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1. The present report is submitted pursuant to Econonic and Soci al

Council resolution 1996/32. During the period under review (1 July 1996 -

30 June 1997), the operating environnent for national recovery and devel opnent
activities becane nore difficult. This situation was due to the inpact of
events in southern Lebanon conpounded by the effects of the deadl ocked

regi onal peace process, which is increasingly put into question. The unsolved
regi onal di nension affects perceptions about long-termstability, which is
necessary for private investnent to thrive.

2. Not abl e devel opnents at the donestic | evel were the installation

on 16 Cctober 1996 of a new Parliament for a four-year term which in turn
voted confidence in a new Governnment on 27 Novenber 1996. The strategic goals
of the legislative and executive branches of governnent remmi ned the same as
in the past few years, including at the top anong goals the |iberation of

sout hern Lebanon and the western Bekaa from foreign occupation and the
reintegration of the displaced. For the first tinme, however, the Government

i ncl uded soci al issues, including the environnment, and adm nistrative reform
among the main areas of priority of its agenda.

3. Econom c activity in 1996 was characterized by a marked sl owdown,

notw thstanding the efforts of the national authorities to nodernize financia
and economi c |l egislation, to encourage investnent in Lebanon and to open

i nternational markets to Lebanese exports. The annual growth rate fell to

4 per cent in 1996 (GDP at US$ 13,754 nillion) conpared to 6.5 per cent in
1995; this lesser performance is attributed to the above referred to factors,
the effect of restrictive nonetary policy and an austerity budget limting
public investnent.
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4. The policy of exchange rate-based econonic stabilization was
successfully continued in 1996. However, the key objective of reducing the
public deficit in 1996 was not nmet, 47 per cent actual conpared to 38 per cent
pl anned (actual deficit in 1995 was 57 per cent and in 1994 it was

47 per cent). Net total public debt increased to $10.5 billion in 1996, up
by 42 per cent - an increase in the sane proportion as one year earlier. Most
of the increase resulted fromthe donestic debt component. The net donestic
public debt to GDP ratio stood at a high 63 per cent at the end of 1996

(52 per cent at the end of 1995). External debt rose by $574 mllion in 1996
to $1,856 mllion (18 per cent of net total public debt).

5. For the year 1997, Parlianent adopted on 3 February 1997 an increased
austerity budget, severely squeezing public investment, with a planned deficit
of 36 per cent. Planned revenues anount to LL 4,100 billion against planned

expenditures of LL 6,433 billion. The 1997 budget introduced a new budget
classification based on the nature of expenditures and also taking into
account the inpact of public expenditures on national econony.

6. The econom ¢ performance of the first quarter of 1997 provided further
evi dence of the difficult econom c situation, as growmh was estimated at a
coupl e of percentage points only. Leading indicators of the real sector were
down significantly, particularly in the construction sector, which was in the
first half of the 1990s the notor of growth. |In the first quarter, the area
covered by building permits decreased by 47 per cent and cenent supplies by
25 per cent, conpared to the sanme period one year earlier. An inportant

devel opnent was the successive inportant decreases in interest rates, which in
the short term (six to nine nmonths) should have an effect on stinulating the
econony, particularly the productive sectors. At the same tine, conmercia
banks were no | onger required by the Central Bank to mandatory subscription to
treasury bills in February 1997 (the requirenent was at |east 40 per cent of
their deposits). Macroecononic indicators overall continued to be favourable;
inflation remained at a low |l evel (10 per cent); and the currency remai ned
stable. The bal ance of paynents was in surplus by $564 mllion at the end of
the first quarter (conpared to a deficit of $291 mllion during the sane
period | ast year). Again, the performance of public finance was deceiving in
the first quarter as the budget deficit reached 49.6 per cent, a subject of
concern. Net total debt increased to $11.4 billion. External debt increased
to $1.9 billion (14.5 per cent of GDP). The Governnent decided in June to
establish progressive inmport taxes on cars, with rates varying from20 to

200 per cent, in a bid to raise nore revenues; other neasures are under

consi deration.

