
Middle East and North Africa Region

Fall 2021

LEBANON
ECONOMIC
MONITOR

The Great 
Denial





1

EXECUTIVE SUMMARY

T he scale and scope of Lebanon’s 

deliberate depression are leading to the 

disintegration of key pillars of Lebanon’s 

post-civil war political economy. Our Fall 2020 

issue of the Lebanon Economic Monitor (LEM 

hereafter) titled The Deliberate Depression argued 

that the depression was self-imposed, or more 

precisely, imposed onto the general population by 

the elite that has long ruled the country and captured 

the state and its associated economic rents (the role 

of elite capture as a constraint to development in 

Lebanon was a central thesis of the 2016 Lebanon 

Systematic Country Diagnostic (World Bank). 

This capture persists despite (1) a crisis which we 

estimated to potentially rank among the top three 

most severe economic collapses worldwide since 

the 1850s, (Lebanon Sinking (to the Top 3)), Spring 

2021 LEM); and (2) non-confessional and, at times, 

massive popular movements. The elite’s preference 

has been to hold onto power and its rents—even as 

these shrink comme une peau de chagrin—and this 

entails preventing a recovery by eluding fundamental 

reforms to the unsustainable and now failed post-civil 

war development model.

Real GDP is estimated to decline by 10.5 

percent in 2021, on the back of a 21.4 contrac-

tion in 2020. In fact, Lebanon’s GDP plummeted from 

close to US$52 billion in 2019 to a projected US$21.8 

billion in 2021, marking a 58.1 percent contraction. 

This represents the highest contraction in a list of 193 

countries. The deliberate depression is creating long-

lasting scars on the Lebanese economy and society: 

basic public services are failing; increasing numbers 

of Lebanese are migrating, especially those that are 

highly skilled. Meanwhile, the poor and the middle 

class, who were never well served under this model 

in the first place—the country was one of the most 

unequal in the world pre-crisis (Assouad 2017)1—are 

carrying the main burden of the crisis. All components 

of GDP, bar net exports, are expected to continue 

to be negatively contributing to growth in 2021.2 

A scarce source of growth is the trade in services 

balance, led by the tourism sector. Tourist arrivals 

surged by 101.2 percent over the first seven months 

of 2021 (7M-2021). In our Special Focus, we analyze 

in detail the reasons for the weaker than expected 

increase in exports considering the Lebanese lira’s 

sharp depreciation. Private consumption continues to 

suffer heavily, having taken a severe blow since the 

eruption of the crisis in end-2019.

1 Assouad, Lydia. 2017. World Bank Rethinking 
the Lebanese Economic Miracle: The Extreme 
Concentration of Income and Wealth in Lebanon 2005–
2014, World Inequality Lab Working Paper No. 2017/13.

2 It is important to note that, over the past couple of years, 
net exports contributed positively to growth due to a 
collapse in domestic demand, which in Lebanon has a 
high import content.

https://openknowledge.worldbank.org/handle/10986/34842
http://documents1.worldbank.org/curated/en/951911467995104328/pdf/103201-REPLACEMNT-PUBLIC-Lebanon-SCD-Le-Borgne-and-Jacobs-2016.pdf
http://documents1.worldbank.org/curated/en/951911467995104328/pdf/103201-REPLACEMNT-PUBLIC-Lebanon-SCD-Le-Borgne-and-Jacobs-2016.pdf
https://openknowledge.worldbank.org/handle/10986/35626
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a sharp decline in US$ GDP (a denominator effect). 

This is expected to be offset by an improving trade-

in-services balance, buoyed by the strong recovery 

in tourism. By September 2021, gross FX reserves 

(excluding gold reserves) at BdL reached US$18.8 

billion, declining by US$5.3 billion since end-2020. 

Meanwhile, required reserves on banks’ customer FX 

deposits is estimated at US$14.8 billion. BdL does 

not publish net reserves, but these are estimated to 

be negative.

As repeatedly called for, Lebanon urgently 

needs to adopt and implement a credible, com-

prehensive, equitable reform plan if it is to avoid 

a complete destruction of its social and economic 

networks and immediately stop irreversible loss 

of human capital.6 As detailed and called for in our 

previous LEMs, this strategy would be based on: 

(i) a new monetary policy framework that would regain 

Monetary and financial turmoil along with 

surging inflation continue to drive crisis conditions. 

