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Foreword

In 2002, H.E. the Prime Minister Rafik Hariri and H.E. the Minister of Economy and Trade
Basil Fuleihan started the project to develop the economic accounts of Lebanon in order to
provide a description of the evolution of the Lebanese economy. From the very beginning,
this project has benefited from the technical support of the French Institute of Statistics and
Economic Studies, whose reputation in this area is unquestioned. The choice was to retain
1997 as the base year, due to the availability of a number of statistical surveys. This has
allowed the complete calculation of the accounts 1997", then the series of economic
accounts 1997-2002%, and then the economic accounts for 2003 and 2004*. The
publication of the Economic Accounts 2005, | am pleased to celebrate now, raised hopes
that next year will be made available the accounts of the years 2006 and 2007, which is
complying with the international standards on national accounts release. We have already
made arrangements to ensure the full achievement of this project and requested further
support from France.

The year 2005 was marked by the terrible event which took the lives of Prime Minister
Rafik Hariri, Minister Basil Fuleihan and many others. This event has had also a major
impact on the momentum of very strong growth in late 2004. Due to a precautionary
behavior of the population, consumption fell sharply; however, in tune with the cycle of
economic expansion in the region, the strength of foreign demand and the continuation of
the cycle of private investment have helped to support the activity. Similarly, the
improvement in the public spending control and the continued decline of the public deficit
were carried on. When the consumers recovered confidence, the improvement of the
economic situation at the end of 2005 has led to expect a very strong growth in the year
2006 which could have been as good, if not better, than 2004. The proof is a fact that, when
it is not affected by the dramatic events experienced by our country in recent years, our
economy is able to achieve high performance.

With the continuation of the project of national accounts, Lebanon will soon have a long
series of data and an updated description of the performance of the Lebanese economy.
This has enabled already to develop a lot of work of economic analysis, which was the deep
wish of Minister Basil Fuleihan. For all of these lessons and their work, | extend my thanks
to Mr. Robert Kasparian and his staff, and to all the Lebanese and international
organizations who have contributed to this project. | also thank the French authorities for
their support.

The Chairman of the Council of Ministers

Fouad Siniora

! Ministry of Economy and Trade - Republic of Lebanon - May 2003

2 Ministry of Economy and Trade - Republic of Lebanon - July 2005

8 Presidency of the Council of Ministers - Republic of Lebanon - May 2006

4 Presidency of the Council of Ministers - Republic of Lebanon - February 2007
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Introduction

The economic accounts of Lebanon for 2005 presented herein are in line with the
conventions and methodology that were adopted during the compilation of the accounts of
1997 to 2004. This simplified account model, which was adopted in the light of statistical
gaps in the national economy, draws on national accounts as recommended by the United
Nations and the European Union (EU) and estimations for the various economic accounts
were compiled using available data.’

However, estimates in some sectors were revised given the availability of new data on the
national economy. Within that context, data on the industrial and services sectors were
amended following a survey in 2003 on the leading 900 companies, which was undertaken
by the University Observatory of Socio-economic Reality of Saint Joseph University and
financed by the Association for the Development of Exchanges in Economic and Financial
Technology (ADETEF). Moreover, the collection and analysis of tax returns of industrial
and trade establishments for 2003 and 2004 as well as statistics drawn from the VAT files
for 2003-2005 have helped to highlight economic trends in some sectors.

Economic growth, which began in 2003 and expanded in 2004, was interrupted violently in
2005 in the aftermath of the assassination of the Prime Minister Rafic Hariri on 14
February of that year.

Consequently, imports have continued their sharp decline, driven by a further weakening of
internal and external demand. However, despite a drop in current transfers, a surplus in the
balance of payments is evident, which can be attributed to a drop in the deficit of the
balance of trade and to improvements in external financing.

These issues are detailed in the accounts and are presented in the following two parts:

@) Part one, which reviews the goods and services accounts, and describes various
aspects of the real economy and their development. It comprises five chapters devoted to
the variables that constitute the basic balance of these accounts, namely:

production + imports = consumption + gross fixed capital formation and changes in
inventories + exports;

(b) Part two, which comprises two chapters, presents the general balance of accounts by
integrating the whole set of flows that constitute the general economic activity. The first
chapter is devoted to the integrated accounts of the national economy, incorporating
production accounts and linking these with the distribution and financial transactions
accounts; and the second chapter provides the rest of the world accounts and the balance of
payments.

The main basic accounts are published in appendix | as follows:

% For more information on the account model and estimation methods, see two publications by the Ministry of
Economy and Trade, namely: “Economic Accounts of Lebanon, 1997” (May 2003); and “The economic
accounts of Lebanon, 1997-2002” (July 2005).



Within the framework of goods and services accounts: supply-use accounts of goods and
services regrouped in 15 categories; and input-output tables of goods and services accounts
according to the seven main sectors of the economy.

Within the framework of institutional accounts: commercial banks accounts; public
administration accounts: and the estimated accounts of the whole Government.®

A review of the 1997-2005 accounts will be published later after its revision according to
the new data available. Therefore, it will be possible to study the behaviour and state of the
Lebanese economy during the different phases of this period.

® With the exception of the public administration, data relating to specific governmental agencies are as yet
unavailable.
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PART ONE: The goods and services account

The real economy is described by the total goods and services account. Table 1 below
presents the results of this account for 2005 compared to 2004. Estimating the accounts at
constant prices makes it possible to draw out the effects of the price change in total
variation, which in turn yields real growth.

Table 1
Total goods and services account, 2004-2005
Value (LBP billion) % Change / year
2005 at
2004 Price  Volume
2004 2005 prices changes change
Uses
Private consumption 27 657 27 542 26 984 2.1 -2.4
Public consumption 4 840 5002 4978 0.5 2.9
Private GFCF, varying inventories 6 079 6 160 5954 3.5 -2.1
Public GFCF 995 921 902 2.0 -9.3
Total: national expenditure 39571 39 625 38 818 2.1 -1.9
Exports 6 426 6 869 6 749 1.8 5.0
Uses = resources 45 997 46 495 45 567 2.0 -0.9
Resources
GDP 32 359 32499 32700 -0.6 1.1
Imports 13 638 13 995 12 867 8.8 -5.7

The growth rate of the domestic economic activity in real terms as measured by the gross
domestic product (GDP) at prices in previous year was 1.1% in 2005, compared to 7.4% in
2004, 4.1% in 2003 and an average of 2% over the period 1997-2002.

The drop in economic growth resulted from a decrease in national expenditure in real terms
(-1.9%). This decline comes after two consecutive years of significant increases, namely:
6.8% in 2004 and 4.4% in 2003. Moreover, this decline can be largely attributed to a sharp
drop in household consumption (-2.4%), while total public expenditure of consumption and
investment remained at approximately the same level as in 2004, and private investments
continued to grow, albeit with a decrease in inventories.

However, an increase in the volume of exports (5.0%) partially offset the decrease of
national demand, thereby resulting in a drop in total demand of 0.9% in volume.

Clearly, local production has failed to match fluctuations in local and foreign demand. In
fact, as in 2003, there was a stronger decrease in imports than in demand (-5.7% in real
value). The same phenomenon was observed during the two previous years, albeit in the
opposite direction, whereby the growth rate of imports was greater than the corresponding
demand.

Inflation as measured by the change in consumer price levels was more modest in 2005 at

2.1%, compared to 3.1% in 2004 and 3.6% in 2003. However, this inflation is significant
given that the import price level measured by the unit values index increased by 8.8% in
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2005, compared to 6.7% in 2004 and 5.6% in 2003, while the prices related to domestic
output were almost stable at -0.6% in 2005, 0.9% in 2004 and 1.6% in 2003.

Details of the development of the aggregates in the goods and services account in 2005 are

set forth below under the following five chapters: domestic output; imports; consumption;
gross formation of fixed capital and changes in inventories; and exports.

12



Chapter 1
Domestic output

Gross domestic product (GDP) measures the level of production activity of the various
economic agents within a country. It is equal to the sum of value added by companies (sole
proprietorships, private companies and public enterprises) producing goods and services
evaluated at market prices, plus the Government output of non-market services evaluated at
factor cost.

Table 2 illustrates the distribution of GDP by various economic sector and its development
in 2005 compared to 2004.

Table 2
Value added by sector, 2004-2005
Value (LBP billion) % Change / year
2005 at
2004 Price  Volume
Sector 2004 2005 prices changes change
Agriculture and livestock 1705 1690 1696 -0.4 -0.5
Energy and water supply 73 -188 74 -353.9 1.0
Industry 3783 3786 3793 -0.2 0.3
Construction 2 404 2 669 2521 5.9 4.9
Transport and communications 2404 2 360 2514 -6.1 4.6
Market services 10 622 10 925 10 952 -0.2 3.1
Trade 7756 7534 7428 1.4 -4.2
Government 3612 3722 3722 0.0 3.1
Total GDP 32 359 32499 32700 -0.6 1.1

The drop in economic activity affected almost all the sectors to varying degrees. Increases
were witnessed only in the communications sector and, to a lesser extent, in the areas of
construction and non-market services. Trade decreased substantially following a
concomitant drop in the volume of imports.

The growth or the decline of the value added depends both on the real activity in a given
sector and on changes in production and input prices. Significantly, the value added in the
energy sector decreased to negative figures despite low albeit real growth. This can be
attributed to the substantial rise in the price of oil products used for generating electricity,
which was not accompanied by an equivalent rise in the selling price of electric power.

Details of the value added in the various sectors of the economy are set forth below.
Section I. Agriculture and livestock
The value added in agriculture and livestock is calculated by subtracting the estimated

value of the intermediate consumption from the production at farm gate prices, as
illustrated in table 3.
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Table 3
Agricultural output, 2004-2005

Value (LBP billion) % Change / year
2005 at

2004 Price  Volume
Output sector 2004 2005 prices changes change
Cereals 78 93 91 2.0 17.1
Fruit 821 784 782 0.2 -4.7
Plants used for manufacturing 117 103 97 6.6 -17.1
Vegetables and other plants 604 625 614 1.7 1.6
Agricultural products 1620 1605 1585 1.3 -2.2
Live animals 290 303 312 -2.8 7.6
Animal products 214 221 219 0.6 2.3
Fishing products 54 57 60 -4.0 10.9
Animal and fishing products 558 581 591 -1.7 5.9
General total 2178 2186 2175 0.5 -0.1
- intermediate consumption 473 496 479 3.6 1.2
= Gross value added 1705 1690 1 696 -0.4 -0.5

Overall, the value added in agriculture and livestock decreased slightly in 2005 compared
to 2004. This decrease owes largely to the increase in the value of raw materials used, at
4.8%, which was greater than the value of production, at 0.4%. These increases result from
price rises; at constant prices, output and value added of agricultural sector have remained
almost unchanged compared to 2004

Development of agricultural output

Agricultural output in terms of volume was down in 2005, particularly as a result of a poor
fruit crop.

