Executive Summary and Introduction

A Time for Suicide

Prepared for

Economic, fiscal, and monetary crises

Two years: Oct 2019-Sept 2021

Chronology and Impact of
public policies and lack thereof
Prepared for

1

Prepared for

A Time for Suicide
Economic, fiscal, and monetary crises

Editor-in-chief
Ramzi El Hafez
Lead researcher
Shikrallah Nakhoul
Cover photo
© AFP Patrick Baz
Acknowledgements
Special thanks to Dr. Makram Sader,
Dr. Mounir Rached, and a dear
anonymous friend for keen review
and valuable technical feedback on
drafts of this report.
Disclaimer

InfoPro is solely responsible for all
statistics, proposals, information, and
opinions expressed in this study. We
apologize for any inadvertent errors and
omissions. They do not necessarily reflect
those of the individuals, companies, and
associations that were surveyed for the
purpose of this report. InfoPro has distilled
all the information, recommendations, and
opinions received, and incorporated it
within its own economic paradigm.

Copyright
© InfoPro 2021

This report examines developments since the beginning of October 2019
until the formation of a new government on September 10, 2021.

M

uch ink has been spilled on the period prior to October 2019,
analyzing what has led to the collapse of the financial and monetary
structures of Lebanon. There have been thousands of analyses in
the media and dozens of papers by ‘experts’ devoted to the issue. Everything
in the Lebanese system has been blamed or put at fault, going back to the
end of the Civil War: The laissez-faire economic system, the confessional
political system, corruption and nepotism, lack of accountability in public
spending, recurrent and growing budget deficits, burgeoning public debt,
unchecked monetary policies, regional and international conspiracies, and
many other issues. Due to fear, ignorance, or both, the impact of the crushing
weight of Hezbollah’s actions and reactions was mostly muffled by analysts,
or blended within the ‘All means all’ slogan. Most of these analyses stopped
at the advent of the events of October 2019.
This report does not attempt to add to the above mentioned plethora of
causes. Our analysis of that period was articulated as part of the ‘Revival 2021’
(www.infopro.com.lb/revival) proposed program, first published in November
2019 with a fourth update published in December 2020.
The purpose of this report is to chronicle and analyze developments since
the beginning of the economic, monetary, and fiscal crises. It starts with the
date of October 17, 2019 and its immediate prequel, not because it was
the birthdate of the debacle. The storm had been brewing for a long time.
That date however has marked a new phase in the country’s trajectory, and
very little has been presented in a compiled format on the failed policies
and national losses accumulating since then, and still ongoing. The period
covered ends with the formation of a new government, and coincides with
the second anniversary of the beginning of the systemic collapse.
We will keep our eyes open and chronicle the upcoming phase.
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Introduction and Executive Summary

The Bottom Line: A DOMINO OF NEGATIVE CONSEQUENCES
The period starting on October 17, 2019 (first day of the uprising) and ending on
September 10, 2021 (formation of the Mikati government) was characterized by a
rapid collapse of the economy and the financial system amidst persistence of political
impotence and a gridlock in governance. During that period, not a single structural
reform was implemented. Quite the contrary, a series of haphazardly implemented
measures created a chain of negative consequences that fed each other. There was
a lack of urgency on the part of various officials to deal with the mounting multiple
crises as testified by bewildered visiting foreign officials and reports by international
organizations that characterized the government inaction as deliberate and the officials
as living in a fantasy land.
There was a political gridlock that prevented any kind of reform. Even when the
government presented its ill-fated ‘Financial Recovery Program’ on April 30, 2020, it
could not find a single political party to endorse it. This stalemate, inherited from past
years, is the core reason for the crises, their incessant deepening, and the failure to
address them.
There was a clear lack of coordination, even antagonism, between various government
agencies, ministries, and the Central Bank (BDL), with whom the relationship reached the
stage of animosity. It seems that each of these entities was freelancing and focusing on
saving its own skin and scoring points. When cornered, as they often were, the ‘policies
of the past 30 years’ were the most frequently used scapegoat. One the one hand, some
officials were trying to lessen political and popular pressure at the expense of foreign
currency reserves, on the other hand, BDL was trying to camouflage its losses. There
were winners and losers amid this disastrous mayhem. Those who have profited from
the status quo included smugglers, holders of Credit Default Swaps (CDS), and even
borrowers who were able to repay their debt at the official rate, gaining substantial asset
value, at the expense of depositors. The losers were everybody and everything else
including the institutionalized system which still had plenty remaining before the crises.
The losses incurred on all fronts during these two years exceeded what had been
lost in one or more decades up to that time and they eroded most of the gains and
development work achieved since the end of the Civil War.
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The Cat Is Out of the Bag

