is not necessarily a liberal regime, which can be highly biased (as defined by Krueger 1978) and a neutral regime does not preclude an active role for the Government. We would not get into this debate but would rather adopt a more general assumption considering Lebanon to be relatively more open and closer to the “open regime” extreme as defined by Bradford and Branson. The trade regime and patterns, as well the historical economic perspective highlighted earlier in this paper justifies our assumption of a small open economy, at least when compared to the countries in the region as shown by Nashashibi (2002). 

The choice of the Lebanon’s trade policy and regime is obviously not determined by solely economic criteria alone. In principle, Lebanon is a small and open economy, however political, societal and cultural factors play a role in indirectly undermining the laisser-faire system adopted by Lebanon since independence. For instance, the border with Israel is closed while the Syrian border was closed several times during the pre-war era. This, in addition to numerous regulations, red tape, and procedures that constitute barriers to trade. On the other hand, and due to a number of factors such as the exclusive agency law, imperfect market structures emerged driving prices above marginal cost and creating inefficiencies. 

In addition to domestic consideration, the choice of trade policy has major implications on fiscal policies and thus the successive Lebanese governments which historically relied on imports to fill about 50% of their coffers could not introduce a trade policy without taking into account the associated implications on the fiscal budget. The timing of introducing the value added tax in February 2002 was directly correlated with the entry into force of the interim agreement with the EU just a year later (march 1st 2003) since the EU being the source of about 40% of Lebanese imports.

Abed (2000)
 examines the tax reform agenda adopted by Mediterranean countries in light of the trade liberalization strategy. Lebanon is not alone in terms of fiscal reliance on custom duties; however, it leads the rest of the countries surveyed in this category with 59% of total revenues or 6.8% of GDP for 1994-96 average.
 Jordan was a distant second with respectively 34% and 5.7%. The fiscal landscape as surveyed by Abed in the late 1990s has changed ever since and drastically for Lebanon with the unilateral tariff reduction in December 2000 and the introduction of the VAT in February 2002. 

Lebanon is behind as the Maghreb states (i.e., Morocco, Tunisia, and Algeria) who adopted a VAT with multiple rates years ago and the same for Egypt and Jordan who already introduced a general sales tax. These realities led Abed to conclude that Lebanon would suffer from a revenue loss peaking at 4.2% of GDP by the 13th year into the Association Agreement with the EU whereas Morocco and Tunisia would not suffer from any loss. The analysis was based on an EU trade share of 49% with Lebanon and using the pre-2000 tariff structure. The EU is now the source of about 40% of Lebanese imports, and the state now relies much more on the VAT than on custom duties
 to generate much needed income with VAT revenues approaching 4% of GDP in 2002. 

The trade-fiscal linkage was a key factor driving the negotiations with the EU; however, there were a number of other strategic issues that were taken into consideration. The EU remains Lebanon’s number one source of foreign direct investment, and Lebanon’s principle partner in all non-economic aspects be it cultural, political, academic, and the like. Moreover, the partnership with the EU is viewed by the Lebanese authorities as a stepping stone in a smooth accession process to the WTO. So far, this hypothesis has been proved right.

The intellectual debate on the trade liberalization and the fiscal implications as well as the associated welfare impact can be traced to the first wave of trade liberalization that was observed on the turn of the 20th century. Soon thereafter protectionism and market segmentation dominated world economies for decades until we started observing the emergence of trading blocs in the later part of the century such as the European Union, the South East Asian bloc AESAN, and NAFTA. The debate was re-launched on free trade and the Barcelona Process initiated in 1995 aiming to create a Euro-Mediterranean free trade area mushroomed a new wave of literature led researchers mainly from the 12 concerned countries circling the Mediterranean sea.  

Given the relative large size of the Egyptian and Morocco, and probably due to the availability of statistics, these two countries received the lion’s share of analysis. Hoekman, Maskus, Galal , and Konan led the way in the mid- 1990s focusing primarily on Egypt studying at first the impact of the Association Agreement with the EU on the Egyptian economy moving on at a later stage (starting 2000) to issues of deep integration policies, non-tariff barriers, red tape examining the potential benefits associated with deep integration policies when coupled with the trade liberalization policy adopted by Arab countries notably Egypt, Morocco, and Tunisia.
 Hoekman and Konan (2000), for instance, show that Egypt stands to benefit more if they adopt a deep integration strategy than the existing “shallow preferential trade agreement with the EU.” The elimination of non-tariff barriers and red tape was shown to yield up to a 20% growth in real GDP through improved efficiencies and large expansion in exports. 