Moreover, this decrease in the production of fruit, at 4.7%, owes solely to the very strong
decrease in the production of olives in 2005, which comes after a strong increase of the
output during the previous year. Within that context, the Ministry of Agriculture estimated
the output of olives at 83 200 tons in 2003, rising to 167 300 tons in 2004 and falling
sharply to 76 500 tons in 2005. By contrast, production of all other fruit crops is estimated
to have dropped by a modest 0.5%.

The production price of fruit has been stable (0.2%). Excluding olives, where production
price increased by 16.6%, the prices of the other fruits have in fact decreased by 2.7%.

On the other hand, the production of vegetables, which ranks second in importance in the
agricultural sector, grew both in volume (1.6%) and in price (1.7%). In particular, the
potato output increased from 499 000 to 511 000 tons between 2004 and 2005, and the
tomato yield grew from 225 000 to 277 000 tons over the same period.

Industrial cultures are made up of sugar beet, whose output decreased from 84 800 to

79 200 tons, and of tobacco, which witnessed a drop from 11 000 tons in 2004 to 9 000
thousands tons in 2005.
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By contrast, the output of cereals grew significantly, particularly the production of wheat,
which makes up 60% of the value of total cereals and which rose from 137 000 tons in
2004 to 144 000 tons in 2005.

In the area of livestock and fishing, that sector increased in 2005 at the higher rate of 4.1%
compared to the two previous years, namely, 1.2% in 2004 and 3.2% in 2003. This increase
was accompanied with an overall decrease of farm price at 1.7%.

However, this increase of produced quantities of live animals arises from divergent
accounting data related to the resources and uses of the sector. Specifically, according to
estimates by the Ministry of Agriculture, the output of live animals actually decreased by
3% in volume following a drop in the production of poultry from 137 300 tons in 2004 to
130 600 tons in 2005, and with a stagnation of red meat.

The increase in the quantities of animal products, at 2.3%, is the result of a concomitant
increase in the production of fresh milk which, according to estimates by the Ministry of
Agriculture, grew from 244 000 tons in 2004 to 251 900 tons in 2005; of eggs, which
witnessed a modest rise from 755 to 758 million units; and of honey, which went up from
1 070 tons to 1 095 tons.

Intermediate consumption in agriculture and livestock

Contrary to the output, which is subject to regular reviews by the Ministry of Agriculture,
the intermediate consumption in agriculture and livestock is not captured by direct surveys
of farmers. Consequently, this is estimated indirectly by analysing the output and the
import of products intended for agriculture and livestock, including, among others, seeds
and seedlings, water for irrigation, fertilizers, pesticides and cattle feed. In general, most of
these products are imported, which also makes it possible to estimate price trends from the
perspective of farmers as well as quantities used.

The modest increase in the volume of intermediate products used in agriculture in 2005
compared to 2004 (1.2%) owes to the decrease in quantities of imported fertilizers (-29%)
and an increase in imported pesticides (9.5%). Equally, imports of other input products in
agriculture and livestock have stagnated or decreased, including seeds and seedlings, at
-2.9%; and cereals and other products for animal feeding, at -1.7%.

Moreover, the price increases of these products (3.6%) can be attributed to the rise in
import prices of fertilizers (15.5%), price of fuels (21%). This increase was dampened by a
decrease of import prices of pesticides (-8.5%), and of seeds and seedlings (-2.5%).

Section Il. Energy and water

In addition to public companies, which control the production and the distribution of
electricity and water, many small private enterprises produce and sell electricity at the local
level given frequent power cuts on the public network, while other private companies
distribute water to households via water tankers.

Estimates for 2005 are based on earlier figures using available data (see table 4).

15



Table 4
Energy and water output, 2004-2005

Value (LBP billion) % Change / year
2005 at
2004 Price.  Volume
Output sector 2004 2005 prices changes change
Electricity 1158 1158 1168 -0.9 0.9
Water 171 173 173 0.0 1.2
Total 1329 1331 1341 -0.8 0.9
- intermediate consumption 1256 1518 1267 19.9 0.9
= Gross value added 73 -188 74 -353.1 1.0

Development of electricity output

The development of electricity output is proportional to the distribution of electrical current
on the network, which increased by 0.9%, or 10 580 gigawatt-hours (GWh) in 2005 up
from 10 491 GWh in 2004.

In the absence of data related to the distribution of water, the consumption of this natural
resource is assumed to increase proportionally with the population growth rate, which is
approximately 1.2% per annum.

In theory, prices remained constant given that tariffs were not changed between 2004 and
2005. In practice, however, since electricity tariffs are progressive, the average price of
kilowatt-hour distribution depends largely on the breakdown of consumption between
households. According to data by Electricit¢ du Liban (EDL), the average prices of
kilowatt-hours invoiced in 2005 were modestly lower than those of 2004 (-0.9%).

Development of intermediate consumption in the energy sector

The intermediate consumption in this sector remained constant in volume, with a modest
decrease in imports of fuel for EDL being offset by the increase of other inputs, namely: the
quantities of imported fuel oil, which dropped between 2004 and 2005 from 1 383 to 1 360
thousand tons; and gas oil, which fell from 842 000 to 782 000 over the same period.
However, the value of these fuels increased significantly following the price hike of those
commodities in the market.

Consequently, the value added in this sector, which represents a small part of the value of
output, fell by 274.3%, even to negative figures, dropping from LBP 83 billion in 2004 to
LBP -188 billion in 2005. At constant prices, the value added would have increased by 1%,
despite a very modest increase in production arising from sluggish intermediate
consumptions.

Section I11. Industry
Table 5 illustrates the development of the production of the various sectors of industry as

well as that of the intermediate consumption by type of goods and services used in the
production process.
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Table 5
Industrial output, 2004-2005

Value (LBP billion) % Change / year
2005 at

2004 Price  Volume
Output sector 2004 2005 prices  changes change
Output
Food and beverages 3183 3007 2911 3.3 -8.5
Textiles 706 743 715 3.8 1.3
Non-metallic ores 989 1112 1088 2.3 9.9
Metals, machinery, equipment 1404 1648 1600 3.0 13.9
Timber, rubber, chemicals 1182 1161 1109 4.7 -6.2
Furniture 477 500 480 4.1 0.7
Other 967 930 958 -2.9 -1.0
Total 8908 9101 8 860 2.7 -0.5
Intermediate consumption
Agriculture products 746 656 668 -1.9 -10.4
Animal products 580 525 514 2.2 -11.4
Energy and water 430 551 453 21.5 5.3
Food products 295 287 262 9.6 -11.3
Textiles 275 267 280 -4.8 2.0
Non-metallic ores 520 569 546 4.3 5.0
Metals, machinery, equipment 874 981 942 4.1 7.8
Timber, rubber, chemicals 1157 1192 1101 8.3 -4.9
Other manufactured goods 84 87 100 -12.5 18.7
Services 164 201 201 0.0 23.3
Total 5125 5315 5067 4.9 -1.1
Gross value added 3783 3786 3793 -0.2 0.3

As a whole, the volume of the industrial production (output) in 2005 was lower than in
2004 (-0.5%). Given a greater decrease in the volume of input in the industrial sector
compared to production (-1.1%), the value added at constant prices has witnessed a net
growth (0.3%).

In addition, manufacturers did not raise producer prices in proportion to consumed
intermediate products prices (2.7%, rather than 4.9%), thereby keeping constant the factors
of production prices.

Development of industrial output

The various industrial sectors have not been affected equally by the slowdown of economic
activity. Specifically, while the agro-food, timber, rubber and chemicals industries have
seen the volumes of their output decrease very noticeably, production in most other
industrial sectors remained almost stationary, with significant growth evident only in the
metals, machines and equipment industries.

The decrease of production in the agro-food sector can be attributed to the fall in demand of
such consumer products as local tobacco and fresh meat. Consequently, the State-owned
tobacco monopoly, Régie des Tabacs, decreased its production of manufactured tobacco
from 1803 tons in 2004 to 655 tons in 2005. Similarly, the import of cattle and sheep
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decreased from 127 000 tons in 2004 to 98 000 tons in 2005; and the production of olive oil
decreased following a sharp fall in the olive crop (see section | above under development of
agricultural output).

Development of intermediate consumption in industry

The composition of industrial inputs varies according to the development of the output of
the various sectors. Consequently, the decrease in volume of the consumption of agriculture
and livestock products stems from the decrease of agro-food industries. It is important to
note that the increase in the relative value of the consumption of various products is
comparatively insignificant as set against a modest weight in inputs.

Section V. Construction

The real growth of construction is inferred from statistics on raw materials used in this
sector, namely: local cement deliveries by local cement factories, and imported products
used in building and public works. Table 6 shows the variation of the construction output in
value and volume as well as that of intermediate products consumed in the construction
process.

Given that it is not observed directly, the variation of construction prices is estimated as a
function of the weighted average of changes in the wages of manual workers and of the
prices of raw materials. Within that context, an increase in the price of labour at
approximately 8% suggests a concomitant rise in construction prices of some 5.2%, set
against an increase of 4.5% in the value of raw materials intended for construction.

Table 6
Construction output, 2004-2005
Value (LBP billion) % Change / year
2005 at

2004 Price Volume
2004 2005 prices  changes change
Output 4 451 4 858 4616 5.2 3.7

Intermediate consumption
Non-metallic ores 813 880 844 4.3 3.8
Metals machinery, equipment 827 881 846 4.1 2.3
Timber, rubber, chemicals 228 237 219 8.3 -4.2
Other goods 36 35 31 13.9 -13.0
Services 143 156 156 0.0 29.2
Total 2 047 2189 2 096 4.5 3.4
Gross value added 2 404 2 669 2521 5.9 3.9

The variation of the volume of consumed intermediate products was not the same for all
types of inputs, with more significant fluctuations in the consumption of some services,
particularly financial services.

Specifically, the total factors of production prices comprising the value added, which
includes depreciation, wages and mixed income, suggests an increase of 5.9%.
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Section V. Transport and communications

In 2005, the transport and communications sector continued to grow in volume (6.2%),
albeit at a reduced rate compared to 18.7% reached in 2004. This growth can be largely
attributed to a dramatic development of telecommunications, whereas the air transport
sector remained stationary.

Table 7 shows the key development of telecommunications in 2004-2005, with a
production rise of 8.1% and stable prices.

Table 7
Transport and communications services output, 2004-2005
Value (LBP billion) % Change / year
2004 at
2004 Price  Volume
Output sector 2004 2005 prices changes  change
Road transport 751 769 753 2.0 0.2
Air transport and others 372 418 372 12.4 0.0
Post and telecommunications 3474 3756 3756 0.0 8.1
Total 4 598 4942 4 881 1.3 6.2
- intermediate consumption 2193 2 582 2 366 9.1 7.9
= Gross value added 2 404 2 360 2514 -6.1 4.6

It is important to note, however, that the road transport sector is underestimated owing to
the fact that it does not take into account the goods transport activity, given the lack of
relevant data. This effectively decreases the share of this sector in GDP in favour of other
sectors, particularly trade.

