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We will update in this spotlight the impact of changes in the customs dollar rate on inflation and government revenue. We start by presuming that the average customs rate based on (available) data is estimated at 2.5% (see appendix below).

December 2021 - December 2022:

The customs dollar rate increased from 1,500 LBP per 1 USD to 15,000 LBP during this period -- an increase of 900%. As such, this should have increased import prices by 900 x 0.025 = 22.5%

On the other hand, the year 2021-2022 witnessed the following:

- Average exchange rate increased by 53% from 27,483 LBP to 42,133 LBP

- Average prices increased by 122% from index 921.4 to 2045.5

- Currency in circulation (CC) increased by 76% from 45.7 trillion LBP to 80.2 trillion LBP

So we can tentatively conclude that: 22.5% of the 122% price inflation came from the higher customs dollar; 53% came from the weaker exchange rate prices; and the remaining were a combination of higher international prices (due to the Russia-Ukraine war) and monopoly pricing by sellers, especially that they can blame the higher customs dollar for the higher prices that they charge.
Also, we can conclude that the depreciation of the exchange rate by 53% was a product mostly of higher CC and LBP liquidity by 76%.

As such, what was the impact on government revenue? By end 2022, imports reached $19 billion, so government revenue from the higher customs dollar was: 19 x 0.025 x 15,000 = 7.2 trillion LBP. Given that the salaries bill for public personnel (including the armed and security forces) was 10 trillion LBP at end 2021 and increased by three-folds to 30 trillion LBP by end 2022, then government revenue of 7.2 trillion LBP from the higher customs dollar would have financed almost 25% of the salaries bill (not counting the added effect on government revenues through VAT, as VAT receipts would have increased by 2.4% -- 22.5% x 0.11 -- from the higher-priced LBP imports purchased by the final consumer; and in absolute terms, these could be quite substantial).

December 2022 – April 2023:

The customs dollar rate increased on average from 15,000 LBP per 1 USD to 45,000 LBP during this period -- an increase of 200%. As such, import prices should have increased by an additional 200 x 0.025 = 5%

On the other hand, the 4-months period of Dec 2022-April 2023 witnessed the following:

- Average exchange rate increased by 130% from 42,133 LBP to 97,100 LBP.

- Average prices increased by 97% from index 2045.5 to 4027.8

- Currency in circulation (CC) fell by 16% from 80.2 trillion LBP to 67.3 trillion LBP

It is clear that during this period the higher prices of 97% were dominated by the exchange rate depreciations of 130% which, more importantly, were driven by speculation and market gauging as LBP liquidity actually fell by 16%. In fact, the exchange rate depreciations were so unreasonable that even prices had to be raised at a lower rate! Another way of saying this is that the higher customs dollar played hardly any role in the higher prices of the period.

Also, what was the impact on government revenue? If we assume that imports for 2023 will be the average for 2021 and 2022 (or the average of 13.6 and 19), then that would put them at $16.3 billion annually, or $5.4 billion per four months. As a result, the resulting government revenue would be: 5.4 x 0.025 x 45,000 = 6.1 trillion LBP. And given that the salaries bill for the 4-months period would be around 10 trillion LBP (a third of the 30 trillion LBP), then the government revenue from the higher customs dollar would have financed almost 60% of the salaries bill (again, not counting the extra impact from higher VAT receipts).

Present:

Starting May 2023, the customs dollar rate will be at the Sayrafa rate of 86,300 LBP. However, the salaries bill will be increased by 7 times to stand annually at 70 trillion LBP by end 2023! Based on the reasoning applied previously, the inflation impact of this higher customs dollar shouldn’t exceed 3%.

But, what about government revenue?. Government revenue form the higher customs dollar for the remaining 8 months would be: 10.8 x 0.025 x 86,300 = 23.3 trillion LBP. However, the salaries bill would be two-thirds of 70 trillion LBP, or 46.6 trillion LBP. So government revenue from the higher customs dollar would finance 50% of the new salaries bill for the remaining eight months of 2023 (not counting the added effect of higher VAT revenues, of course).

Conclusion:

The higher customs dollar has the following advantages:

- It has very limited impact on inflation, as the latter is dominated by excess LBP liquidity and exchange rate speculation.

- It contributes markedly to higher government revenue that could be used to fund higher salaries for public employees, thus helping to support less-adverse living conditions and to maintain social peace

- It eliminates the need to monetize the debt (or print money) so as to fund public expenditures, thereby adding to exchange rate stability and to deterring speculation.

- It helps nascent import-substituting industries, thus saving foreign exchange reserves and creating local job opportunities.

- That said, the higher customs dollar should be looked at as an ad hoc, stopgap measure, not a substitute for a comprehensive reform of public finances.

Appendix:

Table 1: Customs Revenue and Goods Imports

	Year
	Customs Revenue (Billion LBP)
	Goods Imports 

(Billion USD)

	2014
	766
	20.5

	2015
	713
	18.1

	2016
	706
	19.1

	2017
	742
	19.6

	2018
	745
	19.9


If we restrict ourselves to the representative period 2104-2018 (the same holds true for earlier periods) of the “old normal” when the exchange rate was fixed at 1,500 LBP, then customs revenue averaged $487.32 million and imports averaged $19.44 billion; so based on these numbers, the customs tax or levy applied to imports should have averaged 2.5%.
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