Konan and Maskus (2001) also show that the welfare gain from the existing EU agreement for Egypt (i.e., simple tariff dismantlement) to be modest. Zarrouk (2003)
 surveys non-trade barriers and other form of barriers facing intra-Arab trade and investment in 8 Arab countries and estimates the weighted trading cost – excluding customs unions and domestic taxes - in the Arab region to be 10.6% of the value of imports. In the case of Lebanon, about 50% of the respondents in Zarrouk’s survey claimed to pay “additional payments” consisting of red tape and in some instances bribes ranging between 2% and 17% of the total value of imports. Zarrouk is providing an estimate of non-tariff barriers that were modeled previously by Hoekman, Konan, Maskus, and others; barriers that stand to reduce the welfare benefits expected from free trade agreements. Ghesquiere (1998)
, and in an earlier paper, concludes that the signatory countries
 to the Association Agreement could substantially benefit if the trade liberalization policy is extended to include services and agriculture; two sectors that make up the largest potion of their respective GDP. He adds that “an adequate fiscal policy response” is also warranted in addition to other factors. The paper fails to detail or develop the optimal fiscal policy required to accompany the trade dismantling under the Association Agreement but sees a great benefit for Lebanon is liberalization is extended to include the promising services sector. 

Competition in the Arab world was not properly and empirically examined under the context of trade liberalization. Lahouel
 was among the dew that addressed competition issues in the Middle East region notably the North African countries. However, no empirical micro-based modeling has been done to our knowledge on the Lebanese economy taking into account imperfect markets structure in light of the trade liberalization strategy adopted throughout the Arab region.

Lebanon, except in rare or comparative studies, was not on the radar screen of Lebanese economists let alone renowned researchers interested in the economics of the region. A number of simulations were conducted to forecast the revenue loss due to tariff dismantlement (see Abed 2000
) but the lack of reliable statistics constituted a main obstacle facing researchers to conduct empirically analysis or to develop general equilibrium models based upon tested or estimated parameters. The national accounts recently published for Lebanon changed this reality and opened the way to conduct new empirical research on the Lebanese economy.

Having said that, some research work was undertaken to examine the implications of trade liberalization on the Lebanese economy using the limited data that was available at the time. Among the first “explorers” a paper by Will Martin of the World Bank. Martin (1996) developed a small model where he uses the revenue function to derive production functions in order to examine the impact of the Association Agreement with the EU and he concluded that Lebanon stands to benefit if the country is able to push for more Arab economic integration. Ghaleb (1998) built on the work of Martin developing a static CGE model using 1994 Lebanese national accounts, which were published in 1997, concluding that Lebanon stands to benefit from a free trade agreement with the EU in most simulations but a tax increase was required to maintain a fiscal equilibrium. The improvement in welfare, driven by the reduction in domestic prices, Lebanon being an importer country with the EU as its principal trading partner, was shown to be positively correlated with the extension of trade liberalization to regions outside the EU thereby reducing any trade diversion implications, however this was at the expense of higher taxes. Alternative tax measures - the lump sum being the least distortionary - were considered with required tax hikes often in the double digit otherwise the fiscal and welfare implications would be detrimental, especially if public debt were to continue increasing. 

The models developed by Martin or Ghaleb did not, or could not due to lack of statistics, develop a full fledged CGE model based upon estimated parameters let alone capture market imperfections notably the near monopoly power of most Lebanese importers. This imperfection implied that a tariff reduction does not automatically lead to a 1 to 1 transfer reduction in prices. This hypothesis was tested in 2001 when the government unilaterally slashed custom duties (in December 2000) and about 83% of imported items were subjected to either 0% or 5% ad valorem duty. The major tariff reduction proved, through the price rigidities observed in the market, the market power enjoyed by an import cartel and a domestic oligopolistic structure. The imperfection in the market structure was tested once again in 2002 following the introduction of the VAT. The prices on goods, mainly non-durable, did not increase as retailers “absorbed” the 10% VAT, a fact which reflects the sizable mark up previously enjoyed prior to the introduction of the VAT.  

Capturing these market imperfections was made possible thanks to a study conducted by Hamdan and Gaspard in 2003 for the Ministry of Economy and Trade (henceforth referred to as MOET 2003) was based on the database of the VAT. The study showed that at least half of the markets in Lebanon (with over 40% of the total turnover) may be considered to have monopolistic or oligopolistic structures. 

The multiple surveys conducted in 1997 covering the employment, household expenditures and standard living, and more recently the publication of the national accounts and the MOET study on competition changed the statistics landscape permitting us to develop this CGE model, adding additional layers of complexity to the models constructed by Martin and Ghaleb over 6 years ago. 

Moreover, the trade reform agenda is more advanced than it was 6 years ago. Lebanon has since signed the agreement with the EU and we now know exactly the final outcome of the negotiations. Lebanon also joined the Arab free trade area in 1997 and has been very active in its trade liberalization policy as shown earlier. One final note on data, even though data is much “richer” than 6 years ago, however Lebanon still lacks a proper time series to estimate the numerous parameters and elasticities required to develop a model that best reflects the Lebanese reality. It is expected that by December of 2004, national accounts for the 1997-2002 would be finally compiled and estimated opening the horizon for a third attempt into further refining the process of modeling the Lebanese economy. 