In 2019, inexplicably, and without prior warning, and despite having sizeable foreign
currency reserves, the Central Bank, unilaterally and without consultation or approval
from the government, stopped its proactive interventions to defend the exchange
rate of the lira – a long standing official policy mandated by all ministerial statements.
This has led to the creation of a parallel exchange rate and market. The exchange rate
slipped from the control of BDL which continued to ignore the parallel market and
underestimate its significance. It insisted that the lira’s value remains solidly pegged at
LL1,507 to the dollar. At the onset of the demonstrations, the banks, also inexplicably,
closed their doors, possibly fearing a rush of withdrawals by depositors who have lost
trust in the system. This became a self-fulfilling prophecy that put the nail in the coffin of
the banking system which took three decades to develop and grow. After living in denial
for several months, and allowing self-imposed unofficial capital controls, BDL eased
withdrawals by bank clients of very limited amounts of foreign currency to be converted
and paid in lira, based on a new exchange rate (currently LL3,900), signaling for the first
time its recognition of the collapse of the lira, and instituting a de facto haircut. The list
of multiple exchange rates expanded with time, and the market also created a ‘lollar’
to dollar exchange rate. A growing and sizeable monetary mass in circulation (cash)
escaped the regulated financial system and came into the hands of the more loosely
supervised network of money changers. Cash became king, and the cash economy
threw the doors wide open to a grey economy filled with illicit transactions including
money laundering. The authorities failed to recognize that an immediate abandonment
of the peg would have led to a V-shaped recovery in spite of its extremely high social
cost. Two years into the crises, the social, economic, financial, and fiscal cost is multiple
times what it would have been had the exchange rate been floated from the onset.

In Default

The collapse of the national currency and restrictions on cash withdrawals from banks
brought drought upon both people’s pockets and the State’s Treasury. A moratorium
on debt service, a.k.a default on Eurobonds, was decided and resulted in putting a
halt on any prospects for additional external financing. The government justified its
decision claiming that it was necessary to preserve gross foreign currency reserves
which were at the time around $28 billion excluding gold. The default was done despite
pleas from BDL and other stakeholders opposing it. The government also justified its
default as a measure to reduce expenditure and public deficit. Halting debt service
does not reduce the size of the deficit. Fiscal accounting on a cash basis may allow the
State to camouflage its commitments by not including overdue debt obligations, but
these remain outstanding and accumulate as accrued interest costs. Prior to the default,
the debate around it took merely few weeks. It was ill-planned and disorganized,
and negotiations with lenders never really occurred. It was the end of the ‘Lebanon
never defaults comes rain or sunshine’ pledge, a track record that was one of the most
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valuable national assets. The decision may have been made by panicked officials who
were unprepared to take on what seemed to be a gargantuan task, but they were
also pressured by influential stakeholders well invested in financial instruments that
would multiply in value should a default occurs (Credit Default Swaps). The parties that
politically benefit from the collapse of the central government’s authority also exerted
tremendous pressure to force the default. They ultimately had the upper hand in this
catastrophic decision.