The deterioration of value added prices owes to the rise in input prices, particularly in fuel
prices. By contrast, production prices remained practically unchanged except in the air
transport sector, where prices increased substantially under the double effect of an increase
in fuel prices and of airport taxes in most countries. Consequently, while statistics by the
International Air Transport Association (IATA) reveal a significant increase in the value of
air tickets sold in Lebanon, the actual number of passengers departing Beirut International
Airport remained at the same level as in 2004.

Section VI. Market services

Table 8 reproduces the production account of the market services sector, excluding
transportation, communications and trade. This sector witnessed a more modest growth
than in 2004, with an increased of value added at 3.1% in real terms compared to 4.2% in
2004.

Development of market services output

The market services sector is highly heterogeneous and regroups various activities, many of
which experienced disparate developments.
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Table 8
Market services output, 2004-2005

Value (LBP billion) % Change / year
2005 at

2004 Price  Volume
Output sector 2004 2005 prices changes  change
Services to businesses 900 983 983 0.0 9.2
Maintenance and repairs 251 217 213 1.8 -15.3
Housing 2299 2343 2343 0.0 1.9
Hotels and restaurants 1259 1236 1246 -0.8 -1.0
Various personal services 785 814 793 2.7 1.0
Health services 1865 1836 1847 -0.6 -1.0
Education services 3059 3201 3148 1.7 2.9
Financial services 2 545 2 796 2 796 0.0 9.9
Total 12 963 13 427 13 370 0.4 3.1
- Intermediate consumption 2341 2501 2418 3.4 3.3
= Gross value added 10 622 10 925 10 952 -0.2 3.1

a) Business services

Business services include such services as, among others, engineering, legal business,
accountancy, data processing, hiring of materials and brokering. The output of these
services is not estimated from direct business surveys. Rather, it is equal to the sum of
intermediate consumptions and usage of these services in various sectors, particularly the
Government and exports. Possible errors in estimating the intermediate consumptions do
not affect the estimate of the GDP, rather it affects the breakdown between the market
services sector and other sectors. On the other hand, an error in estimating the export of
services does affect GDP.” According to a recent survey, exports of such services represent
the principal factor in their development.

The prices of these services are not subject to evaluation and are maintained constant.
b) Maintenance and repairs services

These include only such maintenance and repairs services used by households and
administrations, which represent the only such services that are captured statistically. The
maintenance services used by companies were not subject to estimates and were omitted.
Consequently, the breakdown of GDP between the service sector and other sectors could be
skewed.

Household consumption in maintenance and repairs services, which represents the principal
component of this sector’s production, is well documented owing to the Household Budget
Survey of 1997. Estimates for other years were carried out using various indicators,
including imports of spare parts for repairs of cars and electric household appliances, and
the number of households or dwellings requiring maintenance.

" The accounts of this sector were revised in 2003 in the light of a survey on large corporations, which
revealed that exports of services adopted in the accounts of 1997-2002 had been underestimated.
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According to these indicators, the consumption and, by extension, the output of such
services decreased sharply in 2005 (-15.3%), following the strong growth of approximately
14.2% in 2004. Moreover, the price increase of these services reached 1.8%, according to
the price survey undertaken by the Chamber of Commerce, Industry and Agriculture of
Beirut (CCIAB).

¢) Hotel and restaurant services

By convention and statistical expediency, the output of hotels and restaurants is equal to
their sales turnover, subtracted by the purchase value of food and drink used to serve
customers. Based on 1997 estimates, the output of this sector for subsequent years was
estimated by using the simple growth rate averages of tourist arrivals and the resident
population, thereby yielding an indicator of real growth. Consequently, according to this
estimation method, the growth rate of this sector was an estimated -1% following the
decrease of tourist movement, reflecting a drop in foreign visitors by 2.9% in 2005 (1.32
million arrivals in 2005 compared to 1.36 million in 2004).

Prices changes of restaurant services are deduced from the prices collected by the CCIAB;
and price changes of hotel services are taken as being equal to those recorded in restaurant
services.

d) Various personal services

These include leisure, personal and domestic care services, and are well documented owing
to the Household Budget Survey of 1997. Estimates for subsequent years were extrapolated
using data from 1997 to yield a real growth rate of some 1.4% per annum over the period
1997-2002; 1.2% for 2003 and 2004; and 1% for 2005. The rate of price change is
calculated using the price survey by CCIAB.

e) Health services

Health services were subject to a number of studies and surveys between 1997 and 1999,
including the Survey of Living Conditions of Households Residing in Lebanon by the
Central Administration of Statistics (CAS) in 1997; the Lebanon National Health Accounts
by the World Health Organization (WHO) in 1998; and the National Household Health
Expenditure and Utilization Survey in 1999. These surveys yielded estimates for 1997,
which were projected over subsequent years by using pharmaceutical imports as an
indicator of the health services output.

According to these estimates, the health sector (market sector excluding public health
services) witnessed a modest drop in 2005 (-1%), following a period of accelerated growth,
namely: 5.5% in 2004, 3.2% in 2003 and 2.4% per annum on average over the period 1997-
2002.

Price variations (-0.6% in 2005) were calculated using the prices collected by CCIAB.

f) Education services

The output of education services only includes school fees and other income services
received by private sector schools and universities. Public school services and the Lebanese
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University are taken into account in non-market services of the Government (see chapter 3,
section Il). Estimates based on data from 1997 were projected over subsequent years
according to pupil trends and student enrolments in private educational establishments, in
addition to tuition fees as surveyed by CCIAB.

The result of these estimates shows a real growth rate in this sector, namely, 2.9% in 2005
compared to 6.5% in 2004, 3.5% in 2003 and an annual average of 1.3% during the period
1997-2002. Price surveys undertaken by CCIAB reveal a modest rise of 1.7% in tuition
fees in 2005.

g) Financial services
Financial services include banking and insurances services.

The value of banking services output is defined as being equal to the difference between
interests and commissions, which are received by banks, and interests, which are paid to
depositors. The “profit and loss” account statements communicated to the Central Bank of
Lebanon (BDL) provide the data for the purpose of calculating output of these services.

It is difficult to define a price for banking services. In the absence of a relevant study aimed
at developing a method for determining such a price, prices of banking services were
assumed to be constant in 2005.

The value of the banking output (limited to commercial banks) was estimated at LBP 1 551
billion in 1997, LBP 1 924 billion in 2002, LBP 2 025 billion in 2003, LBP 1 997 billion in
2004 and LBP 2 170 billion in 2005. In other words, after a period of growth at an average
rate in the range of 4-5%, the output of trade banks decreased by 2.3% in 2004, compared
to 2003, and subsequently increased by 11.2% in 2005. The fall in 2004 was largely offset
by the growth of institutions of medium- and long-term credit during that year.

Similarly, the output of insurance services is defined as being equal to the difference
between received premiums and paid allowances, with no formulated plans to define a
price for the service.

The value of the output of insurance services was revised in the light of new statistics
provided by the Ministry for Economy and Trade. This sector has experienced very strong
growth during the past seven years. Specifically, the output of insurance services increased
from LBP 182 billion to LBP 299 billion in the period 1997-2002, representing an average
growth rate of 10% per annum. In 2003 and 2004, the increases were even more significant
at, respectively, 16% and 21%. In 2005, the growth continued albeit at a dampened rate
(7.3%), and the value of insurance services reached LBP 453 billion.

Section VII. Trade
Development of trade output
In general, the output of trade services is measured in value by trade margins (amounting to

the difference between the purchase and sale price) and by the commissions received by
intermediaries between users and producers of goods. These margins include the
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consumption taxes paid through the trade sector and the so-called trade margins. Table 9
below reviews the basic variables with regard to the trade sector output.

Only taxes paid at the time of the entry of goods into Lebanese territory could be detailed,
including customs duties, taxation on consumption and, since 2002, VAT on imported
goods.

Margins of domestic trade are equal to the difference between the value, uses and imports
of goods and services and the local output, net of taxes paid by importers. Consequently,
these margins incorporate local taxes, including domestic VAT, which cannot be broken
down into the constituent sectors of the economy.

Essentially, the calculation of trade margins at previous year prices translates into the
compilation of margins for a given year. This is reached by applying the trade margin ratio
of the previous year to the volume of goods exchanged for that year. This calculation is
made separately for taxation and domestic trade margins. Prices of foreign trade services
were maintained at the same level, given the inability to estimate their variations.

Table 9
Trade sector account, 2004-2005
Value (LBP billion) % Change / year
2005 at
2004 Price  Volume
Components of trade output 2004 2005 prices  changes change
Import duties 2 963 2 643 2819 -6.3 -4.9
Local trade margins 5169 5225 4928 6.0 -4.7
Foreign trade services 950 917 917 0.0 -3.5
Total = output 9082 8 785 8 664 1.4 -4.6
- Intermediate consumption 1326 1251 1236 1.2 -6.8
= Gross value added 7 756 7534 7428 1.4 -4.2

Table 9 underscores the following:

Import duties reached LBP 2 643 billion in 2005: 10.8% less than the level reached in
2004. Compared to the growth rate of the value of imports at current prices (3.2%), this
indicates a fall in the tax ratio on imports, which witnessed a drop from 22.5% in 2004 to
19.4% in 2005. At constant import prices and tax rates, the value of import taxes is
estimated at LBP 2 819 billion LBP, which represents a modest decrease of 4.9% compared
to 2004. Moreover, the fall of taxes at constant prices and rates is an estimated 4.9%, which
is also different from the real change rate of imports (-5.7%). This discrepancy results from
the difference between the growth of imports of taxed products and of tax-free products.
The fall of 10.8% in taxes owes therefore to the drop of 4.9% in the volume of taxed
imports and to the change of 6.3% in price and tax rates.

Moreover, local trade margins increased modestly from LBP 5 169 billion in 2004 to LBP
5 225 billion in 2005, representing a rise of 1.2%. Calculated at constant prices and rate
margins, this amounts to LBP 4 928 billion, or a fall of 4.7%. Consequently, the “price” of
trade services would have increased by 6% and can be attributed to the rise of 5.5% in the
source price of goods.
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Intermediate consumption and value added in the trade sector

Intermediate consumption, which was estimated for 1997, was projected over subsequent
years in line with the methodology used for other sectors of the economy. Transportation
services of goods were not included in trade inputs, thereby resulting in a slight
overvaluation of the value added in this sector, and in counterbalancing the undervaluation
of the value added of the transportation sector.

Overall, prices of products consumed by the trade sector increased by 1.2% in 2005
compared to 2.5% in 2004.

Taking into account the trend of production “prices” of this sector, the value added at
constant prices decreased by 4.2% in 2005 compared to an increase of 9.3% in 2004, 3.3%
in 2003 and an average of 0.6% per annum during the period 1998-2002.

Section VII1. Non-market services

Non-market services are provided by the Government, which include the central
administration, autonomous administrations and municipalities. As indicated by the term,
these services are not sold on a market and, therefore, do not have a price tag as such.
Consequently, their value is estimated at costs comprising the following three elements: (a)
value of consumed goods and market services; (b) value of depreciation of public fixed
capital; and (c) compensations, including salaries, of civil servants.