VI. Competition in Lebanon

The MOET study use two measures of competitiveness the concentration ratio (CR) and the Herfindahl-Hirschman Index (HHI). Sales are the most widely used variable in concentration measures but also the availability of data sometimes dictate what approach to follow and this was the case of Lebanon. The availability of the Value Added Tax (VAT) database permitted the calculation of the various CR and HHI. About 322 markets covering 7,402 establishments from a wide array of sectors were included in the MOET study. 

The CR and HHI are highly correlated and thus this paper uses the results of the more robust HHI indicator for the model but it is worth noting that the correlation between the HHI and the CR weakness as the CR increases. The market classification follows the International Standard Industrial Classification of All Economic Activities (ISIC, Revision 3). The concentration measures that are calculated in the MOET study are therefore for single product markets in industry and services.  For agriculture, where no recent data on sales or other relevant variable are available for single products or markets, concentration is measured for the whole activity.

In agriculture, 5% of all farmers exploit 47% of the total farm area whereas, on the other end of the distribution, the smaller half of the farmers operating in Lebanon exploit only about 8% of the total farm area.  The corresponding Gini coefficient is estimated at a high level of 0.69.
 However the high concentration may be attributed to the fact that imports are not accounted for. 

Excluding education, health, public administration, and social work, the number of relevant markets becomes 287. The turnover in each market consists of domestic sales, exports, and merchandise imports. Given these parameters, the MOET study showed that at the level of CR1
, about 36% of Lebanese markets, with 23% of total turnover value, had a dominant firm with a market share of at least 40%. The 40% threshold to determine dominance is considered to be a conservative one. The main result of the MOET study shows at least half of the markets in Lebanon (with over 40% of the total turnover) may be considered to have monopolistic or oligopolistic structures. The MOET report acknowledges under or over estimation of market concentration and cite the underlying factors behind these shortcomings, however, any future adjustment to the database or the methodological approach is not likely to cause a sharp divergence from the conclusion of this study.

It is worth noting that Lebanon lacks a modern competition law but is working on developing one by the end of 2004. The existing legal framework cannot address current anti-competitive practices and a major void exists in this regard. In addition, the law of exclusive agencies, whereby the government protects the exclusive contracts and the local agent, has not yet been yet amended in the direction of promoting competition while ensuring the legality of private contracts. A new law abolishing exclusive agencies in four years was passed by Parliament in February 2004 but was rejected by the President of the Republic citing the need to pass a series of laws including a competition law as a prerequisite. 

Decades since the introduction of the exclusive agency law, exclusive agents have enjoyed state protection even in cases when the supplier had revoked the contract for reasons attributed to lack of performance, bad service, and the like. The government, and according to this law, had to side against foreign supplier even if the local agent was at fault and continued to abuse his monopoly power at the expense of the consumer. In other cases, exclusive agents did not bother to renew their private contract but took advantage of their domestic and international networks developed over the decades to maintain monopoly power over the Lebanese market without worrying about satisfying performance indicators as stipulated in the now expired exclusive contracts. Whatever the case or background might be, the agents soon developed economies of scale that gave them dominant position, with or without a contract, and subsequently the agents indulged in rent-seeking behavior and ultimately became inefficient due to lack of competition.

VII. Computable General Equilibrium (CGE) and Description of the Model:

The CGE is a typical neoclassical model with endogenous prices, market clearing, and imperfect substitution between domestic and foreign goods. CGE modeling has become a standard tool for integrated assessment of trade policies especially for small economies. This type of modeling allows combining detailed databases with a sound micro-based theoretical framework capturing the interdependence and inter-linkages of markets. Given their high level of disaggregation, CGE models are useful tool to address structural issues – less so at macro or monetary ones. In particular, CGE models are most relevant to assess long-term impact of trade and fiscal policies. The underlying assumption of market clearance and monetary neutrality render CGE models improper to address short-term impacts of macroeconomic policies.

 Although CGE models consider all facets of the economy – contrary to any partial equilibrium analysis, however, and as is the case with most economic models, they fail to address all kind of issues and all intricacies of an economy. CGE models “are best served” when they are simple and focused. Note that this rule of thumb does not imply CGE models are small as hundreds and thousands of equations are often treated by sophisticated software packages trying to find the optimal solution for either a static or a dynamic CGE model.

A number of structural issues could be usefully explored using CGE models for Lebanon, the most relevant relates to the complex nexus of fiscal and trade policy intentions: As Lebanon is embarking onto a trade liberalization strategy (EU, WTO, GAFTA) its current level of public debt is alarming and calls for a severe fiscal adjustment. Are the two set of trade and fiscal policies contradictory or is there an optimal path to be followed by the decision-makers? Add to this, the existence of an imperfect market structure which leads to rent an inefficiencies at a time when trade is liberalized and economies are fast integrating into a global and competitive economy. 

A Social Accounting Matrix (SAM) was calculated in this paper for Lebanon based upon the recent publication of the national accounts for 1997. This permitted to build a CGE model calibrated to the SAM of 1997, which comprises 15 sectors of activity with one representative household and one trading partner. 