From the Same Disasters Toolbox: Subsidies of Goods

The final ‘default’ straw that broke the little remaining back of trust made the lira
exchange rate go haywire. With all doors to significant financing being closed, the
purchasing power of the national currency dropped sharply, fueling further anger on the
streets. Rather than jumping into immediate reforms, the authorities instead resorted to
the same toolbox that had initially led to the financial collapse.
The subsidy program was greatly expanded to include what has been qualified as basic
necessities. A wide array of goods benefited from the new subsidies, including fuels,
medicines and medical supplies, inputs to manufacturing, and some food items. Not
having left any money of its own to pay for the subsidies, the State, through the Central
Bank, resorted to what remained of the gross foreign currency reserves, whose net value
was already heavily in deficit. This led to further depletion of foreign currency reserves,
and created a price distortion in the market, which was immediately exploited by
smugglers who trafficked the subsidized goods to other countries. The price distortion
also created a black market domestically. As the subsidized quantities reached their
maximum allowable size, shortages of these necessities became widespread. The crisis
also affected electricity supplied by the Electricité du Liban (EDL) which declined to two
to three hours per day. Even neighborhood generators were forced to ration their supply.
The government was pressured by street protests and special interest groups, as well
as by its own political constituents who have become too weak to withstand unpopular
decisions such as curtailing subsidies of products. It did not resort to economic advisors
with experience in crisis management. It did not follow the recommendations of
specialized international organizations (such as the World Bank) which had lobbied
for cash transfers to the needy instead of a blanket subsidy of goods. The promised
cash card program got lost between committees, ministries, advisors, the Council of
Ministers, Parliament, the Central Bank, and donors such as the World Bank and the
United Nations’ World Food Program. It never saw the light. Was it incompetence,
political bickering, turf fights, lack of coordination, or a more sinister reason, namely, to
dole out the disbursements for political gain and to win electors’ loyalties? It was most
likely all of the above. The end result was the termination of most subsidies and no cash
card alternative in place. It was as if a decision has been made to stop or delay incomebased targeting through the cash card.
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Crowding Out the Private Sector

Default, unofficial capital controls and other austerity measures were taken to preserve
foreign currency reserves. They had the opposite effect. Foreign currency reserves
shrank by $15 billion. Not much money was left for manufacturers and agri-producers
to finance imports of raw materials and boost their exports, or even to serve the local
market. It was a missed opportunity to improve the deficit in the Balance of Payments.
No one was paying attention to the private sector which is the only economic engine
left. The loss of jobs and reduced salaries in the private sector exacerbated the poverty
rate and dwindling tax revenues. Funds transferred abroad (a.k.a evaded funds) at
the onset of the crisis also deprived the private sector from much needed financing,
especially for imports of raw material and exports of finished products. BDL and the
banks have given priority to transfering abroad money belonging to fiduciary accounts
over everybody else (Their exact amount is still being debated). It is not clear what the
basis for this prioritization was.

