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Executive Summary

Like many developing countries, the product space reveals that
Lebanon has an important presence in the agro food sector. The
products that dominate the sector’s production are generally
low-complexity products and tend to be less central to the
production of many other goods. However, despite the limited
complexity of the sector, the country has been adding new
products with higher complexity by employing new technologies
and specialized human capital. Notably, agro food has been one of
the first sectors to gear exports to new markets where Lebanon has
a clear comparative advantage, by capitalizing on the growing
popularity of Mediterranean cuisine in the West.

Despite its several comparative advantages, the sector, which
is mainly based on food production and processing, needs
rehabilitation and support. A number of priorities are identified
through this analysis including costs of production, safety, quality,
and lasting shelf life. The study concludes that collaboration
between the public and private sectors should focus on the fields
of R&D to support innovation, market and marketing research to
promote expansion, and training and funding to encourage
compliance with international safety and quality standards.
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Introduction

The manufacturing sector does not carry sizeable weight in Lebanon's economy
and the history of the industrial sector is one of many missed development
opportunities. Lebanon perennially posts the worst trade deficit in the Levant
region excluding Palestine, due to the huge disparity between annual exports
and imports. In 2015, Lebanon recorded a trade deficit of $15.12 billion with
total imports of $18.08 billion and total exports of $2.95 billion (Ministry of
Industry). Today, industrial policy is restricted to a limited number of industrial
financing schemes with subsidized interest rates, and several trade agreements
with the EU and Arab countries. Moreover, with sluggish growth, fingers are
being pointed at the country’s ongoing electricity crisis and the war in Syria.
The latter has had a clear effect, curtailing Lebanon’s sole land export route
to the region.

However, Lebanese industry has significant potential for growth and
development should adequate policies be adopted. One avenue to formulate
and implement such policies is through a sustainable mechanism of public-
private dialogue (PPD) that increases accountability and transparency of those
efforts and processes aimed at enhancing Lebanese industry. In this respect,
the Lebanese Center for Policy Studies (LCPS) and the Association of Lebanese
Industrialists (ALI), with the support of the Center for International Private
Enterprise (CIPE), have convened cluster-oriented working groups in order to
support industrial associations and enterprises in realizing their leadership
role in the PPD process and identified consensus policy priorities of the
industrial business community in Lebanon. The meetings provide a space for
dialogue among private sector representatives to identify policy solutions
through a collaborative process coupled with sound economic research in
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understand which and what mix of specific legal frameworks, requlatory
rules, labor training services, market access rules, and infrastructure can
significantly promote different types of economic activities. In this sense,
the study’s methodology suggests that Lebanon has the potential to climb the
‘Stairway to Heaven' by facilitating the development of new complex products.
These products are attractive in terms of the tradeoff between distance and
complexity and their potential strategic value to improve the position of the
country. Accordingly, Lebanon should focus on providing support and public
inputs (such as infrastructure, regulation, etc.) to existing industries with
the aim of improving their productivity and ability to conquer attainable
opportunities.
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Given that Lebanon has an important presence in the agro food sector,
the first sectoral working group convened representatives from different agro
food industrial associations. The agenda included discussions on the main
challenges facing the sector, the feasibility of developing new complex agro
food products, and prospects for expanding exports and export destinations.
The agenda was designed to also include comprehensive crosscutting issues
to ensure that sectoral discussions are not isolated from the broader process
of policy-making. This setup provides more focus, greater incentives for
participants to collaborate, and more opportunities for reaching common
goals and lines of action.

Low-Complexity Agro Food Cluster

A product space is a network that mirrors the productive capacity or embedded
knowledge of a country by highlighting the capabilities it possesses and the
opportunities these imply. It is an industrial map that visualizes relatedness
between different products traded in the global economy. Products that are
tightly connected on the map share most of the requisite capabilities—both
tangible and intangible inputs. Products located on the periphery of the map
are technically less sophisticated products, including for instance raw
materials and fresh vegetables. The further toward the center of the map
products are located, the more sophisticated they are.