The model is static with imperfect substitution between domestic and foreign goods. Prices are endogenous on each market (goods and factors) and equalize supplies (imports; Lebanese production for the domestic market; factors supply) and demands (final demand from households, the government, investors and the rest of the world; intermediate demand from producers; factors demand), so as to obtain the equilibrium. The equilibrium is general in the sense that it concerns all the markets simultaneously. 

Supply is modeled using nested constant elasticity of substitution (CES) functions, which describe the substitution and complement relations among the various inputs. Producers are cost-minimizers and constant return to scale is assumed (this assumption could be questioned in light of market structures in Lebanon). Output results from two composite goods: intermediate consumption and value added, combined in fixed proportions. The intermediate aggregate is obtained by combining all products in fixed proportions (Leontieff structure). The value-added is then decomposed in two substitutable parts: labor and capital, which are both fully employed and assumed to be perfectly mobile across sectors.
 

Income from labor and capital accrue to the representative household. Household demand is derived from maximizing the utility function, subject to the constraints of available income and consumer price vector. Household utility is a positive function of consumption of the various products and savings. Income elasticities are differentiated by product. The calibration of the model determines a per capita subsistence minimum for each product, which will be consumed whatever the price and the income of the households, while the remaining demand is derived through an optimization process. The subsistence share in the consumption of basic goods is higher than in the consumption of luxury goods. Government and investment demands are disaggregated in sectoral demands once their total value is determined according to fixed coefficient functions. In the static version of the model, public debt service accrue for one part to the representative household, and the second part remunerates foreign investors (hence affecting the balance of payments).

Imperfect competition is modeled by imposing a mark up on marginal costs (for domestic products sold on the domestic market) or on the domestic price for imports. The rents stemming from mark ups accrue to the supplier of the good, be it domestic (the Lebanese representative household) or foreigner (in the form of capital income transfers). The rent is distributed between foreign and local suppliers in proportion of their respective market shares on the domestic market. 
In calibrating the imperfect structure of market, first a composite weighted competitiveness index was calculated using the database of the multiple HHI indicators from the MOET 2003 study. The markets surveyed were reclassified from the ISIC nomenclature to meet the European national accounts nomenclature (NACE), and subsequently the composite index was calculated. 

Hoekman et al. (2001) develops a small model to assess the effect of import competition and domestic entry regulation (i.e., domestic competition) on the industry price-cost markups. The study concludes both anti-competitive disciplines lead to significant markups with varying degrees depending on the size of the country. Larger countries were shown to have a higher markup if the “domestic market” is less competitive (i.e., higher entry regulations assuming same import penetration) whereas smaller countries have larger markups when anti-competitive practices are observed in the trading activity (i.e., low import penetration).   Barriers to imports, erected due to anti-competitive practices (e.g., exclusive agencies, import cartels) are thus more likely to harm small economies that are in essence highly dependent on imports such as Lebanon. Based upon this, and using MOET 2003 findings we calculate the mark up as follows. 

Competition Indicator: Herfindahl-Hirschman Index

	Sectors (NACE classification)
	Herfindhal Concentration Index

	Agriculture
	6.4

	Animal production
	0.1

	Energy and water*
	20.5

	Agro-food
	8.7

	Textile and leather
	1

	Non metal ore
	14.6

	Metal ore
	7.1

	Wood, chemical
	8.9

	Furniture
	1.3

	Other manufactured
	4.6

	Construction
	13

	Transport and telecommunications
	26.8

	Services
	17.3

	Trade
	13.3

	Public administration*
	54.0


Source: Authors calculations based upon database from MOET studyr

* We do not consider mark up in these two sectors which are monopolistic in nature.

In a perfect competitive market, the firms maximizes profit and chooses output so that marginal revenue (MR), which is the market price, equals marginal cost (MC) where MC is the differentiation of the cost function with respect to output Q. In an imperfect market, the firm turns into a price-maker if it enjoys a dominant position; hence the output decision (Q) affects the price it charges. Thus in the case of a monopoly, we get:

MR 
= P + Q* dP/dQ 

= P(1+ Q*dP/dQ*Q/P) 

= P (1+1/ε) 


where ε is the price elasticity of demand;

The monopolist will contract output to receive a higher market price. Setting MR = MC and after rearrangement we get the mark-up or the Lerner Index to be inversely proportional to elasticity of demand:

(P-MC)/P = 1/ ε

In the case of an oligopoly or any imperfect market structure, the price mark-up becomes equal to the composite competitiveness index divided by the price elasticity of demand or

Mark-up = HHI composite index / ε

The elasticity for an Extended LES (ELES) demand, assumed for this CGE model is equal to: 


ε = -s(1-m)/C

Where s is the subsistence minimum, m a share parameter, and C the level of consumption

Finally, and in order to account for the greater tax collection capacity of Lebanon now than in 1997, we impose a 3 percentage points increase in the VAT rate, applied similarly on domestic products and imports and entirely borne by private consumers. The increase was based upon the estimated current VAT receipts as a proportion of private consumption. 

