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LONG-RUN LINKAGE BETWEEN BUDGET DEFICITAND TRADE DEFICIT

IN LEBANON: RESULTS FROMTHE UECM AND BOUNDS TESTS
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2. BUDG DEFICITS AND PUBLIC DEBT IN LEBANON

Prior to 1975, the government budget was always balanced and the
government had never resorted to borrowing. However, from 1975 to
1990, Lebanon was plunged into a civil war. This had a catastrophic
effect on the Lebanese economy. As can be seen from Figure 1, the
increase in public deficits in Lebanon occurred after 1974. The largest
increases occurred after 1980 and peaked in 1990. During the period
from 1975 to 1990, there was a marked deceleration in economic growth
and private investment activity. The budget deficit, as a percent of
GDP, increased from only 3 percent in 1975 to 32.3 percent in 1989,
and was one of the highest amongst the Middle East countries. Increased
government expenditure and declining government revenues were both
responsible for the steep increase in the public sector deficits. Total
government expenditure as a percentage of GDP in Lebanon increased
from 15.4 percent in 1972 to 39.4 percent in 1990. The dramatic increase
in total government expenditure was mainly made up of current
expenditure, the generous salaries paid to government employees and
the interest payments on the public debt.
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