7. Concern about slack growh and nmounting social problens |ed the
Governnment to decide early in March on a new economic orientation, including
pronmoti on of investment and elimnation of all obstacles to investnent by
Lebanese and foreigners; protection of agriculture through limting inports of
conpeting agricultural products; and selection and protection of conmpetitive

i ndustries, which have an export potential, which will be supported to ensure
i ncreased productivity. The Investnment Devel opnent Authority of Lebanon
stepped up the creation of a nunber of strategically |ocated industrial zones
in different areas of the country. An interest subsidy programe (five
percentage points) on |loans contracted by private investors and enterprises
from comrerci al banks was also initiated in April (US$ 16 mllion fund), which
is expected to reactivate private sector investnent.
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8. In the social sectors, reform programes continued with a viewto
establishing nore effective and efficient health-care and education systens,
which will require sustained efforts in the mediumtermfor their effects to

be widely felt. This action has received increased support fromdifferent
donor sources; however, additional and increased devel opment assistance is to
be directed towards the basic social services with a viewto inproving primry
and reproductive health care, basic education, skills devel opnent and literacy
in priority, to at |least neet the targets set by recent internationa
conferences. Further provision of social services and social welfare through
the Mnistry of Social Affairs and its network of integrated social services
centres would be required. Support in this connection, both at the centra
and operational levels, is to be largely increased. Progress with respect to
return of displaced persons (limted to 25 per cent at the end of 1996) and
their rehabilitation continues to suffer fromlack of financial resources,
both for rehabilitation and reconstruction of dwellings and of socio-economc
infrastructure and activities; international support for this critically

i mportant conponent of the national recovery programme has been wanting. In

t he second quarter of 1997, attention focused on underserved areas,
particularly in north Lebanon and the northern Bekaa, which are generally
believed to have a high incidence of poverty - confirmng efforts to attract
additional financing to bring these areas within the mainstream of

devel opnent, made through the United Nations Devel opnent Progranme
(UNDP) - supported programme of Integrated Rural Devel opment for Baal beck- Her nmel
in recent years. This situation resulted in a government initiative in

June 1997 to inplenment an energency programe of LL 150 billion for these two
areas, primarily directed towards the devel opnment of road infrastructure,
irrigation and social services infrastructure. To ensure success, however, it
is inmperative to i Mmediately provi de enploynent opportunities and to generate
incomes for the local population; this will require focused action over a

medi umterm period to relieve the popul ati on through comunal and muni ci pa

| ocal infrastructure works, food-for-work initiatives (particularly for rura
infrastructure devel opnent), integration of rural wonen into the |ocal econony
t hrough training and rel ated support for smmll-scale economc activities,
provi sion of anple micro- and small-scale credit at the individual and
enterprise levels etc. Such programes, l|largely funded through bilateral and
i nternati onal assistance, could be managed by United Nations system

organi zati ons (the above-nenti oned UNDP-supported programe for the

Baal beck-Hernel area is an exanple), in cooperation wi th non-governmenta
organi zations, within the framework of government policy.

9. The issue of illegally inported and dunped toxic waste was finally
closed in June 1997 after several shipnents were returned to their countries
of origin. There have been a nunber of excellent initiatives by the Mnistry
of Environnment to stop environnental degradation and to start resolving the
problems in a nunber of environnentally sensitive areas, notably exploitation
and rehabilitation of quarries, solid waste nanagenent and air pollution
However, conclusive results will require firmpolitical comm tnment,
enforcenent of norns and of decisions and rel ated environnental capacity
devel opnent. Increased international assistance would also be useful in this
respect.

10. | ssues of governance figured prom nently among devel opnents during the
peri od under review Basic surveys and studies for adm nistrative reformwere



E/ 1997/ 96
page 4

continued, and action on a nunber of issues is under active consideration

i ncludi ng the establishnent of unified salary scales for the public service
and restructuring of the civil service with enpl oyment based on qualifications
and equal opportunity. The progranme of rehabilitation of the public

adm ni stration, particularly procurenent of office equiprment, and the

i ntroduction of nodern office technology and training, continued with progress
in inmplementati on somewhat slower than scheduled. It is strongly enphasized

t hat sustai ned, determned action to streamnmline and transformthe public

adm nistration is a conditio sine qua non to bol ster econonic recovery and
reconstruction and devel opnent efforts in the nediumterm It is thus
necessary that planned and conmitted international assistance for capacity
rehabilitati on and devel opnent and for reformbe delivered in a nore effective
and qui cker manner.

11. The planning and inpl enentati on of national reconstruction and

devel opnent have conti nued during the period under review in accordance with
the national objectives and followi ng the strategic options taken by the
Governnment a few years ago: devel opnent of basic infrastructure and public
services infrastructure; creation and strengthening of |egal franmeworks, in
particular for private sector devel opnment; and rehabilitation and devel opnent
of institutional frameworks.