Using the methodology of product space mapping, LCPS research suggests
that Lebanon’s industrial sector has significant potential for development.
The economic complexity index (ECI)? of Lebanon is not very high, but it is
close to many complex products according to the product space. Therefore,
Lebanon has the potential to produce these products without having to employ
many new capabilities. Based on the opportunity gain index—which quantifies
how much a country’s position would improve relative to more complex products
if that country starts making the product—and the product complexity
index—a number unique to each product that captures how much productive
knowledge the product requires—Lebanon should focus on facilitating the
development of newer, more complex products.
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The ECI is a number unique to
each country that measures
the amount of productive
knowledge contained in the
country.
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Figure 1
Lebanon's product space in 2014
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Source The Observatory of Economic Complexity (OEC).

The color nodes represent products that Lebanon currently exports with revealed comparative
advantage (RCA greater than one). The pale nodes are those in which Lebanon does not have a
significant presence (RCA less than one). The color of each node corresponds to its ‘community’,
a grouping of products requiring related productive knowledge similar to the notion of a sector.

Figure 1 shows that Lebanon’s product space has not diversified significantly.
The country mostly produces low-complexity products, which are located on the
right side or periphery of the product space, making knowledge accumulation
more difficult. Like many developing countries, the product space reveals that
Lebanon has an important presence in the agro food sector (green and yellow
nodes).

This sector benefits from significant economic standing since it is the
largest industrial sector. In 2011 (latest available figures), it had an estimated
size of $1.11 billion and generated an estimated 26.3% of the industrial
sector’s value added and 4% of the country’s GDP. The agro good sector is
the largest employed industrial sector with an estimated workforce of 20,607,
accounting for 25% of the industrial workforce. Currently, agro food enterprises
account for the largest share of industrial establishments in Lebanon, with
18.2% of enterprises or some 736 companies involved in agro industrial
activities (Ministry of Industry).

The highest share of agro food establishments is involved in the production
of baked goods, comprising nearly 30% of total enterprises. Other industries
with a high share of enterprises include milk and dairy with 15% of estab-
lishments as well as the processing and preservation of fruits and vegetables
with 9.5% (figure 2).
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Figure 2
Agro food enterprises in Lebanon by type of production and percentage

Water & Juices

2%

Mills Products
‘
4%

Processed Meat & Fish

2%

0Oils, Fats & Derivatives

[\
5 /o Alcoholic Beverages
Confectionary 40/
(]
8%
Bakery Products
Preserved Vegetables 0
& Fruits 3 0 / o
9%
Milk & Dairv Product Other Industries
1 alry Froducts 2 1 °/
(1]
15%

Source The Lebanese Industrial Sector Facts and Findings (2007).

Products that dominate the sector’s production are generally low-complexity
products and tend to be less interconnected and more peripheral in the product
space. This suggests that inputs required for the production of these foods
are less central to the production of many other goods, making knowledge
accumulation more difficult.

Using the example of beer (HS4: 2203) from the category of alcoholic
beverages (with an export value of $5.42 million), figure 3 displays that the
beer’s node in bright green is an isolated node with only one linkage to rock
wool. Accordingly, the production of beer does not provide knowledge or inputs
that facilitate diversification.

Figure 3
Product interrelatedness of beer

Beer

Source The Observatory of Economic Complexity (OEC).



6 LCPS Policy Brief

Diversification in the Agro Food Cluster

Despite the limited complexity of Lebanon’s agro food sector, the country
has been adding new products in the industry with higher complexity by
employing new technologies and specialized human capital. For instance,
16% of total imported industrial equipment was specialized for agro food
production, indicating that the agro food sector is one of the most techno-
logically advanced industrial sectors in the country. In addition to its significant
employment generation potential, the sector also benefits from a well-trained
labor base. A considerable number of students graduate yearly with specialized
university degrees as well as vocational training in agro industrial processing
and food quality management.

To shed light on how to increase the average complexity of a country's
production, the product space can provide clues about what new products
are feasible given Lebanon’s constraints. These clues consider the tradeoff
between existing productive knowledge (distance), complexity of a new
product, and future diversification possibilities that the new productive
knowledge would bring. Accordingly, the product space identifies seven complex
target products in the foodstuff communities (HS2: 16-24) that are attainable
given the country’s productive knowledge. As a group, the agro food cluster
is relatively close in terms of the country possessing the inputs required for
its production and therefore should be easier to ‘conquer’. These products are
presented in table 1.