Crisis Mismanagement

With their eyes on the rear mirror rather than looking ahead, the authorities and the
political forces started an interminable debate on whose fault it was that matters got so
bad. The crises opened the door for potential political gains and for the game of musical
chairs of power to begin. The banks having closed their doors, BDL requested the
authorization to impose capital controls. It was rejected by the political forces. The lack
of capital controls crashed the financial system and ensured that the crisis will be deeper
and longer. The concept slowly gained acceptance, at least publicly. Committees were
formed and several drafts were worked on, with the IMF being consulted on the text
of the last version. It didn’t pass muster, and the authorities were reminded that capital
controls must be part of a comprehensive restructuring program. The draft reached
Parliament, but inexplicably, it never got to the floor for a vote – despite that the fact
that most parties were by that time in favor of the move. A hidden agenda?
In parallel, enough political factions coalesced to push the government to mandate a
forensic audit of the Central Bank, which was expanded to encompass all public sector
entities. A saga ensued involving selecting a firm (Kroll then Alvarez), then in getting
BDL to fully collaborate. Alvarez resigned from that mission, citing its inability to access
the BDL accounts it had requested to audit. A law lifting banking secrecy was deemed
necessary for the audit to continue. It was swiftly passed by Parliament. Alvarez returned
to the job in the final days before the formation of the new government. A year was lost.
The audit of other public entities remains just ink on paper.
Following the publication of the government’s ‘Financial Recover Program’, official
talks started with the IMF. Initially, Hezbollah was adamant in rejecting resorting to the
IMF. It finally relented to the talks, but qualified its approval with a reminder of its veto
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power on the final program. The Lebanese delegation included the Ministry of Finance,
the Central Bank, and some advisors. The members of the delegation bickered with
each other, and couldn’t agree on numbers. Startled, IMF representatives advised the
government to halt the meetings until the Lebanese side can come to the talks as a
united front. This didn’t happen. No one took responsibility for the failure of the talks
with the IMF. Each side was blaming the other.
Throughout this period, the banks became cornered. Depositors rushed to their doors
demanding to withdraw all their savings at once. When they couldn’t, they demonstrated
and even attacked some branches. Some political factions also encouraged people to
turn their ire on banks and the Central Bank. Having nothing to offer, and without crisis
management skills or plans, the banks failed to deal properly with their angry clients.
The banks themselves rushed to BDL to withdraw their holdings there. The Central Bank
wasn’t able to be the last resort. The banks had kept a large portion of their money at
BDL rather than at corresponding banks. They became illiquid, and their proverbial
risk management talent turned out to be a fairy tale. Borrowers started settling their
foreign currency debt in lira at the official rate, further exasperating the banks’ financial
position. It also came at the expense of depositors’ money. The government and some
‘experts’ demanded an immediate revaluation of banks’ assets and liabilities, and to
fully write off the banks’ holdings with BDL, i.e. declare bankruptcy of almost every
bank. The pushback was predictable.

Failed Reset Post the Port Explosion

In one go, the Port Explosion in August 2020 destroyed parts of Beirut, with a long tally
of losses: $3.8-4.6 billion in direct damages, losses to financial flows of $2.9 to $3.5
billion, and priority recovery and reconstruction needs of $1.8-2.2 billion. The political
status quo floundered. The government quickly resigned.
Enters France, led by its president Emanuel Macron. In two visits, the first in solidarity
and announcement of France’s commitment, and the second trying to broker, even
impose, a middle ground solution to the political and economic standstill. Macron
and his aides got sucked in into the local quagmire which swallowed his initiative.
On the political front, it led to an attempt to restore the entente between the various
squabbling groups of the ruling class. On the economic front, it presented a reform
plan on diet, centered on rebuilding the electricity sector and including some vaguely
worded statements about reforms. It was perceived as too little. France had no muscle
to impose its vision, and its bag of sticks and carrots was not enough. Bigger and more
invested players were not really at the table, and Macron stood all by himself. He ended
up extracting himself and blaming the political class for its failure to achieve what it
already couldn’t possibly do. The opportunity for a reset was lost.
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A false start ensued with the re-nomination of Saad Hariri to form a government. It took
more than a year for a political balance to be regained and a new cabinet to be formed
by Najib Mikati, albeit with almost the same political configuration of the preceding one.
Perhaps the only silver lining of this catastrophe was the wonderful display of solidarity
and initiatives exhibited by ordinary citizens who hurried from the first minutes of
the explosion to do what they can in order to mitigate the pain of those who directly
suffered from the blast. It showed that the country still has what it takes to stand up on
its feet, once an opportunity presents itself.