Hence we run the baseline (benchmark) model in GAMS, a complex software that solves non-linear but relatively small models. 

VIII.  Hypothesis, Simulations, and Results 

Simple tariff liberalization (scenario 1)

The promotion of free trade - be it at the bilateral, regional, or multilateral level - cannot be limited to the shallow concept of tariff dismantlement, which are already low in Lebanon, but ought to address the issue of non-tariff barriers (NTB) that are, on the other hand, believed to be considerable as well as imperfect market structures.

Nashashibi (2002) shows that Lebanon’s fiscal dependence on customs duties is the largest in the region with Jordan a distant second. However the calculations were conducted prior to the unilateral slashing of tariffs, the introduction of the VAT, and the introduction of a WTO-compatible custom law; major reforms which reduced the fiscal dependence on customs (but maintained the effective tariff rate due to the VAT). The reduction in the fiscal dependence is large but custom duties still constitute more than 25% of state revenues,
 a fact which raises questions on the implications of trade liberalization during a period the country is struggling to eliminate fiscal imbalances and reach a sustainable path of economic stability and growth. 

	
	Custom revenues excluding VAT (% actual fiscal revenues)
	Effective tariff rate

(includes VAT, excise tax)

	1999
	43%
	23%

	2000
	40%
	21%

	2001
	38%
	16%

	2002
	30%
	26%

	2003
	26%
	25%


Source: Lebanese Higher Customs Council and authors calculations

Note: VAT introduced in February 2002

The model first examines the static effects of simple tariff reduction scenarios on the economy and namely on the fiscal budget of the Lebanese government.  

We reduce the tariffs by half (Scenario 1). As a result, imports become cheaper on the domestic market. They grow 3% compared with the benchmark scenario. But this is insufficient to maintain tariff receipts, which decrease by 47%. As a result, government revenue decrease by 17%. Growth is only modestly picking up: exports grow significantly (+12%), but from a low base. 

The allocative efficiency of the economy (and the business environment) is improved, but in the absence of productivity growth or additional investment, it is insufficient to foster greater activity (-0.3% real output, +0.1% GDP). Investment drops because government savings drops, thereby crowding out private savings. The winner here (at least in the short run) is the household, which sees its purchasing power growing by 2.6%; but the public deficit increases, since the drop in tariff receipts is not compensated by an increase in other fiscal revenues (stemming from the choice of the closure rule).

From a sectoral point of view, some sectors suffers directly from lower protection (e.g., furniture, non metallic products), other benefits from cheaper imported and domestic inputs (e.g. textiles). Construction services suffer from lower investment and other sectors (e.g., services and utilities) benefit from greater domestic demand.

Greater Competition  

Scenario 2: Reduce mark-up on foreign goods

Next we go beyond simple tariff reduction scenarios and examine the implications of a deep integration scenario whereby we introduce the competition factor. Lebanon, as mentioned, has made significant inroads in eliminating or reducing a number of NTB and the literature has conceded that trade agreements which lead to only tariff reduction result in poor static or dynamic gains from trade. The gains would be multiplied if NTB are removed or reduced. However, most studies when examining NTB consider variables such as red tape, transaction costs, standards and norms, but rarely characterize the lack of competition as a typical NTB which can also act as an obstacle to free trade and economic growth. This is the case of Lebanon with the continuing implementation of the law of exclusive agencies and existence of imperfect market structures as highlighted by the MOET study, both of which lead to rent-seeking behavior (price mark-up) and thus hinder free trade and reduce efficiency. 

First, we reduce the mark up on foreign products by half (Scenario 2). This could be achieved for instance by eliminating exclusive import agencies. As a direct result, imports become cheaper at the border (similar to positive terms of trade effect). Imports grow by 2% in real terms, which increases by a similar relative amount tariff receipts. Capital income outflows (the rent accruing to foreign suppliers) decrease, relaxing the balance of payments constraint. As a result, exports decrease too, producers shifting their production towards the domestic market. Output grows by 0.2% (and real GDP by 0.3%), the result of a positive terms of trade effect and improved allocative efficiency (less distortions). Unlike in scenario 1, market liberalization is accompanied by an improved fiscal position.

From a sectoral vantage, sectors which were in competition with protected imports suffer from increased competition, non metallic products in particular.

Scenario 3: Reduce mark-up on domestic goods 

We reduce the mark up on domestic products (sold on the domestic market) by half (Scenario 3). This could be achieved by greater financing access for SME, domestic markets de-segmentation, pro-competition policies, or any other measure the government of Lebanon is actually implementing (See section III, IV, VI). In this case, the domestic demand for Lebanese products increases sharply. Imported products become less competitive (-2%); producers also shift their production towards domestic markets (exports decline by 8%).  Real private consumption grows, but as the price of consumption drops, nominal consumption declines slightly, which explains why government revenue (VAT receipts) decline. This effect is compounded by the decline in imports, which are more taxed than domestic goods. One important and interesting effect is the increase in the remuneration of factors of production: with an increased demand for domestic products (and constant productive capacities), wages and return to capital both rise by some 5.8%. In some respect, the hypothesis that rent-seeking behavior depresses productivity and leads to a production possibility frontier that is below international level is proven to be correct. 

