Calculating the costs of war

Indirect damage may end up dwarfing physical destruction
The government estimates that Lebanon sustained $3.6 billion in damage during the month-long war this summer pales when compared to the potential long-term hidden costs of the conflict, which one senior economist has pegged at $15 billion over the next three years. 

The most debilitating long-term impact of the war, says veteran economist Marwan Iskandar, is likely to be the brain drain of talented young Lebanese abandoning the country for brighter prospects overseas. 

"The trouble with Lebanon," he says, "is that we've had so many bouts of war." 

Iskandar, who has advised numerous governments in periods of economic crisis and recovery, says no two conflicts are the same and therefore none of the economic costs are comparable. But he says the economic losses Lebanon suffered as a result of the most recent war are greater than anything he has seen before. 

"What has happened is beyond the expectations of anybody," he says. "The damages are far greater. And this time it's after a long stretch. We didn't have open-scale war in Lebanon for 15 years." 

Nearly two months after the implementation of a UN-brokered cease-fire on August 14, economists such as Iskandar, along with government officials and leaders in the private sector, are neck-deep in the process of surveying and assessing the damage that has been done, calculating both hard and soft costs. 

In terms of direct losses, that process is all but done. The war claimed 1,100 civilian lives, wounded more than 4,000 and displaced nearly 1 million, 60 to 70 percent of whom have returned to homes rendered uninhabitable by the war. Lebanon's Council for Development and Reconstruction (CDR) has pegged the total material cost of the war at $3.6 billion. 

That figure includes $484 million for destroyed or damaged roads (137) and bridges (107), $34 million for destroyed or damaged schools and hospitals, and costs of $244 million to the electricity sector, $116 million to the telecommunications network, $80 million to the water system, $220 million to industry, and more. The Order of Architects and Engineers has tallied the destruction of 30,000 housing units and businesses, resulting in losses of $2.4 billion. 

As daunting a figure as $3.6 billion may be, the CDR's assessment does not take into account the loss of daily economic activity due to bombardment, siege or blockade, which Finance Minister Jihad Azour estimates at $50 million a day. Nor does it consider the number of jobs lost or businesses liquidated, both of which, in turn, cause losses in income and purchasing power, a reduction in tax revenues, and the possibility of default on payments or worse, foreclosure on bank loans. In a study prepared by Iskandar, he estimates that more than 30,000 jobs have been lost so far, and another 20,000 could go soon. 

Where does that leave unemployment in Lebanon? How many private-sector employees are now working on reduced salaries or facing possible transfer abroad? How many businesses will find it impossible to pay rents, utility bills, taxes or salaries in the next three to six months? How many of those businesses will close? How does one calculate the loss of investor confidence or the tarnished image of a country in the eyes of potential tourists? Even more worrisome, how do you account for the cost levied by the flight of young, educated, talented Lebanese who - if they haven't already left the country - are now more convinced than ever that emigration is their only future? 

Calculating accurate assessments of indirect losses is no easy task. Nadim Assi of the Beirut Traders Association says that many small Lebanese businesses keep poor accounting records and may not even be properly licensed, complicating the process of calculating the costs to an economic sector. 

Similarly, Paul Ariss of the Association of Lebanese Restaurant, Cafe, Pastry Shop and Nightclub Owners says that for the same reason, he cannot even hazard a guess as to how many establishments have closed due to the war because "no one knows how many restaurants there are in Lebanon. Not even the Ministry of Tourism knows." 

Ariss has met with various government officials to discuss recovery plans. "We are pessimistic about compensation," he says. "Instead, we are working on things like rescheduling bank loans, tax breaks and finding ways for tourism initiatives to survive until next year." 

The Tourism Ministry calculates losses of $2 billion in expected revenue from the summer season, when 1.6 billion tourists were expected to visit Lebanon. 

Of course, some sectors will find relief in the influx of foreign journalists (who kept the hotel industry in Tyre afloat during the war) and foreign peacekeepers (who are being offered special discounts at Beirut-area home-furnishings stores). Likewise, artistic, cultural and educational initiatives are likely to benefit from the generosity of foreign funders. Ashkal Alwan, the Lebanese Association for Plastic Arts, for example, conducted a direct fundraising drive during the war and was able to raise enough money to fund a two-year project that will allow some 15 artists to make new work. 

At the same time, however, some of Beirut's best-known architects are finding the current economic situation untenable. Bernard Khoury is considering moving half his office to Paris. Nabil Gholam, who has already established a second office in Istanbul, says foreign projects are keeping his firm afloat at a time when local clients are no longer paying him the fees they owe him. 

Speaking at a meeting of the World Bank and the International Monetary Fund in Singapore earlier this month, Azour said that the cost of reconstruction exceeded the capacity of any middle-income country, "let alone a country that has been saddled with a very large public debt." 

Azour estimates that Lebanon's economic activity, measured in gross domestic product (GDP), fell by 7 to 8 percent in a month-and-a-half alone. It is likely that Lebanon will record zero or negative growth for 2006, compared to a projected growth of 5 percent. The London-based Economic Intelligence Unit predicts that GDP will fall by as much as 10 percent. 

The Finance Ministry calculates that government revenues will drop by $1 billion, while spending will increase by $600 million. The ministry believes the public debt will increase by $1 billion by the end of 2006 to reach $41 billion. The debt-to-GDP ratio is also expected to rise from 175 percent to 190 percent. If the government's ability to service the existing debt decreases, that will translate into higher interest rates on new debt, due to higher risk, and the cost of debt servicing will increase overall. 

In his study, Iskandar pegs Lebanon's visible losses at $7.8 billion, including the loss of government revenues from VAT, airport charges, customs duties, land registration fees, etc. ($1.5 billion). But he says the invisible losses will be far worse, including the cost of investor confidence for high-ticket real-estate developments, such as the $1.1 billion Phoenicia Village project, to be financed by the Lebanese-Kuwaiti firm Levant Holdings, which is now on hold. The $410 million that was collected for start-up capital has been returned to investors. 

Not only the war itself but also the implementation of the cease-fire agreement - United Nations Security Council Resolution 1701 - will cost Lebanon dearly. Iskandar calculates that the cost of mobilizing Lebanon's army in the South, for example, and of potentially absorbing 5,000 Hizbullah fighters into its ranks, could "add half-a-billion dollars to the defense budget of Lebanon a year." (For Lebanon to have a truly modern army, he tags the price at a further $1.5-$2 billion). Tallying the total of Iskandar's memo, Lebanon could be looking at indirect costs of around $15 billion over three years. 

"The indirect costs are much larger than the direct costs," Iskandar explains. "You need more time to compensate for them. The loss of investor confidence is not going to come back in three months." 

Infrastructure may be rebuilt in months, but Lebanon's image will take years to repair. But Iskandar's greatest fears are with the next generation. He estimates that 30 percent of the people who fled during the war were young and educated. 

"These are the worst losses," he says. "If we don't have the enthusiasm of young people, we cannot be part of the development that characterizes what we call the seamless economy, the global economy." (Daily Star)