Hijacking the Public Narrative

The past two years also witnessed the development of new terms and personalities
that dominated the public narrative in traditional and social media. ‘Kellon ya3ni kellon’
(All Means All), the ‘Manzoumeh’ (Deep State), the Irtitam al Kabeer (Great Collision),
and other nomenclatures summarized and vulgarized the popular sentiments. The new
terms were adopted by the media and even by political figures. Each used it to support
and reinforce a particular position, and applied it to every issue in the public debate.
Dozens of self-declared economic, financial, and fiscal experts (a.k.a mediaconomists)
appeared on television programs, often subsidizing themselves for these appearances.
They supported these appearances by promotions on social media. Unable to personally
capitalize on their short-term fame, they subsequently withered into thin air. Hundreds
of small protest or political groups were formed and collectively became known as the
forces of Thawra (Revolution). They were also called Civil Society, Forces of Change,
Independents, or Opposition. What most of these groups had in common was a call
for the political class to voluntarily go away and call for early elections, peppered with
broad demands such as fighting corruption and bringing the political class to justice.
They shied away from pointing to the overwhelming role of Hezbollah which was barely
mentioned. Short of that, they had nothing in common for what should come next.
There was no leadership and no proposed political or economic programs. With little
political experience or economic basic knowledge, these groups proposed individually a
large number of random measures, not unlike the behavior of their government. Reason
was absent in government, but also on the street. The Thawra was not able to present a
viable alternative. It doesn’t look like it had even tried.

The Bottom Line

The political hegemony, in its regional context, together with the multitude of divergent
special interests and weakened political parties, led to a standstill and gridlock in
government. The accelerating events pushed officials and economic stakeholders into
a state of panic. Under pressure from various quarters, they refrained from taking tough
but necessary decisions. Instead they implemented measures based on unsharpened
instincts and lack of experience in crisis management. These measures ensured the
deepening of the crises and now require a much longer and costlier journey for recovery
and revival. It didn’t have to be this way.
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Summary of Losses Incurred in Two Years
GDP: $50+ billion in
aggregate losses in output

Poverty increased
to 80 percent

Exports down
by five percent

90 percent loss in
the real value of lira
exchange rate

Consolidated balance
sheet of commercial banks
decline by $83 billion (total
assets decreased from $263
billion at the end of October
2019 to $180 billion at the
end of August 2021)

Port of Beirut’s
volume activity down
by 30 percent in 2020

80 percent loss
in the real value of USD
bank deposits
Government deficit:
$1.5 billion
Foreign Exchange
reserves down by
$15 billion
Balance of Payments
deficit widened to $10.6
billion (2020) from a deficit
of $5.9 billion (2019)

Almost total loss of retail
and corporate banking.
Financing almost dry.
Losses in headcount and
branch closures
Beirut Stock Exchange
in 2020: Volume down
by 75 percent. Market
capitalization down
by 14 percent

Minimum monthly wage
dropped from $425 to $32

Losses from Port
Explosion: Damages of
$3.8-4.6 billion, losses to
financial flows of $2.9 to
$3.5 billion, and priority
recovery and reconstruction
needs of $1.8-2.2 billion

Public servant starting
monthly wage dropped
from $630 to $48

Emigration:
10-30 percent (per sector)
of highly skilled workforce

Unemployment: from
11.4 percent pre-crisis to 28
percent in February 2020
(pre-Covid-19) then to 40
percent in the NovemberDecember period of the
same year

Major increase in
air pollution from
neighborhood generators

Inflation / CPI: triple digit
when expressed in LL

Registrations at NSSF
declined by 40 percent
(by 500,000 adherents)

The number of tourists fell
from 1.9 million in 2019 to
just 414,000 in 2020
Imports down by
more than 40 percent
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Imports of industrial
machinery down
by 56 percent
30 to 50 percent decline
in real estate prices
New building permits
down by 28 percent
Cement deliveries down
by 38 percent
Sales of new vehicles
down by 72 percent
33 percent of citizens
deprived of healthcare
versus nine percent in
pre-crisis times
Company closures:
Nearly 17 percent of firms
surveyed by the World
Bank in 2019-2020 are
confirmed or assumed to
be permanently closed
Number of new firms
registered (Beirut and
Mount-Lebanon) down
from 4,700 in 2019 to
around 2,300 in 2020
54,000 students
transferred from private
to public schools
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