At the sectoral level, the outputs in sectors which were previously shielded from competition grow, as the demand for their products grow. Some sectors suffer indirectly from the macro impact of the reform: trade, as import and export volumes drop, and construction, as investment drops (because final consumption becomes cheaper).

Scenario 4: Increased competition domestically and on the import activity

In a last scenario, we combine the policies of scenario 2 and 3. The impact of raising domestic competition is significant on economic activity and real per capita income (+1.8%). The combination of the two policies is close to the sum of the two policies taken independently. And, contrary to tariff reduction scenario, it is not really dolorous fiscally. Nominal wages and return to capital increase by 6.1% and 6.0% respectively. 
Macro economic results (% deviation w.r.t. to the benchmark scenario)

	Scenarios
	1
	2
	3
	4

	Output, real
	-0.3%
	0.2%
	0.5%
	0.7%

	Private consumption, real
	2.6%
	0.2%
	1.6%
	1.8%

	Investment, real
	-6.7%
	3.0%
	-3.9%
	-1.0%

	Public consumption, real
	0.0%
	0.0%
	0.0%
	0.0%

	Exports, real
	11.9%
	1.9%
	-7.6%
	-5.8%

	Imports, real
	2.9%
	2.4%
	-1.8%
	0.5%

	GDP, real
	0.1%
	0.3%
	0.1%
	0.4%

	Government revenue, nominal
	-17.1%
	0.5%
	-1.6%
	-1.1%

	Real per capita income
	2.6%
	0.2%
	1.6%
	1.8%

	Nominal wages
	-1.1%
	0.2%
	5.8%
	6.1%

	Rate of return to capital
	0.2%
	0.3%
	5.8%
	6.0%


Sectoral results (% deviation of real output w.r.t. to the benchmark scenario)

	Scenarios
	1
	2
	3
	4

	Agriculture
	-0.4%
	-1.9%
	-1.3%
	-3.2%

	Livestock
	0.2%
	-0.5%
	-0.2%
	-0.7%

	Energy
	-5.1%
	0.6%
	3.5%
	4.1%

	Food
	-0.1%
	-1.2%
	4.8%
	3.6%

	Textiles
	6.8%
	-0.5%
	-1.7%
	-2.0%

	Non Metallic products
	-11.9%
	-1.9%
	5.5%
	3.2%

	Metallic products
	1.8%
	2.4%
	-2.0%
	0.2%

	Wood & Chemical products
	1.6%
	-0.1%
	6.9%
	6.7%

	Furniture
	-5.2%
	2.0%
	-3.6%
	-1.8%

	Other Manufactures
	10.8%
	5.7%
	2.6%
	8.2%

	Construction
	-6.7%
	3.0%
	-3.9%
	-1.0%

	Transport and communication
	4.2%
	-0.6%
	5.2%
	4.7%

	Other services
	0.6%
	-0.5%
	2.1%
	1.6%

	Trade services
	1.2%
	0.0%
	-2.1%
	-2.1%

	Public services
	0.0%
	0.0%
	0.0%
	0.0%


IX. Conclusion

Policy-makers, researchers, and the public at large continues to ask the basic question whether Lebanon can afford tariff dismantlement in light of the fiscal adjustment policy adopted by the government to curb the alarming public debt, now equivalent to 170% of GDP. Indeed, The CGE model developed showed that a simple tariff reduction measure, given the Lebanese context, is detrimental fiscally and does not entail large welfare gains unless economic structural reforms are considered. The increase in the import base is not sufficient to maintain a fiscal balance and sectors benefiting from cheaper imported inputs do not generate enough activity beyond a 0.1% GDP growth. 

Lack of competition, in terms of domestic entry or the import activity, creates a price mark up that leads to a distortion in the allocation of resources between sectors (depending on the degree of competitiveness in each sector) but also leads to reduced total factor productivity. Reducing the rent generated from the mark-up on foreign goods has positive implications on both growth, investment, and fiscal revenues while reducing the markup on domestic goods increases factor remuneration, thus proving that imperfect market structures “depresses” efficiency and leads to an inward shift in the production possibility frontier (below international levels). 

One final thought regarding exclusive agency contracts and the rent generated by the private agents. The existing set up of exclusive agents leaves the consumer as well as the government to be the main losers. If the consumer has no say in the pricing policy or the contract signed between the agent and the exporter and is therefore just paying a price higher than the marginal cost, the government has a say but is nevertheless not sharing any of the rent it is indirectly creating by protecting the exclusive contracts. Aside from the mere $330 fee recently imposed by the government for accounting purposes, the government is only an observer and does not benefit from a situation it is creating leaving all the rent to be enjoyed by the importer and the exporter and in principle more by the foreign exporter than the Lebanese importer. 