12. The fourth progress report of the Council for Devel opnent and
Reconstructi on was released in Cctober 1996. The report indicates significant
progress on mejor rehabilitation schemes and reconstruction, in which now nore
than 20 countries and a score of international organizations participate. In
the next phase, nore attention will be given to social infrastructure,
particularly in the education, health, water supply, waste water, and solid
waste sectors, in which it is expected to let contracts of up to $800 million
by the end of 1997. As indicated above, plans to nodernize the public

adm ni stration have been started and initial activities will provide

m nistries and agencies with nodern equi pment and qualified staff; technica
assistance will support the establishnment of nmodern institutional structures
and managenent processes. O total foreign financing requirenents of

$8.5 billion during the 1995-2000 period, $3.9 billion had been secured in

Oct ober 1996, of which $800 million nobilized fromcapital nmarkets. It is
noted that as of June 1997 foreign funding conmtted amounted to $4.7 billion
of which $1,050 million drawn fromcapital markets. The latter has proven an
efficient neans to accelerate inplenentation of priority projects. Taking
into account the country's public finance situation, it is evident that very
maj or efforts will continue to be required during the next years to nobilize
foreign financing, particularly soft |loans and grants, to neet the plan
target. One interesting recent devel opnent concerns the intention of the
Government to expand public-private partnerships. The Governnent opted in the
second quarter of 1997 to further increase private sector participation in the
financing and inplenentation of recovery activities, particularly mjor
projects including the restructuring and devel opnent of coastal areas north of
Beirut (Linord), nmejor road infrastructure devel opnent etc.

13. The total ampunt of contracts awarded by the Council for Devel opnent

and Reconstruction between 1 January 1992 and 30 Septenber 1996 was

$3,283 mllion, of which $1,400 million covered by foreign funding. Conpleted
contracts anounted to $563 million only at the end of September 1996. Just
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under $2 billion new contracts were in preparation. It is noted that
considerable tinme is taken by project preparation and procedures for
nobi i zi ng and arranging project financing, and particularly by securing
approval from Parlianent for each project to be inplenented through externa
financing. Strengthening the technical and coordi nation capacity of |ine
mnistries is essential to expand national inplementation capacity, including
mai nt ai ni ng i npl enentati on schedul es, while nmaintaining the high standards and
efficiency of the Council for Devel opnent and Reconstruction, the centra
agency entrusted with planning, nobilizing financing for, and overseeing

i npl enent ati on of reconstruction and devel opnent activities.

14. It is suggested that to strengthen the planning and inpl ementation of
reconstruction progranme, projects should be cast in conprehensive, integrated
sector or thematic franmeworks, putting up-front requirenments for inproved

pol i cy-maki ng and programme formnul ati on, coordination, institutiona

capaci ty-buil ding, and human resources devel opnment - in addition to physica

i nvestment requirenents. For each sector/thenme, a lead role in support of
government could be assigned to a specific donor for nmanagenent and

coordi nation assistance for the totality of international devel opnent
cooperation

15. The scope and vol une of United Nations system activities increased by
about 25 per cent in 1996 to just under $20 million. UNDP contributed

$5.6 million, the Wrld Bank $3.8 nmillion (only grants), the Wrld Health
Organi zation (WHO $1.8 million, and the Wrld Food Programe (WFP)

$1.7 million. This represents a nodest contribution, well below 10 per cent
of the overall devel opnment assistance effort and only a fraction of tota
public investnent which is estimated at nore than $1 billion in 1996. The
contribution of the United Nations systemis inportant, however, as it is
directed to areas of strategic inportance and to key conponents of sustainable
and human devel opnent. Wth the exception of $1 million fromthe
International Fund for Agricultural Devel opnent (I1FAD) (soft |oan), the
totality of disbursenents nade by the United Nations systemare grants which
mai nly served for capacity devel opnent through technical cooperation projects.
There has been increased cooperation with civil society organi zati ons even

t hough mai nly through a score of projects of very small amounts, involving
mai nly local conmunities. Salient anpbng United Nations systemactivities
during the period under review was support for data devel opnent for

pol i cy-maki ng and programe devel opnment. The national housing and popul ation
survey and dat abase, conducted by the Mnistry of Social Affairs in
cooperation with the United Nations Popul ati on Fund (UNFPA), was conpleted in
Cctober 1996. The survey nakes available for the first time in nore than