Only the accounts of the central Government and of the Council of Development and
Reconstruction (CDR) are published regularly; all other administrations are subject to
estimates from 1997 figures, which are projected over subsequent years using Treasury
account indicators.

Table 10 details the variables in calculating the Government’s output in 2005 compared to
2004.

Table 10
Computation of non-market services output, 2004-2005
Value (LBP billion) % Change / year
2005 at

2004 Price.  Volume
Cost elements 2004 2005 prices changes change
Intermediate consumption
Energy and water 58 92 75 21.5 28.9
Manufactured goods 147 153 145 5.4 -1.6
Transport and communications 26 24 24 0.0 -8.2
Financial services 487 523 523 0.0 7.5
Other market services 509 488 488 0.0 -4.3
Total: intermediate consumption 1228 1280 1 256 1.9 2.2
Elements of the value added
Depreciation 689 675 675 0.0 -2.1
Compensation 2922 3047 3047 0.0 4.3
Total: Gross value added 3612 3722 3722 0.0 3.1
Value of output 4840 5002 4 978 0.5 2.9

24



The value of consumed market goods and services constitutes the intermediate
consumption in the production process. Consequently, the value added of the Government
is equal to the compensations, including salaries, of civil servants and the depreciation of
the fixed capital in collective use.

a) Intermediate consumption of market goods and services

More than 44% of market goods and services consumed by the Government are made up by
the value of the banking services included in the debt servicing. Indeed, part of the interests
paid by the State to banks that have subscribed to Treasury bills constitutes the payment of
banking service, whose value is measured by the difference between received interests and
interests paid to depositors. The estimated value of financial services paid by the
Government increased from LBP 633 billion in 1997 to LBP 736 billion in 2002, then
dropped marginally to LBP 730 billion in 2003, and fell to LBP 487 billion in 2004. In
2005, the value of these services began to climb again, reaching LBP 523 billion.

The fall in 2004, which reached -33.3%, can be partly attributed to the drop in national debt
charges and partly to more significant subscriptions for Treasury bills separate from the
banking structure. In fact, total interests paid by the central Government and CDR dropped
from LBP 4 952 billion in 2003 to LBP 4 219 billion in 2004 (-14.8%), which accompanied
a decline in the bank margin ratio on interest received from 26.5% in 2003 to 25.5 % in
2004. In 2005, the financial charges of the Government as well as the interests on Treasury
bills received by banks continued to fall; the increase in the value of financial services owes
primarily to the rise of bankers” margins, climbing from 25.5% in 2004 to 28.2% in 2005.

b) The value added of Government

The value added of Government is calculated at factor cost, namely: the value of fixed
assets depreciation and compensation of the labour force.

By convention, the value of the depreciation of public assets is equal to one-thirtieth of
their actualised value. This value is calculated by adding the national expenditure of gross
fixed capital formation of the past 30 years, whereby the value of a past year is converted to
current value through an appropriate price index. In the absence of such an index, the index
of minimum wage is used instead (see appendix for details of the calculations). Using this
methodology, the value of depreciation increased from LBP 498 billion to LBP 671 billion
during the period 1997-2002, to reach LBP 698 billion in 2003, LBP 689 billion in 2004
and LBP 675 billion in 2005. This fall in 2005 for the second consecutive year is the
consequence of the decrease in the rate of public investment.

The Government’s compensation of employees includes basic wages, various premiums
and allowances, and employer contributions to social security agencies. This cost factor
increased by 4.4% in 2005 compared to 2.2% in 2004, 2% in 2003 and an annual average
of 4.9% during the period 1997-2002.

25



¢) Volume change of non-market services

Given that non-market services do not, strictly speaking, carry a price, the calculation of the
volume of such services at a reference year price is performed by adding the elements of
cost evaluated at selected reference prices. In 2005, only the prices of consumed products
varied (1.9%); the prices of the production factors, including wages and fixed assets
valorisation index, remained unchanged in that year.

Consequently, the variation in volume of non-market services was estimated at 2.9% in
volume, for a variation of 3.4% in value.
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Chapter 2
Imports

Imports encompass the import of goods into the national territory and consumer
expenditure made abroad by residents in Lebanon. Imports of services are not included
given that these are deducted from exports of services.

The import of goods into Lebanon is well documented owing to customs statistics. The
total value includes the cost, insurance and freight (CIF price) to customs posts. However,
two vital modifications have been made to these statistics, namely: the import of gold
ingots destined for national reserves or with a speculative aim are not taken into account;
and the value and quantities of imported oil products are modified according to the
statistics provided by the General Directorate of Oil 2

Table 11 presents imports by type according to the classification adopted for the
compilation of the accounts and their development in 2005 compared to 2004 in value and
volume.

In 2005, imports increased by 3.2% in current value, which owes entirely to the increase in
unit values that reached 9.1%. In terms of volume, imports dropped to 5.4%, following two
years of successive rise, namely, 6.1% in 2003 and 13.7% in 2004.

Import prices were strongly influenced by the increase in the price of oil products (18.7%
in 2003, 26.7% in 2004 and 36.5% in 2005). Moreover, there was a noteworthy rise in the
unit value of livestock products (9.2%) owing to the increase in cattle prices (14.7%).

Contrary to past years, the Lebanese pound remained stable against major foreign
currencies; the increase in import prices therefore owes entirely to the rise of prices in the
countries of origin.

® However, gold used in the jewellery sector is included in imports. The table below shows the modifications
made to customs statistics.

Value (LBP billion) % Change / year
2004 2005 2005 at
2004 Price Volume
prices changes change
Customs values 14171 14 085 12 858 9.5 -9.3
Correction oil: -552 -22 36
- customs values 2771 -2 988 -2 106 41.9 -24.0
+values Directorate of oil 2219 2 966 2142 38.4 -3.5
Values excluded -445 -468 -429 9.2 -3.6
Money -5 -19 -17 8.4 213.7
gold ingots -499 -502 -460 9.2 -7.9
+ gold for jewellery 60 53 48 9.2 -19.1
Total of corrections -997 -491 -393 24.9 -60.6
Total corrected 13173 13 594 12 465 9.1 -5.4
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Table 11
Import of goods by type of product, 2004-2005

Value (LBP billion) % Change / year
2005 at

2004 Price Volume
Type of product 2004 2005 prices  changes change
Agricultural 657 565 568 -04 -13.5
Livestock 349 288 264 9.2 -24.2
Oil 2 424 3209 2 351 36.5 -3.0
Food 1250 1291 1236 4.5 -1.1
Textiles 943 890 851 4.5 -9.7
Non-metallic ores 559 515 517 -0.3 -7.5
Metals, machinery, equipment 3977 3920 3872 1.2 -2.7
Timber, rubber, chemicals 2 305 2 282 2 157 5.8 -6.4
Furniture 100 101 102 -1.6 2.5
Others 609 531 547 -2.8 -10.3
Total territorial imports 13173 13594 12 465 9.1 -5.4
Residents expenditure abroad 465 401 402 0.0 -13.7
Total national imports 13638 13995 12 867 8.8 -5.7

In terms of volume of imports, livestock products dropped most significantly (-24.2%),
followed by agricultural products (-13.5%), textiles (-9.7%) and non-metallic ores (-7.5%).

These figures reflect the fall in household demand. In fact, as illustrated by table 12 below,
the import of consumer goods intended for households decreased noticeably in volume
(-7%), with a rise of unit values (7.1%). The durable consumer goods were significantly
impacted in 2005 (-8.7%) compared to 2004 (see chapter 3 on variations in consumption).

Table 12
Import of goods by type of use, 2004-2005
Value (LBP billion) % Change / year

2005 at
2004 Price Volume
Type of use 2004 2005 prices  changes change
Consumption 6 229 6 205 5795 7.1 -7.0
Durable goods 2 084 1906 1903 0.1 -8.7
Non durable goods 4145 4 300 3891 10.5 -6.1

Intermediate use in:

Agriculture and livestock 298 266 281 -5.4 -5.6
Energy and industry 3373 3532 3141 125 -6.9
Construction 523 525 502 4.5 -3.9
Transport, com. & services 846 1023 839 21.9 -0.8
Other sectors 581 708 554 27.8 -4.6
Total of intermediate uses 5620 6 054 5317 13.9 -5.4
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Table 12 continued
Import of goods by type of use, 2004-2005

Value LBP billion Change in % / year
2005 at

2004 Price Volume

Type of use 2004 2005 prices change change
Goods for GFCF

Agriculture and livestock 83 95 91 4.4 10.5

Energy and industry 430 458 466 -1.7 8.3

Construction 96 62 60 4.3 -37.6

Transport and commun. 232 275 263 4.7 13.2

Services and trade 454 423 454 -6.8 0.0

Other sectors 31 22 21 4.2 -31.4

Total goods for GFCF 1325 1335 1354 -1.4 2.2

Grand total 13173 13 594 12 465 9.1 -5.4

Moreover, imports have decreased as a result of the economic downturn, which brought
about a fall in volume of intermediate products intended for different sectors (5.4%), with a
rise of unit values (13.9%). Additionally, the price rise of imported intermediate products
stems from the sharp increase in the price of oil products (see table 13).

Table 13
Import of intermediate products by oil and other products, 2004-2005
Value LBP billion Changes in % / year
2005 at
2004 Price Volume
Type of intermediate product 2004 2005 prices change change
Oil products 1585 2131 1539 38.5 -2.9
Other products 4035 3922 3778 3.8 -6.4
Total 5620 6 054 5317 13.9 -5.4

Import prices of oil products used for energy production and in all industries increased by
38.5%, while the imported quantities decreased by 2.9%. The prices of other raw materials
have only risen by 3.8%, with a fall of imports in volume of 6.4%.

Tables 13a-13e provide details of the changes in the import of intermediate products in
2005 across various sectors of the economy.

In the area of agriculture and livestock, there was a sharp decline in the quantities of
imported fertilizers of any kind (-19.5%), with prices almost constant. By contrast,
quantities of imported pesticides increased noticeably (9.5%), with a fall of unit values
(-8.5%). Overall, the value of imported intermediate goods for use in the agricultural sector
fell by 10.7%, incorporating 5.4% arising from the fall in unit values and 5.6% from the fall
in quantities.
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Table 13a
Import of intermediate products for agriculture and livestock, 2004-2005

Value LBP billion Changes in % / year
2005 at

2004 Price Volume
Type of intermediate product 2004 2005 prices change change
Seeds and seedlings 54.8 51.9 53.2 -2.5 -2.9
Fertilizers 83.3 66.9 67.1 -0.3 -19.5
Pesticides 34.7 34.8 38.0 -8.5 9.5
Cattle feed 121.0 108.7 118.9 -8.6 -1.7
Other products 3.7 3.3 35 -6.3 -4.2
Total 297.6 265.6 280.8 -5.4 -5.6

The imported intermediate products in the industrial sector include the oil products used by
EDL for the production of electricity. Within that context, the CIF price of fuel oil surged
from LBP 321 000 per ton in 2004 to LBP 454 000 per ton in 2005. The other imported
products for industrial use could not be identified by destination and were therefore
classified under products not broken down by sector (see table 13e).