If exclusive agents and other manifestation of imperfect market structures cannot be properly addressed by policy-makers in the aim of promoting further competition, economic principles and reasoning calls on the government to tax the rent generated by the private Lebanese agents dominating market activity.

This paper represents a first real attempt into modeling the Lebanese economy trying to answer key policy questions facing the Lebanese government, which have long been addressed either through partial analysis exercises or using unscientific or linear methods, both of which paint an incomplete and misleading picture. This model based upon real parameters and founded on microeconomic principles creates a new reality for the ones interested in the Lebanese economy and it adds additional insight with the incorporation of imperfect market structures. A lot of work remains to be done, the door is now open.  

Appendix I: Select macro and trade indicators

	
	2000
	2001
	2002
	2003

	GDP
	0%
	1.5%
	2%
	3%

	Inflation
	-0.4%
	-1.6%
	1.8%
	2.0%

	Fiscal deficit - % of expenditures (% of GDP)
	
	47.6%
	42.3% (16.5% GDP)
	37.1%  (14.5% GDP)

	Primary surplus  (billion LL)
	-1,676
	82
	330
	936.4  (3.5% GDP)

	Public debt (% GDP)
	142%
	162%
	170%
	174%


Source: Ministry of Finance, Lebanon

	
	
	Select Trade Indicators
	
	
	

	 
	Sources of Imports (in %)
	 
	

	Region 
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003

	Arab
	8.4
	9.3
	8.6
	9.0
	12.3
	12.9
	10.8
	12.8

	EU
	49.9
	47.5
	46.4
	46.4
	44.1
	42.0
	43.5
	42.7

	NAFTA
	11.7
	10.1
	9.9
	8.8
	8.0
	7.6
	7.7
	6.5

	ROW incl. rest of Europe
	30.0
	33.2
	25.0
	35.9
	35.6
	37.4
	38.0
	38.0

	Total
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0

	
	
	
	
	
	
	
	
	

	Total imports(mn $)
	7,559
	7,456
	7,060
	6,206
	6,228
	7,291
	6,445
	7,138

	growth rate
	 
	-1.4%
	-5.3%
	-12.1%
	0.4%
	17.1%
	-11.6%
	11.2%

	
	
	
	

	
	
	
	

	 
	Destination of Exports (in %)
	 
	

	Arab
	48.6
	49.0
	47.6
	43.4
	46.0
	44.6
	48.7
	41.8

	GCC
	
	
	
	
	
	23%
	24%
	19%

	EU
	22.9
	23.1
	25.5
	22.4
	20.0
	19.3
	14.2
	9.38

	NAFTA
	4.8
	6.7
	7.5
	6.2
	7.6
	9.3
	5.8
	4.8

	ROW  incl. rest of Europe
	23.8
	21.1
	19.4
	28.0
	26.5
	26.8
	31.3
	44.02

	Total
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0
	100.0

	
	
	
	
	
	
	
	
	

	Total exports (mn $)
	733
	642
	661
	677
	714
	889
	1,045
	1,524

	growth rate
	
	-12.4%
	3.0%
	2.4%
	5.5%
	24.5%
	17.5%
	45.8%

	Export Coverage ratio
	9.7%
	8.6%
	9.4%
	10.9%
	11.5%
	12.2%
	16.2%
	21.3%


Source: Lebanese Higher Customs Council, authors calculations
Appendix II:

