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Sustainability of Exchange Rate Policies
and External Public Debt in Lebanon

Simon Neaime*

Abstract

The conduct of exchange rate and fiscal policies in the small open economy of Lebanon has
recently become critical in determining the country’s future economic and fiscal situation. This is due to
the accumulation of a sizable level of internal and external debts since the early 1990s of the last century,
and the pursuit of a fixed exchange rate regime to the US dollar. This paper presents an empirical analysis
of the sustainability of exchange rate and fiscal policies using unit roots and co-integration tests. It is shown
that foreign debt in Lebanon has recently become unsustainable. It is also shown that if the Central Bank
of Lebanon continues to opt for maintaining a fixed US dollar exchange rate arrangement, it would have to
implement crisis-prevention measures, namely by exercising fiscal discipline, managing properly its debts
and foreign reserves, and avoiding future real exchange rate appreciations.
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Abstract

After several years of being blocked, the signing of the EU-GCC FTA (European Union-Gulf
Cooperation Council Free Trade Area) seems imminent. The main objective of this paper is to shed some
light on the EU-GCC relationship. It sets a conceptual framework, compares the EU-GCC Cooperation
Agreement with other EU regional initiatives and explores the evolution of EU-GCC relations. The study
points to the need for economic cooperation, including the long-awaited FTA, and cultural dialogue to transit
from its current fragmented and low profile level to an institutionalized EU-GCC Partnership Agreement.
Two qualifications are added: (a) EU-GCC relations should adopt a more sophisticated model than the
Euro-Mediterranean Partnership; and (b) It should take into account the US strategy on the Middle East.
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Abstract

Over the past quarter century, standards of living in the Arab world have experienced relative
stagnation, as reflected in the expanding income gaps between Arab countries and their East Asian and OECD
counterparts over time. The evidence suggests that for all categories of Arab countries, lack of confidence
with regard to protection of property rights (rule of law) and deplorable standards of democracy are the
main factors explaining the relative underdevelopment of the Arab world. This is consistent with the global
evidence in this literature and confirms the adage: “Institutions Rule”. However, in addition to its indirect
influence through institutions, geography is also found to be directly associated with underdevelopment
in some large, tropical and arid Arab countries. This suggests that explicit consideration of the physical
ecology of development should be given high priority as well.
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