Table 13b
Import of intermediate products for industry, 2004-2005
Value LBP billion Changes in % / year
2005 at

2004 Price Volume
Type of intermediate product 2004 2005 prices change change
Oil products 701 948 663 43.1 -5.4
Other products 2672 2 584 2478 4.3 -7.3
Agriculture 261 199 213 -6.4 -18.5
Livestock 291 227 207 9.8 -28.9
Agro-food 120 127 111 14.1 -7.4
Textiles and leather 176 165 176 -6.4 0.0
Non-metallic ores 245 229 229 0.0 -6.8
Metals 819 881 847 4.0 34
Timber, rubber, chemicals. 719 726 664 9.4 -1.7
Other 41 31 32 -4.4 -21.6
Total 3373 3532 3141 12.5 -6.9

The unit values of all non-oil products intended for industry increased by 4.3%, with a fall
of imported quantities of 7.3%. Moreover, table 13b illustrates the sharp decline in the
import of livestock destined for the production of meat (-28.9%), with a price rise of 9.8%.
Consequently, cattle imports destined for slaughter dropped from 105 995 tons in 2004 to
86 324 tons in 2005 (-18.6%); and sheep imports fell further from 21 153 tons in 2004 to
8819 tons in 2005 (-58.3%). Additionally, there was a significant fall in imported
agricultural products for industrial production (-18.5%), with a concomitant fall in prices
(-6.4%). However, the greatest decline was witnessed in the import of raw materials
destined for the manufacture of pasta and vegetable oils. Specifically, imports of durum
wheat slumped from 478 361 tons in 2004 to 402 406 tons in 2005 (-15.9%); soya beans
fell from 64 702 tons to 46 035 tons (-28.9%); sunflower seeds dropped massively from
20 075 tons to 640 tons (-96.8%); and sesame seeds fell from 21 430 tons to 20 701 tons
(-3.4%).
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Imports intended for construction and public works did not follow the same change in 2005
compared to 2004. While there was a drop in both value and volume of imports of materials
for construction in terms of stones and cement, equipment of buildings in machines and
devices, timber and such chemicals as paints, there was an increase in metals and
metalwork, and in ceramic products as used in bathrooms and toilets. Overall, the value of
imported intermediate goods for construction was marginally higher than the figure
recorded in 2004. However, given the increase in unit values estimated at 4.5%, the import
of such goods in volume actually decreased by 3.9% (see table 13c).

Table 13c
Import of intermediate products for construction, 2004-2005
Value LBP billion Changes in % / year
2005 at
2004 Price Volume
Type of intermediate product 2004 2005 prices change change
Stones, sand, cement 79 70 67 4.5 -14.8
Ceramics 71 76 80 -5.4 13.1
Glass 32 31 29 6.1 -8.5
Metals 184 206 189 8.9 2.9
Machines, equipment 119 105 102 3.2 -14.6
Wood chemicals 37 36 34 6.2 -9.0
Total 523 525 502 4.5 -3.9

In the area of the import of intermediate goods intended for transport and services, the
value of imported fuels for transport grew sharply, which owes almost entirely to the rise in
oil prices (see table 13d).

Table 13d
Import of intermediate products for transport and services, 2004-2005
Value LBP billion Changes in % / year
2005 at

2004 Price Volume
Type of intermediate product 2004 2005 prices change change
Oil products 528 706 533 32.5 1.0
Other products 318 317 306 35 -3.8
Metals 143 134 126 6.1 -12.0
Timber, rubber, chemicals, 95 102 97 4.9 2.5
Other 81 82 83 -1.9 3.3
Total 846 1023 839 21.9 -0.8

It is important to note that some products are prone to being used in more than one sector,
thereby hindering the establishment of a distribution key. This is particularly the case of
such liquid fuels as gas oil as well as some chemicals (see table 13e).
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Table 13e
Import of intermediate products not categorized by sector, 2004-2005

Value LBP billion Changes in % / year
2005 at

2004 Price Volume

Type of intermediate product 2004 2005 prices change change
Oil products 357 477 344 38.8 -3.6
Other products 225 231 211 9.8 -6.2
Timber, rubber chemicals, 174 178 160 114 -8.2
Other 51 53 51 4.6 0.5
Total 581 708 554 27.8 -4.6

However, the downturn in economic activity was not accompanied by a decline of gross
fixed capital formation; enterprises continued to invest, thereby resulting in a modest
increase in the import of capital goods intended for various sectors of the economy at 0.8%
in value and 2.2% in volume (given equally that the fall of unit values of these goods
reflects favourably the change in prices).

In 2005, several sectors continued to invest in imported goods in terms of value, namely,
transport and communications (18.6%), agriculture (15.3%) and manufacturing (6.5%). By
contrast, the value of capital goods imported for the construction and service sectors
dropped by 34.9% and 6.9%, respectively.

Within the context of consumer expenditures abroad by Lebanese residents, estimates are
based on the Household Budget Survey of 1997. In the absence of direct observations
during the period subsequent to 1997, this expenditure is assumed to evolve in volume
according to the movement of Lebanese travelling abroad. These registered changes of
6.8% in 2003 compared to 2002; 6.4% in 2004 compared to 2003; and -13.7% in 2005
compared to 2004.

The change of expenditure in value was calculated by using the average exchange rates of

the euro and the United States dollar compared to the Lebanese pound. These rates have
remained practically unchanged compared to 2004.
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Chapter 3
Consumption

Final consumption, which represents the most significant share of the uses of goods and
services, has accounted for 70-75% of available resources in the past. It comprises
household consumption (private consumption) and Government consumption (public
consumption), each of which is reviewed in the two sections set forth in this chapter.

Section I. Household consumption

Household consumption is obtained by estimating domestic consumption (private
consumption in Lebanon), deducting the consumption of tourists and adding the consumer
expenditures of Lebanese travellers abroad. The value of this consumption is based on the
Household Budget Survey of 1997, with extrapolated estimates for subsequent years using
adequate indicators.

Table 14 tracks the development of household consumption by type of product. A
consumer price index was compiled especially in order to reveal the real development of
consumption.

Table 14
Household consumption by type of product, 2004-2005
Value (LBP billion) % Change / year
2005 at
2004 Price.  Volume
Type of product 2004 2005 prices change change
Food 6 689 6 639 6 397 3.8 -4.4
Tobacco 614 550 537 2.3 -12.4
Textiles and clothing 1950 1953 1882 3.8 -3.5
Energy and water 2 054 2 023 1963 3.0 -4.4
Durable goods 3043 2 865 2 834 1.1 -6.9
Other manufactured goods 2178 2029 1973 2.8 -9.4
Transport and communications 2191 2451 2 390 2.6 9.1
Housing rent 2 299 2 343 2 343 0.0 1.9
Education and health 4924 5037 4 995 0.8 1.4
Other services 2799 2785 2770 0.5 -1.0
Domestic consumption 28741 28675 28 086 2.1 -2.3
- net expenditure of travellers -1083 -1133 -1101 2.9 1.7
Total 27 657 27 542 26 984 2.1 -2.4

The growth rate of domestic private consumption (the total of households and tourists in
Lebanon) was negative in 2005 at -2.3% in volume. However, given the rise of prices
(2.1%), the value of this consumption remained almost unchanged. This weakening in
private consumption followed a year of strong growth (6.5% in real terms) and can be
attributed to the poor state of the economy in the aftermath of the assassination of the Prime
Minister Rafic Hariri, wherein households became more inclined to save rather than
consume. Moreover, the departure of Syrian troops and of a sizeable number of foreign
workers from Lebanon contributed to the slowdown of domestic consumption.
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The development of private consumption was not the same for all types of expenditure.
While transport and communications, housing and education continued to grow,
expenditures on other services decreased to a greater or lesser degree.

a) Food consumption

The decline in the resident population of Lebanon combined with a rise in prices resulted in
a fall in the volume of food consumption. Consequently, the modest decrease of household
expenditure on food (-0.7%) stemmed from a rise in prices (3.8%) and from a marginally
stronger decrease in consumed quantities (-4.4%). Further to this change, the share of food
consumption in domestic private consumption was almost at the same level as the previous
year, following its regression from 27.9% in 1997 to 24.2% in 2004.

Table 15 illustrates the value of food consumption and shows the price changes by type of
food and the estimate of volume growth for each category of consumption.

Table 15
Household consumption of food by type of product, 2004-2005
Value (LBP billion) % Change / year
2005 at

2004 Price Volume

Type of product 2004 2005 prices change change
Agricultural 1588 1636 1 550 55 -2.4
Fruit 735 739 707 4.6 -3.9
Vegetables 760 809 758 6.6 -0.2
Cereals and others 93 87 85 3.2 -8.5
Livestock 550 552 568 -2.8 3.3
Food 4 551 4 451 4279 4.0 -6.0
Fresh meats 1104 1041 1002 3.9 -9.2
Pasta 900 872 858 1.7 -4.6
Dairy 705 719 663 8.4 -5.9
Fats and oils 396 431 423 1.9 7.0
Sugar, chocolate, sweets 201 189 164 15.1 -18.3
Preserves and others 708 695 664 4.6 -6.2
Beverages 538 503 503 -0.1 -6.4
Total 6 689 6 639 6 397 3.8 -4.4

Table 20 underscores the following:

(@) Consumption of agricultural products increased in value (3%), with a rise in prices
(5.5%) and a fall of quantities (2.4%);

(b)  Consumption of livestock products, particularly milk and fresh eggs, increased in
volume (3.3%), with a fall of prices (-2.8%);

(©) Consumption of food industry products fell in both value (-2%) and volume (-6%),
with prices increasing by an average of 4%. Consumption of fresh meat witnessed the
greatest fall in volume (-9.2%) and value (-5.7%); and pasta products, which occupy the
third place in food use after meat and vegetables, witnessed a decrease albeit to a lesser
degree (-4.6%), with a more moderate price rise (1.7%). Equally, the price of sugar-based
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products surged during that period (15.1%), which was accompanied by a fall in consumed
quantities (-18.3%).

b) Consumption of tobacco

According to statistics by the State-owned tobacco monopoly, Régie des Tabacs, volume
sales of tobacco by residents and non-residents in Lebanon dropped significantly in 2005
(-12.4%). Specifically, the Régie recorded their lowest sales in 2005 since 1997, namely:
7 628 tons compared to 8 729 tons in 2004. While the sales of local tobacco fell sharply
from 1671 tons in 2004 to 795 tons in 2005 (-52.4%), the sales of imported tobacco
dropped only by 3.2%. This can be attributed to the departure in spring 2005 of the Syrian
troops and of a sizeable number of Syrian workers.

While the retail price of cigarettes and other manufactured tobacco remained unchanged in
2005, the average price of a tobacco unit sold increased by 2.3% given the change in the
composition of consumption. In other words, the weighted price average drew nearer to the
price of foreign tobacco given the comparatively stronger decline in local tobacco, whose
price is significantly lower than its imported counterpart.