	
	Tariff Structure by number of HS items and Value of Imports

	
	2001
	2002
	2003

	 
	number
	value
	number
	value
	number
	value

	Ad Valorem   0%
	35.39%
	36.25%
	35.03%
	31.45%
	42.25%
	33.38%

	Ad Valorem   5%
	45.30%
	32.79%
	46.70%
	36.34%
	41.16%
	33.40%

	Ad Valorem  10%
	1.95%
	1.54%
	2.39%
	1.64%
	2.04%
	1.51%

	Ad Valorem  15%
	3.15%
	3.26%
	2.04%
	3.15%
	1.91%
	2.91%

	Ad Valorem  20%
	3.51%
	3.91%
	3.11%
	4.05%
	2.74%
	4.01%

	Ad Valorem  25%
	1.50%
	1.34%
	1.52%
	1.50%
	1.33%
	1.30%

	Ad Valorem  30%
	0.86%
	0.91%
	0.78%
	0.97%
	0.68%
	0.80%

	Ad Valorem  35%
	0.44%
	0.92%
	0.43%
	1.04%
	0.37%
	0.93%

	Ad Valorem  40%
	0.10%
	0.07%
	0.10%
	0.06%
	0.09%
	0.05%

	Ad Valorem  70%
	n/a
	n/a
	0.10%
	0.02%
	0.09%
	0.01%

	Ad Valorem
	92.20%
	80.99%
	92.20%
	80.22%
	92.65%
	78.29%

	Excisable : Tobbaco
	0.16%
	2.14%
	0.16%
	2.03%
	0.19%
	1.70%

	Excisable : Fuels
	0.14%
	5.03%
	0.29%
	5.66%
	0.24%
	6.17%

	Excisable : Motor Veh.
	0.32%
	6.17%
	0.29%
	5.98%
	0.26%
	5.92%

	Excisable : Other
	0.98%
	0.49%
	1.05%
	0.61%
	0.97%
	0.65%

	Excisables 
	1.60%
	13.82%
	1.79%
	14.27%
	1.65%
	14.44%

	Minimum Collection Duty
	6.20%
	5.19%
	6.01%
	5.50%
	5.36%
	6.02%

	Tariff Modifications
	 
	 
	 
	 
	0.34%
	1.25%

	
	100.00%
	100.00%
	100.00%
	100.00%
	100.00%
	100.00%

	Memo:
	
	
	
	
	
	

	Ad Valorem 0% or 5%
	80.70%
	69.04%
	81.73%
	67.80%
	83.40%
	66.78%

	Excise tax 
	1.60%
	13.82%
	1.79%
	14.27%
	1.65%
	14.44%


Source: Lebanese Higher Customs Council
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� Government had to subsidize Electricite du Liban in 2003 with 300 million USD as a result of increasing oil prices.


� Source: Ministry of Economy and Trade, Lebanon


� Source: Foreign Trade Memorandum submitted to the WTO in May 2001, and Higher Council for Customs


� Nashashibi, K. (2002), “Fiscal Revenues in Southern Mediterranean Arab Countries: Vulnerabilities and Growth Potential.” IMF Working Paper 02/67: Washington D.C. 


� Kafalat s.a.l. (guarantees for loans to small and medium size enterprises) was established in July 1999 as a Lebanese financial institution with a capital of LBP 20 Billion.  It is owned by the National Institute for Guarantee of Deposits, which holds majority shares, and banks operating in Lebanon.  It offers guarantees for loans granted by banks operating in Lebanon to companies in the following sectors: agriculture, industry, tourism, and high technology. 


� Bradford, C. and W. Branson (1987), “Trade and Structural Change in Pacific Asia,” University of Chicago Press and NBER: Chicago


� Krueger, A. (1978), “Foreign Trade Regimes and Economic Developments: Liberalization Attempts and Consequences,” Ballinger publishing co.: Cambridge, Massachusetts. 


� Abed, G. (2000) “Trade Liberalization and Tax Reform in the Southern Mediterranean Region,” in Trade Policy Development, B. Hoekman an H. Kheir-eldin (eds). The World Bank: Washington D.C.


� See also Nashashibi (2002) and the table in section VIII for more recent data


� Total custom duties constitute 26% of total state revenues in 2003, from 43% in 1999


� To name a few of a long list of research work there is: “Bilateral trade patterns and welfare: an Egypt-EU preferential trade agreement” by Denise Eby Konan and Keith Maskus (January 2000); “Deep Integration, Non-discrimination, and Euro-Mediterranean Free Trade” by Bernard Hoekman and Denise Eby Konan (1998); “Trade Policy Developments in the Middle East and North Africa”, edited by B. Hoekman an H. Kheir-eldin (2000). The World Bank: Washington D.C.


� Zarouk, J. (2003); “A Survey of Barriers to Trade and Investment in Arab Countries,” in Arab Economic Integration, A. Galal & B. Hoekman (eds.). Egyptian Center for Economic Studies and the Brookings Institution Press: Cairo- Washington D.C.


� Henri Ghesquiere (1998), “Impact of the EU Association Agreement on Mediterranean Countries,” IMF Working Paper # 116: Washington D.C.


� Lebanon, Egypt, Jordan, Tunisia, and Morocco


� Among Lahouel’s papers: “Competition laws in MENA: an Assessment o the Status Quo and the Relevance of a WTO Agreement.” Working paper 2011, Economic and Research Forum for the Middle East, Iran and Turkey (ERF)


� Abed (2000) calculates the revenue loss as a result of tariff dismantlement by Lebanon under the EU-Lebanese Association Agreement given the fiscal policies at the time (no VAT, and prior to unilateral tariff reduction) and concludes that the loss as a percent of GDP starts at -0.2% by year 3 and reaches -4.2% by year 13th.  Note that the data used by Abed dates back to 1996 when the share of European exports to Lebanon was at its peak and close to 49%, that share has dwindled and has reached the 40% by 2000-2001.


� The figures are based on the agricultural census that was undertaken by the Ministry of Agriculture and FAO between October 1, 1997 – September 30, 1998


� market share for the largest firm


� Even if static, this model is therefore intended to capture long term allocative effects of various trade policies, since transition costs of reallocating labor and capital are ignored. This assumption can easily be amended to capture transition costs.


� Note that most of the VAT revenues are collected at the point of entries and thus the tax base – imports - has not effectively changed but the revenues would be classified under a different column.