50 years data on popul ati on and devel oprment (3.1 mllion, excluding

Pal estinian refugees and tenporary foreign workers; average famly size

3.7 menbers; illiteracy rate 13.6). Also the results of an Arab Fund for
Agricul tural Devel opment (AGFUND)-funded Pan Arab survey on nother and child
heal th, undertaken by the Mnistry of Health with support from UNFPA, the
United Nations Children's Fund (UNI CEF) and WHO, were released in

Oct ober 1996. A survey on education achievenent in tenth grade undertaken by
t he Educati on Research and Devel opnent Centre in cooperation with the

United Nations Educational, Scientific and Cul tural Organizati on (UNESCO and
UNI CEF was rel eased in February 1997 (and conpl enents a simlar survey of
fifth grade students). More basic surveys are under way, nmainly with support
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from UNDP, including an establishnent survey, a |abour and manpower survey, a
living standards neasurenent survey, a household survey, and an agricultura
census (the latter financed by the World Bank). Data fromthese surveys wl|
serve a new major initiative, namely to establish a national strategy for

i ncreasi ng social productivity and reducing regional disparities; this work
supported by UNDP wi Il be based on defining and mappi ng poverty, and on
establishing a national poverty line or band. This work will also support the
ongoi ng programe on basic social services, which has nade progress in terns
of capacity devel opment and operational results, through the collaborative
efforts of UNFPA, UNI CEF, UNESCO, WHO and UNDP.

16. Thr oughout the period under review, the Governnent has depl oyed

determ ned efforts to sensitize donors and private investors to support the
reconstruction and devel opnent of the country and to nobilize the required
resources. The nost inportant initiative was the Friends of Lebanon

Conf erence, organized by the United States of Anerica in support of the
process of the reconstruction of Lebanon, according to the Arrangenent

of 26 April (follow ng the violence in south Lebanon), which took place on

16 Decenber 1996 in Washington D.C. The Conference brought together

hi gh- power ed del egations from 31 countries and 7 international institutions,
which all committed thenselves to offer international assistance to Lebanon in
support of its efforts. The Friends of Lebanon Conference attenpted to raise,

within the context of the country's reconstruction programe, $5 billion over
a five-year period, mainly as soft |oans and donations; 31 projects were
presented, covering road construction ($1.25 billion); irrigation, water
networks and the rehabilitation of dans and | akes ($1.19 billion);

education, particularly vocational training and technical education

($830 million); environment ($880 million); agriculture ($410 mllion);
housing ($150 mllion); health ($125 nillion); and, security-related
projects ($165 million). The Ofice of the Prine Mnister, the Council for
Devel opment and Reconstruction, and the Mnistry of Finance invested
considerable time and efforts in preparation for the Conference.

17. It is generally considered that the forumwas successful, as the

i nternational comunity gave a clear signal to support Lebanon and the
reconstruction process. Contributions were announced for nore than $1 billion
and in addition a nunber of countries commtted thensel ves to nake avail abl e
resources amounting to $2.2 billion by the year 2000. Aid pledged/ committed
included: Kuwait ($100 million); the United Arab Emirates ($50 mllion);
France ($200 million for 1997); Saudi Arabia ($14 mllion);

Geat Britain ($1.5 mllion); European Union ($1.5 billion over four years);
the World Bank ($1 billion over five years); Belgium ($33 nmllion); the

Arab Monetary Fund ($75 million); Canada ($200 million); the United States of
America ($20 million); Germany ($7 nmillion); and Norway ($5 mllion). Japan
and the Islamc Bank committed thensel ves to send del egations to Beirut to
identify possible project finance. UNDP participated in the Conference and

i ndicated that, along with other United Nations system organi zations, it would
mai ntain and further increase its efforts in support of the reconstruction
within the context of the programme frameworks (see below). UNDP also offered
support to the Governnment in conference follow up and coordi nation

18. The foll owup process has engaged the national authorities at the
hi ghest | evel through a nunber of initiatives towards friendly countries and
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international institutions as well as the private sector; these have invol ved
traditional western and Arab donors, but also countries such as Brazil, the
Republ i ¢ of Korea, Malaysia, and Eastern European countries. Bilatera
followup neetings with donor countries and international institutions have
been held to transl ate the pledges and intentions into financing proposals and
agreenents; a process which needs to be speeded up, as already pointed out
above. Capacity devel opnent for project preparation and nanagenent as well as
negoti ati on of financing and inplenentation arrangenents woul d benefit this
process in the short to nmediumterm