The exchange rate further deteriorated in 2021, with 

the US$ banknote rate depreciating by 211 percent 

(year-on-year – yoy) over the first 11 months of 2021 

(11M-2021), breaching repeatedly the LPB22,000/

US$ threshold.3 This is within a multiple exchange 

rate system that also includes the official exchange 

(LBP1,507.5/US$), and central bank (Banque du 

Liban – BdL), administered lower rates. Overall, the 

World Bank Average Exchange Rate4 depreciated 

by 219 percent (yoy) over 11M-2021. Exchange rate 

pass through effects have implied surging inflation, 

which is estimated to average 145 percent in 2021—

the 3rd highest globally after Venezuela and Sudan. 

After falling to 100.6 percent (yoy) by June 2021, 

inflation rose again to 173.6 percent (yoy) in October. 

The surge since June is linked to the steady removal/

fading of the FX subsidy on imported goods. We 

estimate the exchange rate pass through coefficient 

at 59–77 percent.5

Public finances improved in 2021 as 

spending collapsed faster than revenue. 

Revenues are projected to almost halve as a ratio 

of GDP, from an already low 13.1 percent in 2020 to 

a mere 6.6 percent in 2021—this is the third lowest 

revenue ratio worldwide in 2021, ahead of only 

Somalia and Yemen. The expenditure contraction 

was even more pronounced, shrinking by 9.4 per-

centage points (pp) to 7 percent of GDP in 2021. 

This partly reflects low interest payments due to the 

Eurobond default and a favorable arrangement with 

BdL on domestic debt as well as drastic cutbacks 

in primary spending (these fell by 4.2 pp of GDP, 

over the first six months of 2021). As a result, we 

project the overall fiscal (primary) balance to reach 

–0.4 (0.2) percent of GDP in 2021, compared to –3.3 

(–0.8) percent in 2020.

The sudden stop in capital inflows and 

the large current account (CA) deficit continued 

to steadily erode BdL’s gross foreign exchange 

(FX) reserves. The CA deficit-to-GDP ratio remains 

broadly unchanged in 2021 at a projected 9.8 

percent as strong remittances and tourism offset 

a wider trade deficit in goods. A widening trade-in-

goods deficit-to GDP-ratio in 2021 is largely driven by 

3 The new year heralded an unfortunate, albeit not entirely 
unanticipated milestone for the Lebanese economy; 
on January 4, 2022, the US$ banknote exchange rate 
breached the LBP30,000/US$ mark for the first time.

4 Since the Spring 2021 LEM, we have adjusted the AER 
to account for changes in the FX subsidy, including the 
divergence of coverage for fuel and medications. For a 
more detailed explanation, please see footnote 18.

5 That is, if the average exchange rate depreciates by 100 
percent, inflation would rise by between 55 to 77 pp.

6 The World Bank has produced a series of publications/
policy notes which detailed specific structural and 
sectoral reforms that could have helped achieve a 
soft landing prior to the crisis. These include:(1) World 
Bank (2016), Priority Reforms for the Government of 
Lebanon, December 2016; (2) Harake, Wissam and 
Christos Kostopoulos (2018), Strategic Assessment: 
A Capital Investment Plan for Lebanon, World Bank 
Group, Washington DC World Bank (2018); (3) De-
Risking Lebanon, the Lebanon Economic Monitor, Fall 
2018 Issue. In subsequent failure for the Government to 
de-risk the economy, Bank also presented publications 
that identified measures that addressed crisis conditions. 
Specifically, we refer you to:(1) World Bank (2019), 
When Gravity Beckons, the Lebanon Economic Monitor, 
Fall 2019 Issue; (2) World Bank (2020), The Deliberate 
Depression, the Lebanon Economic Monitor, Fall 2020 
Issue; and (3) World Bank (2021), Lebanon Sinking (To 
the Top 3), the Lebanon Economic Monitor, Spring 2021 
Issue.
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confidence and stability in the exchange rate; (ii) a debt 

restructuring program that would achieve short-term 

fiscal space and medium-term debt sustainability; (iii) a 

comprehensive restructuring of the financial sector in 

order to regain solvency of the banking sector; (iv) a 

phased, equitable, fiscal adjustment aimed at regaining 

confidence in fiscal policy; (v) growth enhancing 

reforms; and (vi) enhanced social protection.
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