¢) Private expenditure on textiles and clothing

Consumer expenditure on textiles and clothing remained almost unchanged in 2005. The
price rise (3.8%) was met with an equivalent fall in consumed quantities (-3.5%). This
expenditure represents approximately 7% of total consumption in market goods and
services, which, in terms of proportion, did not change to a significant degree from 2004.
There is a lack of data related to the change of consumption of the specific components that
make up this group of products, which include, besides textiles and clothing articles, leather
articles, household linen and carpets.

d) Private consumption of energy

The private consumption of energy includes expenditures on electricity, water and oil
products. The budgetary coefficient of this consumption increased from 6.5% in 1997 to
7.5% in 2002, and was maintained at this level in 2003, 2004 and 2005. This development
owes primarily to the fluctuation in prices. In 2005, a price increase (3%) was accompanied
by a decrease in consumed quantities (4.4%). Equally noteworthy is the modest increase of
prices compared to the rise in the price of oil products, resulting from a freeze in the prices
of electricity and gasoline.

Table 16 provides details of the consumption of energy and water. Within that context,
electricity consumption increased to 2.2% in 2005, with a modest fall in the average price
of kilowatt-hour.®

In the absence of recent statistics, water consumption was estimated by assuming increases
linked to the population growth rate, namely, 1.3% per annum; and the price of water
consumption remained unchanged.

% It is important to note that, even at a constant tariff, the average price can change to reflect the structure of
consumption.
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Table 16
Household consumption of energy and water, 2004-2005

Value (LBP billion) % Change / year
2005 at
2004 Price Volume
Type of product 2004 2005 prices  changes change
Electricity 678 682 688 -0.9 1.5
Water 155 157 157 0.0 1.3
Oil products 1216 1178 1112 5.9 -8.6
Solid fuels 4 6 6
Total 2 054 2023 1963 3.0 -4.4

Consumption of oil products dropped in volume (-8.6%), with a relatively modest increase
in prices.

Households use oil products for transport (fuel for private cars) and for central heating and
cooking (gas oil and butane gas).

Consumed quantities of gasoline remained stable compared to 2004, with a modest fall in
prices within the limits set by the Government’s continuing price stabilization policy.
Specifically, the average price of twenty litres passed from LBP 22 050 in 2004 to LBP
21 555 (-2.2%), while the import price increased by approximately 30%. This was achieved
by reducing consumption taxes, whereby the share of taxes perceived on the consumer
price of gasoline fell from 55.5% in 2003 to 43.7% in 2004 and to 28% in 2005.

On the other hand, household consumption of gas oil was significantly affected by the steep
rise in the price of fuel, which increased from LBP 11 212 per twenty litres to LBP 15 636
(39.5%). The reduction in household consumption of this product is estimated at 10%.

Similarly, consumption of domestic gas fell in volume (-6.1%), following a price rise of
this commodity (27.4%); and the average price of a 10-kilogram bottle increased from LBP
12 226 in 2004 to 15 576 in 2005

e) Purchase of capital goods by households

In 2005, household expenditure on the purchase of capital goods dropped in value (-5.8%)
and in volume (-6.9%). The weight of such goods in the budget passed from 11% in 2004
to 10.4% in 2005, owing primarily to the fall in the purchase of cars, household appliances
and leisure devices. The drop of expenditure in the jewellery sector could be attributed to
the decrease of purchases by non-residents.

The purchase of cars constituted the principal expenditure on capital goods, representing
more than 60% in 2005. The number of imported cars dropped between 2004 and 2005
from 45 443 units to 41 638 units. Taking into account changes in the various categories of
cars, purchases of private cars fell by an estimated 4.5% in volume; and given the
accompanying price increase (2.7%), household expenditure on car purchases dropped by
1.9% in 2005 compared to 2004.
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Table 17
Purchase of capital goods by households, 2004-2005

Value (LBP billion) % Change / year
2005 at

2004 Price Volume
Type of equipment 2004 2005 prices change change
Cars 1734 1701 1 656 2.7 -4.5
Machinery and equipment 530 470 480 2.1 -9.4
Furniture 253 264 268 -1.6 6.1
Various instruments 252 217 219 -0.9 -13.1
Jewels 274 212 210 0.9 -23.3
Total 3043 2 865 2 834 1.1 -6.9

The expenditure on purchases of machinery and electric household appliances declined
even further in 2005, after strong gains in 2004. For instance, the import of refrigerators
dropped by LBP 33.2 billion in 2004 to LBP 28.9 billion in 2005; and imports of television
sets dropped from LBP 90 billion in 2004 to LBP 81.8 billion in 2005.

f) Consumption of other manufactured goods

The category of other manufactured goods encompasses the following: products of
chemical and pharmaceutical industries for personal and domestic care; printing works; and
various products made of glass, pottery or metal. Table 18 provides the development of the
consumption of these products.

Chemicals and pharmaceuticals represent the most important goods of this category, and
constitute a little less than 5% of total domestic private consumption. After experiencing a
rise of 15.6% in 2004, among which 6.4% owed to price increases, expenditure in this
category decreased in 2005 by 4% in value and 7.2% in volume. It is important to note the
fall in the quantities of imported drugs intended for retail sale, which was accompanied by
a price rise. Specifically, the value of these imports dropped from LBP 603.5 billion in
2004 to LBP 593.6 billion in 2005, with volumes down from 4 772 tons to 4 553 tons,
thereby representing a fall of 1.6% in value and 4.6% in volume with a rise of import prices
of 3.1%.

Table 18
Consumption of manufactured goods by type, 2004-2005
Value (LBP billion) % Change / year
2005 at
2004 Price  Volume
Type of consumed good 2004 2005 prices  change change
Chemicals and pharmaceuticals 1487 1427 1380 3.4 -7.2
Printing works 410 415 416 -0.2 1.4
Glassware, metalwork 117 112 115 -3.1 -1.5
Other products 164 75 62 21.8 -62.4
Total 2178 2029 1973 2.8 -9.4
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In general, printing works encompasses newspapers, magazines and books, including
schoolbooks. The growth of household expenditure on printing works witnessed in 2004
continued in 2005, albeit at the lower rates of 1.2% in value and 1.4% in volume.

g) Private expenditure on transport and communications

Tourist and household expenses on transport and communications continued the
accelerated growth recorded in past years, climbing by 11.9% in value and 9.1% in volume
in 2005 compared to 13% and 12.8%, respectively, in 2004. This can be attributed to rapid
growth in the use of mobile telephones, set against sluggish use of public and air transport.
Within that context, only the prices of air transport increased in a significant way.

Table 19
Domestic consumption of transport and communications services, 2004-2005
Value (LBP billion) % Change / year
2005 at
2004 Price  Volume
Type of service 2004 2005 prices changes change
Road transport 736 754 738 2.0 0.4
Air transport and travel 368 414 368 125 0.0
Post and telecommunications 1088 1284 1284 0.0 18.0
Total 2191 2 451 2 390 2.6 9.1

In 2005, expenditure on road transport services by households and travellers increased by a
modest 2.4% in value, which owes almost entirely due to concomitant price rises; and the
volume of public transport remained almost at the same level as in 2004.

Domestic consumption of air transport services is equal to the value of the passenger
tickets sold by travel agencies nationwide. Using relevant statistics by IATA and data by
the national air transport company, household expenditure on air transport climbed from
LBP 368 billion to LBP 414 billion. However, statistics related to the movement of
passengers departing from Beirut International Airport shows a slump in the use of this
mode of transport. Consequently, the increase of the value of tickets sold could be entirely
due to price rises.

In the area of postal services and telecommunications, household expenditure continued to
grow to 18.0% in 2005, compared to 22.1% in 2004 and 12.7% in 2003.

h) Rental value of housing

In the absence of verifiable statistics on housing development, the number of occupied
residences was assumed to be equal to the annual number of registered marriages, net of re-
entries into existing housing units. In 2005, this number was 1.9% of residences occupied
in 2004. The average rental value of apartments was stable; and using data from the Survey
of Living Conditions of Households, the rental value of housing units were LBP 2 059
billion in 1997, and climbed to LBP 2 299 billion in 2004 and LBP 2 343 billion in 2005.
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i) Consumption of education and health services

In 2005, the social services market represented 17.8% of total private consumption. The
real growth of this expenditure was 1.4% in 2005, compared to 4.9% in 2004 and 3.4% in
2003. Expenditures on education and health evolved in divergent ways, as illustrated by
table 20.

Table 20
Consumption of social services by type, 2004-2005
Value (LBP billion) % Change / year
2005 at
2004 Price Volume
Type of service 2004 2005 prices change change
Education 3059 3201 3148 1.7 2.9
Health 1865 1836 1847 -0.6 -1.0
Total 4924 5037 4 995 0.8 1.4

School fees for primary and secondary education and private universities were an estimated
LBP 2 788 billion in 2003, LBP 3 059 billion in 2004 and LBP 3 201 billion in 2005. The
figure for 2005 represents an increase of 4.7% from 2004 and stemmed from the price rise
(1.7%) and the number of used education services (2.9%). Enrolments in private
establishments continued to grow, albeit at the dampened rate of 2.9% in 2005 compared to
6.5% in 2004. This growth can be largely attributed to the proliferation of private
universities. Indeed, the number of students enrolled in private universities increased from
38202 in 1997 to 54 019 in 2002, 65 836 in 2004 and 71 414 in 2005, thereby representing
an average growth rate of 8.1% in the period 1997-2004 and 8.5% in 2005. During the
same period, the number of students enrolled in private schools went up from 510 740 to
522 755 (representing an annual average of 0.3%), then rose to 528 320 in 2005 (1.1%).
Overall, the budgetary coefficient of the expenditure on education progressed from 8.5% in
1997 to 11.1% in 2004 and 11.6% in 2005.

The development of health services is less well documented. Assuming a correlation with
the number of imported drugs, the volume of care provided by private health services was
estimated to have dropped in 2005 (-1%) compared to 2004. Moreover, price logs related to
medical care indicated a very modest drop in prices (-0.6%). Consequently, expenditure on
health is estimated to have witnessed a drop of 1.6%, and the weight of health expenditure
in household consumption stabilized at approximately 6.7%.

j) Consumption of individual services

Typically, individual services represent 8-9% of the total tourist and household
expenditures on the national territory. These services include hotels and restaurants,
maintenance and repairs, and various services in such areas as leisure, personal care and
domestic help. While expenditures on these different services evolved in disparate ways in
2005, the total expenditure in this category was almost stationary whereby increases in
some services were offset by declines in others.
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Table 21 illustrates the breakdown of these services and their development between 2004
and 2005.