19. The World Bank indicated within the context of the Friends of Lebanon
Conference that it had approved since 1993 a total of $551 million in favour
of Lebanon. The World Bank envisages to increase the annual |oan volunme to
Lebanon to $150 million during the 1998-2000 period and to provi de guarantees
for an anpunt of $150 million only. Wrld Bank |oan policy towards Lebanon is
based on three main sectors, nanely, rehabilitation and reconstruction of
public institutions (equipnment for the admnistration, managenment of
Electricité du Liban, etc.), environnent, and social devel opnent (health care,
education, vocational training), which correspond with the main priorities
defined by the Lebanese Governnment. The inplenmentation rate, however, has
been sl ow as only $200 million had been di sbursed by end Decenber 1996, of
which $120 nmillion out of $170 million approved under the Energency
Rehabilitati on Progranme of 1993. Slow inplenentation is ascribed to the

I ong procedure for loan utilization, particularly at the level of Parliament.
In addition, there is a need for inproved managenment and for qualified
personnel in nost of the Mnistries to enable the inplenmentation of projects,
whi ch underscores the interest of the Wirld Bank (and of other donors,
including UNDP) in rehabilitating public institutions.

20. On 1 January 1997, UNI CEF, UNFPA and UNDP started a new cycle of
five-year country progranmmes. The Mnister of Foreign Affairs and the UN CEF
Representative signed on 14 January an agreenent concerning the UN CEF
progranmme of assistance for the period 1997-2001, anounting to $17.5 mllion
with focus on primary health care, basic education, and basic social services,
particularly for underserved groups and regions. The UNFPA country programre
amounting to $7.5 nmillion was approved in March, with special focus on
reproductive health, including fam |y planning, and basic data devel opment and
advocacy. The UNDP country progranmme of $25 mllion was approved by the
Executive Board in May, with main areas of focus governance and

i nstitution-building, social devel opnent and poverty alleviation, and

envi ronnent al managenent and sust ai nabl e devel opnent .

21. The above country progranmes address in priority people-centred

devel opnent issues through assistance through capacity devel oprment; the main
concern is for social reconstruction, particularly poverty eradication, and
governance and environnental managenent also figured promnently. The areas
of concentration of the respective programes respond to the concerns and
priorities expressed in Econonm ¢ and Social Council resolution 1996/32 of

25 July 1996. The inplenentation of the programres as planned requires

addi tional resources, which to an extent the Government of Lebanon has been
forthcom ng to make avail abl e through cost-sharing; a sinmlar effort is
required through increased nobilization of resources frombilateral donors and
international institutions for United Nations system supported nationa
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programmes. The latter objective would be facilitated by strengthened

I i nkages among conmon thenes and conmponents of programes and by increased

i mpl enentation of activities in a collaborative manner. Anobng the best
exanpl es are the programe conponents of fiscal reformand adm nistration
basi ¢ soci al services devel opment (primary health care and basic education)
and area-based devel opnent programes. The conpletion of a comon
Government - Uni ted Nations system strategy and the achi evenent of streamined
col | aborative inplementati on mechani sns are suggest ed.

22. WHO approved a new bi enni al programe (1997-1998) of support for
Lebanon, anounting to $2.5 mllion. The United Nations Industrial Devel opment
Organi zation (UNIDO) released in April 1997 its country support strategy for
Lebanon, which includes 12 specific areas for cooperation in terms of
capacity-building at the policy, institutional and enterprise |evels;
resources for inplenentation are to be identified. Oher specialized agencies
i mpl ement projects within the context of regular budgets or regiona

progr amres.

23. WFP cl osed down its office and operations in Lebanon at the end of
Decenmber 1996 after achieving its mssion in the country. WWP nade a

consi derabl e contribution to provide food aid to needy persons throughout the
war period. Before and after the war, WP has been active in providing food
assi stance for devel opnental purposes, mainly for agricultural devel opment and
soci al devel opnent. The United Nations Drug Control Programme al so cl osed
down its office in Lebanon (established in 1994 only), maintaining its country
operations, which will be supervised henceforth froma regional office to be
established in Cairo during the year 1997. The UNDP Country O fice services
its project operations in the country.