Table 21
Consumption of individual services by type, 2004-2005
Value (LBP billion) % Change / year
2005 at
2004 Price Volume
Type of service 2004 2005 prices change change
Hotels and restaurants 1259 1236 1246 -0.8 -1.0
Maintenance and repairs 232 200 197 1.8 -15.3
Insurances and banks 523 534 534 0.0 21.0
Other services 785 814 793 2.7 1.0
Total 2799 2785 2770 0.5 -1.0

The hotel and restaurant sector is partly dependent on the number of tourists and partly on
the increase in the living standards of the resident population. In 2005, there was a drop in
the number of tourist arrivals (-2.9%) and an incremental increase in the frequenting of
hotels and restaurants by the resident population (assumed to increase at an annual rate of
1.0%), thereby yielding an estimated real growth rate of -1% in 2005 (see chapter 1, section
VI, subsection c).

In the area of maintenance and repairs services, consumption is deduced from the estimated
output of such services (see chapter 1, section VI, subsection b).

Consumption of financial services consists largely of insurance services whose value is
equal to the sum of premiums paid by households less received allowances. Growth in this
sector continued in 2005, albeit at a dampened rate compared to the significant growths of
past years (see chapter 1, section VI, subsection g).

Section I1. Public consumption

By definition, public consumption is equal to the output of non-market services by the
Government. The estimated value of such services was exposed in the chapter related to
production (see chapter 1, section VIII).

In addition to the value of collective services, public consumption encompasses production
costs of free or almost free individual services, including education and health services
dispensed through State-owned establishments. Normally, these services need to be subject
to a separate estimate. However, the current system of public accounts does not make it
possible to establish a separate account for such social services provided by the
administration. Consequently, the value of such services is inferred by drawing from the
main variables entered in the relevant calculations. Table 22 shows the expenditure on
education such as these appear in the State’s closure accounts with regards to primary and
secondary education, and in the accounts of the Lebanese University with regards to higher
education. Moreover, the table below highlights the amounts disbursed by the Ministry of
Health for the hospitalization of patients treated at the State’s expense.
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Table 22
Cost estimates of public education and health services, 2001-2005

LBP billion
Type of service 2001 2002 2003 2004 2005
Primary and secondary education
Wages 447 460 499 504 495
Consumption of goods and services 23 22 23 41 24
Total 470 482 522 545 519
Lebanese University
Wages 118 128 121 118 116
Consumption of goods and services 21 16 21 17 18
Total 139 144 142 135 134
Total education 580 599 663 680 653
Hospital expenses 182 217 274 227 222
Total social services 762 816 937 907 875

In order to complete the cost estimates of such services, there is a need to include an
evaluation of the depreciation of those school and university buildings that belong to the
State, and to deduct part of the bank burden borne by the State to cover its deficit.

In terms of the annual change in the number of enrolled students in public education, the
growth in volume varies significantly from the growth in value, particularly in primary and
secondary education.

Specifically, the total number of pupils enrolled in primary and secondary education in the
public and private sectors climbed from 480 400 in 2000-2001 to 485 500 in 2004-2005,
representing an average annual growth rate of 0.3%. During the same period, costs
increased from LBP 470 billion to LBP 519 billion, which represents an average annual
growth rate of 2%.

By contrast, education costs at the Lebanese University developed at approximately the
same rate as the number of students between 2001 and 2005. During that period, the
number of enrolled students fell from 71 050 to 70 065, representing an average annual
drop of 0.3%, while the average annual rate of costs dropped by 0.9%.
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Chapter 4
Investments

Tangible investments consist of gross fixed capital formation (GFCF) and variations in
inventories.

Section I. Gross fixed capital formation

Overall, GFCF is calculated by adding the value of capital goods purchased by companies
and the Government to the value of the output of the construction sector. Given that the
majority of such goods are imported, foreign trade statistics provide the necessary
indicators for the purpose of estimating their value. Table 23 shows the breakdown of
GFCF and its development in 2005 compared to 2004.

Table 23
Gross fixed capital formation by type, 2004-2005
Value (LBP billion) % Change / year
2005 at
2004 Price Volume
Type of fixed capital 2004 2005 prices change change
Construction and public works 4 451 4 858 4616 5.2 3.7
Machinery and equipment 1480 1 546 1554 -0.6 5.0
Furniture 342 330 325 1.5 -4.9
Other products 402 403 405 -0.4 0.8
Total 6674 7137 6 900 3.4 3.4

Investments started to increase in 2003, after a period marked by a steady decline. This rise
continued in 2005, albeit at a lower rate. As noted in chapter 1, section 1V, construction
increased by 9.1% in value and 3.7% in volume, compared to 9.7% in volume in 2004. A
similar trend was witnessed in capital goods investments, particularly in machinery,
equipment and means of transport, namely, 5% in volume in 2005 compared to 14.4% in
2004. Overall, in 2005, GFCF grew by 6.9% in value and 3.4% in volume compared to
2004.

Price changes used for calculating variations in the volume of investment goods are
inferred from building costs (see chapter 1 section 1V). In the absence of direct data in this
area, prices of capital goods are estimated as import unit values of these goods increased by
taxes. Within that context, price variations could be partly attributed to changes in quality.

Breakdown of GFCF between the private and public sectors

The gross fixed capital formation of enterprises is not known directly. Rather, it is deduced
from the difference between the total value and that represented by public investments.
Consequently, this yields investments of enterprises in the private sector, rather than of all
enterprises. Indeed, public investments include, in addition to GFCF of the Government,
the infrastructural expenditures of electricity, water distribution and telecommunications,
which constitute part of GFCF of public companies.
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Table 24
Breakdown of GFCF by public/private sector, 2004-2005

Value (LBP billion) % Change / year
2005 at
2004 Price Volume
User sector 2004 2005 prices  changes change
Private sector 5679 6 216 5998 3.6 5.6
Public sector 995 921 902 2.0 -9.3
Total 6674 7137 6 900 3.4 3.4

Public investments are estimated from the accounts of the State and of autonomous
administrations, including CDR.

Public investments resumed their growth in 2004 after a sustained period of contraction,
namely: 12.1% in value compared to -11.1% in 2003 and an annual average of -8.5%
during the period 1997-2002. In 2005, public investments dropped back in value (-7.4%).

Section Il. Variations in inventories

Statistics are unavailable with regards to inventories of enterprises. Variations in
inventories appearing in these accounts are aimed at regularizing the use of resources in
goods and services across successive years. High inventories in 2001, in preparation for the
introduction of VAT (LBP 608 billion), would have been taken out in stock partly in 2002
(LBP -357 billion) and partly in 2003 (LBP -129 billion). The significant growth in imports
witnessed in 2004 could be partly attributed to the need for rebuilding some inventories.
The balancing of these accounts resulted in estimating variations in inventories at LBP -56
billion in 2005.

Prices used for calculating changes in inventories in volume were drawn from the unit

values of stocked goods at import. Using such a measure, variations in inventories in
volume in 2005 were estimated at LBP -44 billion.
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Chapter 5
Exports

According to standard terminology, exports include the export of goods in the territorial
sense in addition to tourist expenditures on the national ground.

In 2005, exports experienced a slowdown in the growth rate at 9.4% in value, compared to
28.8% in 2004; and 14%, 13.5% and 9% in 2001, 2002 and 2003, respectively.

The sections set forth below review the export trends of the various sectors, which are
highlighted in table 25.

The prices selected to evaluate the variations in volume for exported goods are deduced
from customs statistics by dividing values by quantities. Moreover, the prices of services
are assumed to have remained constant; and the price index of tourist expenditures in
Lebanon is assumed to be equal to the consumer price index.

Table 25
Export of goods and services by type, 2004-2005
Value (LBP billion) % Change / year
2005 at

2004 Price Volume

Type of product 2004 2005 prices  changes change
Agricultural products 335 344 328 4.9 2.1
Agriculture products 310 323 306 5.4 -1.2
Livestock products 24 21 21 -2.8 -13.1
Manufactured goods 3077 3514 3438 2.2 11.7
Food products 289 352 358 -1.5 23.9
Textiles 411 434 418 3.9 1.6
Non-metallic ores 237 253 224 13.0 -5.3
Metals, machines, equipment 1137 1324 1292 2.5 13.6
Timber, rubber, chemicals 451 515 486 6.0 7.8
Furniture 52 64 57 12.3 9.8
Other 501 546 582 -6.2 16.3
Total goods 3411 3845 3756 2.4 10.1
Services 1467 1502 1502 0.0 2.4
Telecommunications 211 203 203 0.0 -3.6
Business services 306 383 383 0.0 25.0
Trade 950 917 917 0.0 -35
Exports abroad 4 878 5335 5246 1.7 7.5
Tourists expenditures 1549 1535 1503 2.1 -2.9
Total 6 426 6 869 6 749 1.8 5.0

a) Agricultural exports
The value of agricultural exports settled marginally above the level reached in 2004. On the

other hand, the volume fell by 2.1% following price rises. This fall can be partly attributed
to the temporary closure of the international border between Lebanon and Syria for political
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reasons, which had the strongest adverse effect on the agricultural sector among other
sectors of the economy. It is important to note that the value of agricultural exports in these
accounts is significantly higher than that which appears in customs statistics. Consequently,
adjustment coefficients in the range of 1.5-3 are applied in order to balance the accounts of
uses/resources of agricultural products.

In 2005, fruit exports, which accounted for more than half of all agricultural exports, fell by
3.9% in value and by 1.1% in volume. Specifically, while there was a decline in exports of
apples, bananas and grapes, the exports of citrus fruits increased. The overall fall in fruit
exports was offset by a strong increase in exports of raw tobacco, set against a dramatic
slowdown of the production of cigarettes by the State-owned tobacco monopoly, Régie des
Tabacs, further to a drop in demand.

b) Industrial exports

Similar to agricultural exports, customs statistics relating to the exports of manufactured
goods were corrected upwards for some goods, albeit to significantly lesser degrees.

Industrial exports continued the upward trend first started in 2000, albeit at reduced rates :
14.2% in value against 29.3% in 2004 and 18.2% in 2003. Contrary to the period 1997-
2002, when export prices were falling, prices rose by 3.5% in 2004 and 2.2% in 2005,
thereby yielding a real growth rate of 24.9% and 11.7% in the past two years.

It is important to note that gold exports were excluded from these accounts, as in the case
of imports of this commodity, given that their inclusion would have distorted the deep
tendencies of industrial exports. Indeed, as illustrated by table 30, gold exports fluctuated
erratically between 2002 and 2005 from 175% in 2003 and -49% in 2004, to -33.4% in
2005.

Table 26
Export of gold ingots, 2002-2005
% Change rate/ year
2002 2003 2004 2005 2003 2004 2005
Value (LBP billion) 1948 5352 2723 1813 1747 -49.1 -334
Quantity (kg) 14656 35001 16504 9878 1388 -52.2 -40.1
Price (LBP million/kg) 13.3 15.3 16.5 18.4 15.0 7.9 11.2

Exports of food products increased in value (22%) and in volume (23.9%). While the
export of food fat substances fell in value (-4.7%) and in volume (- 7.9%), the overall
growth of food exports can be attributed to increases in preserves (21.1% in value, 16.8%
in volume), confectionery and chocolate (25.4% in value, 40.8% in volume), and of pastas
(11.2% in value, 14.4% in volume).

In 2005, exports of textiles and leather products, including shoes, slumped in value (5.5%),
set against the strong growth recorded in 2004 (21.2%).

In the area of non-metallic ores, while exports fell in volume (-5.3%), they increased in
value (7%), following the rise of unit values (13%). Cement exports, which accounted for
more than half of all exports in this category, rose from LBP 144.8 billion in 2004 to LBP
168.2 billion in 2005, representing a rise of 16.2%. This owes entirely to the price rise,
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which reached 27.8%, given that the volume dropped by 9.1% (from 1 830 thousand tons to
1 653 thousand tons).

The category of metals, machinery and equipment, accounted for 38% of the total value of
exported manufactured goods and comprises the following subcategories: metals, other
than gold (9.2%); metalwork (7.5%); machinery and equipment (20.2%); and equipment
for transport (1%).

Metal exports increased by 17.1% in value, which can be attributed to the rise in the export
of scrap metal (waste), which grew from LBP 130 billion in 2004 to 144 billion in 2005.
Similarly, exports of metalwork grew by 32.8%. Among the main exported products in this
subcategory are metal structures for construction projects, whose export value climbed
from LBP 24.1 billion in 2004 to LBP 29.5 billion in 2005. Additionally, there was an
increase of 11.8% in the exports of machinery and equipment.

All the subcategories within timber, rubber, chemicals witnessed a growth in exports
between 2004 and 2005, namely: woodwork, with the exception of furniture sets, grew
from LBP 30.9 billion to LBP 32.1 billion; papers and paperboards rose from LBP 106.7
billion to LBP 120.9 billion; basic chemicals from LBP 171.7 billion to LBP 197.7 billion;
rubber works from LBP 6 billion to LBP 6.9 billion; and plastic works, which grew from
LBP 54 billion to LBP 66.4 billion.

Exports of furniture sets also grew in value (23.4%).

Other products include primarily printing products, whose exports rose 20.5% in value,
from LBP 136 billion to LBP 164 billion; and jewels, whose exports increased modestly by
1.6%, from LBP 292 billion to LBP 297 billion.

c) Exports of services

Foreign exchanges of services are not yet well inventoried, with regular reviews only in
terms of net receipts of public services for telecommunication. Moreover, while net exports
of transportation services were omitted, net exports of business services could be estimated
owing to a survey of large enterprises undertaken in 2004. It is important to note that the
receipts of triangular trade retained in these accounts are very rough estimates.

After a period of strong growth from 1997 to 1999, the net income of the General
Directorate of Telecommunications resulting from overseas communications dropped
during the years 2000 to 2003, picked up in 2004 (22.5%), and slumped again in 2005
(-3.6%).

According to disclosures made available in the abovementioned survey of enterprises,
overseas turnover by Lebanese companies in business services, net of payments of services
to non residents, rose to LBP 205 billion in 2002 and 245 billion in 2003, representing an
increase of 19.3%:;'° and was maintained at 25% in 2004 and 2005, taking into account tax
returns of offshore companies to the Ministry of Finance.

19In the light of that survey on large enterprises, data relating to exports of services in the accounts of 1997-
2002 were found to have been underestimated.
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The growth rate retained for net prices of triangular trade was estimated using data on
transit movements and re-exportation. Following a year of strong growth in 2004 (+32.4%),
2005 was marked by a clear decline in the movement of foreign trade (-3.5%).

d) Expenditure of tourists

By convention, the growth rate in volume of the expenditure of tourists and other foreign
travellers in Lebanon is equal to the growth rate of total annual number of foreign visitors
in Lebanon, excluding Syrian nationals. This growth rate in volume dropped in 2005
(-2.9%), compared to positive figures in 2004 (24.9%) and in 2003 (5.9%). The consumer
price index was selected to estimate the expenditure in value.
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PART TWO: Integrated economic accounts

The international System of National Accounts (SNA93) is aimed at establishing a set of
accounts for each of the five categories of agents of a national economy, noted by S.1; and
for the rest of the world, noted by S.2.

The five categories of agents of the national economy are as follows:

- S.11: non-financial enterprises
- S.12: financial institutions

- S.13: public administrations

- S.14: households

- S.15: non-profit associations

Currently, the level of development of Lebanese national statistics does not allow a correct
and separate economic account for each of these five agents. Within that context, it is
particularly impractical to break down the production and distribution operations between
non-financial corporations and households. On the other hand, the main elements of the
integrated accounts of domestic agents can be approximated as a whole, in addition to those
relating to the rest of the world.

Tables 27 and 28 present the integrated economic accounts of the national economy (S.1)
and of the rest of the world (S.2). These accounts highlight the main trends that have
characterized economic activity in 2004 and 2005.

Chapter 1 presents the accounts of agents of the national economy, which include the
following main aggregates: production account, generation of income account, secondary
distribution of income account, use of income account, capital account and financial
account.

Chapter 2 presents the estimates of the main elements of the balance of payments broken
down into the following four accounts: exchange of goods and services account, income
and current transfers account, capital transfers account and financial account.

Those agent accounts that could be established relate to the accounts of the central
Government and of commercial banks. These accounts are reproduced in the appendix.
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Table 27
Integrated accounts of the national economy (S.1), 2004-2005

LBP billion
Uses Resources

Accounts 2004 2005 2004 2005
I Production account
P11. Market output 37754 39288
P12. Non-market output 4 840 5002
D2-D3. Taxes-subsidies/products 5755 5341
P2. Intermediate consumption 15989 17132
B1. Gross value added (GDP) 32359 32499
Total 48 348 49631 48348 49631
11.1. Generation and allocation of primary income account
B1. GDP 32359 32499
D2-D3. Taxes-subsidies/products 5755 5341 5755 5341
DA41. Interests 6778 6 351 6 001 6 592

private sector 3056 3135

public sector 3722 3216
D1+D4. Compensations and other income 21426 21372 20974 21806
B5. Balance of primary income (GNI) 31129 33174
Total 65089 66 238 65089 66 238
11.2. Secondary distribution of income account
B5. GNI 31129 33174
D5. Direct taxes 1521 1609 1521 1609
D61. Social security contributions 841 1014 841 1014
D62. Social security benefits 1633 1 665 1 656 1688
D79. Other current transfers 497 390 5547 4432
B6. Balance of secondary income (GNDI) 36202 37 239
Total 40694 41917 40694 41917
11.4. Use of income account
P2. Consumption 32497 32544
B8. Gross saving 3705 4 695
Total = GNDI 36202 37239 36 202 37239
I11. 1 Capital account
B8. Gross saving 3705 4 695
P51.Gross fixed capital formation 7074 7081
D9. Capital transfers 6 45 2176 1396
B9. Balance: net lending/borrowing -1199 -1035
Total 5881 6 091 5881 6 091
I11. 2 Financial Account
B9. Net lending/borrowing -1 199 -1 035
F2. Currency and deposits 6676 5188 6 434 4 061
F3 Securities other than loans 3370 3450 3923 4189
F4. Loans 302 193 265 12
F5. Shares/other equity 2185 1163 3110 2 767
Total 12 533 9 994 12 533 9 994
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Table 28
Accounts of the rest of the world (S.2), 2004-2005

LBP billion

Uses Resources
Accounts 2004 2005 2004 2005
I Transactions on goods and services
Imports 13 638 13 995
Exports 6 426 6 869
B11. Trade balance 7212 7126
Total 13638 13995 13638 13995
Il Primary income and current transfers account
B11. Trade balance 7212 7126
D1. Compensation of employees 413 674 1203 1332
D41. Interests 1036 2 382 1813 2142
D4...Other income (net) 337 1092
D62. Social benefits 23 23
D79. Other current transfers (net) 5050 4042
B12. Current balance 3 369 2 386
Total 10228 10600 10228 10600
I11. 1 Capital account
B12. Current account balance 3369 2 386
D9. Capital transfers (net) 2170 1351
B9. Balance: Net lending/borrowing 1199 1035
Total 3369 2 386 3369 2 386
I11. 2 Financial Account
B9. Net lending/borrowing 1199 1035
F2. Currency and deposits (net) 242 1126
F3 Securities other than loans 553 739
F4. Loans -37 -181
F5. Shares / other equity 926 1604
Total 1441 2162 1441 2162
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Chapter 1
Integrated accounts of the national economy

The various operations carried out between the economic agents, or flows arising from

economic activity, are broken down into the following six categories or subcategories of
11

accounts:

I.  Production account

I1.1 Generation and allocation of primary income account
I1.2. Secondary distribution of income account

I1.4. Use of income account

I11.1. Capital account

I11.2. Financial account

These accounts detail the main aggregates that characterize economic activity (see table
29).

Table 29
Development of the main aggregates, 2001-2005

LBP billion

Type of aggregate 2001 2002 2003 2004 2005
GDP 25 898 28 177 29 852 32 359 32499
+Net income factors 303 -302 -362 -1 230 675
= GNI 26 201 27 876 29 489 31129 33174
+ Net current transfers 2548 2976 4879 5073 4 065
= GNDI 28 749 30851 34 368 36 202 37 239
- Final consumption 26 542 28 524 30 396 32 497 32 544
= Gross national saving 2 207 2328 3972 3705 4 695
+ Net capital transfers 447 329 2431 2170 1351
= Gross disposable saving 2 653 2 656 6 403 5875 6 046
- GFCF 5923 5122 5733 7074 7081
= Net lending (+)/borrowing (-) -3 269 -2 466 670 -1199 -1 035
+Foreign financing 1502 4821 4434 1441 2162
= Balance of payments -1 767 2 355 5104 242 1126

Note: Data for 2001-2004 inclusive were revised.

- Gross domestic product (GDP) is the balancing item of the production account of all
economic agents

- Gross national income (GNI) is drawn from the allocation of primary income
account

- Gross national income available (GNDI) is the balancing item of the secondary
distribution of income account

- Gross national saving is the balancing item of the use of income account

- Gross national saving available and net lending/borrowing are deduced from the
capital account

- The balancing item of the balance of payments appears in the financial account
under the heading, entitled “Change of cash and deposits”.

1 The numerals used are the codes of the international classification of accounts.
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The details of these accounts are presented in the sections set forth below.

Section I. Production account

The production account records in terms of resources the value of the output received by
various economic agents; and in terms of uses, the value of intermediate consumption. The
balance of this account is equal to GDP.

The value of the output is subdivided as follows: market output (P.11), non-market output
(P.12), and taxes net of subsidies on products (D.2 — D.3).

a) Market output (P.11)

Market output is equal to the net income of all production units resulting from sales of
goods and services. However, given the methodology used in the absence of adequate
statistics, the value of the market output described herein also includes the value of the self-
consumed output.

Consequently, the value of the market output is equal to the sum of the output of all market
sectors calculated at market prices, minus indirect taxes and added to operating subsidies.

Details of the market output evaluated at consumer prices are provided in part one, chapter
one of this report.

b) Non-market output (P.12)

Non-market output, as it appears in these accounts, represents only the estimate of the
Government’s output. Consequently, it does not include the output value that is self-
consumed by households or non-profit associations.

The method used to estimate this outp