Table 1
Recommendations for Lebanon

HS4 Product Name

2105 Ice Cream

1601 Sausages

2309 Preparations of a kind used in animal feeding
2101 Extracts of coffee, tea, or mate

2402 Cigars

2306 Cotton seed oilcake

1604 Prepared or preserved fish

Source LCPS (2016).

‘The growth of Lebanese restaurants in the West have been key to our success
because through them we have been able to introduce Lebanese cuisine to a new
market.” Georges Nasraoui, Vice President of ALL
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Despite its limited complexity, the agro food sector is one of the first
sectors to gear exports to an area where Lebanon has a clear comparative
advantage, by capitalizing on the growing Mediterranean food craze in the West.
Moreover, the country is endowed with the highest proportion of agricultural
land in the Middle East. According to the Agricultural Census 2010, the total
agriculture land area is estimated at 332,000 hectares, of which 231,000
hectares are cultivated. Lebanon’s moderate climate, rich soil, and abundant
water resources further provide it with key enablers to stand out in the region
as an ideal location for agricultural activity.

Agro food products accounted for 20.7% of total exports and for 26.5% of
total industrial exports in 2015. Exported food products totaled $452.80
million, almost 46% of the year's total estimate production (figure4).

Figure 4
Lebanon's total exports in 2014
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Source The Observatory of Economic Complexity (OEC).

The main exported products are beverages, spirits, and vinegar at 37.4%
of Lebanon’s total agro food exports. Sugar and sugar confectionery occupy
the second-largest share at 22.4%, followed by prepared vegetables, fruits,
and nuts at 14.8% (figure 5).
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Figure 5
Agro food's exports' net weight in tons in 2014

Beverages, Spirits, & Vinegar
Sugar & Sugar Confectionery

Preparations of Vegetables,
Fruits, & Nuts

Products of Milling Industry,
Malt, & Starches

Preparations of Cereals, Flour,
Starch, or Milk

Animal or Vegetable Fats, & Oils -

Preparations of Meat, Fish,

or Crustaceans

Cocoa & Cocoa Preparations .
Coffee, Tea, & Spices I

Other

0 20,000 40,000 60,000 80,000 100,000 120,000

Source Lebanese Customs.

The largest share of Lebanese agro food exports is destined for Arab countries
(excluding GCC countries) at 49% of total exports with 34.1% going to Syria, 13%
to Iraq, and 2.8% to Egypt. A total of 26% of exports go to GCC countries with
Saudi Arabia (8.5%), the UAE (3.7%), and Qatar (3%) as main destinations.
Africa ranks third with a share of 7%. Western Europe occupies fourth place, while
lower volumes are exported to North America, Asia, and Australia (figure 6).

Figure 6
Export destinations for agro food products by percentage
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Source Lebanon Customs (2013).



Missed Opportunities amid Great Potential in the Agro Food Sector

It is notable that exports to Syria have increased by 30.6% and now
constitute about 63.6% of total exports to Arab countries (non-GCC), while
exports to Iraq have increased by 44.2%. This indicates that while the Syrian
crisis has had its share of negative impacts on the Lebanese economy, it has
allowed for increased demand for Lebanese products to compensate for the
decrease in Syrian exports in these markets.

Structural Challenges Impeding Diversification

Given its ECI and the relative short distance to nearby products, Lebanon is
categorized as a country calling for parsimonious industrial policy or industrial
policy ‘in the small. Countries in this category should focus on providing
support and public inputs (such as infrastructure, regulation, etc.) to existing
industries with the aim of improving their productivity and ability to jump
to nearby opportunities. Despite this, Lebanon’s ECI has been relatively stable
since 1995, fluctuating between -0.4 and 0.

The Lebanese industrial sector has a long history of missed opportunities
for development. The sector’s occasional booms have been largely the result
of positive external shocks and favorable macroeconomic conditions rather
than fruits of industrial policy. As a matter of fact, industrial policy has never
been a priority for the Lebanese economy.

It is interesting to note that the number of products (with RCA greater
than one) within the agro food cluster diminished from 1995 to 2012. This
sector has witnessed a slowdown in production in recent years due to local
and regional challenges. The Ministry of Economy and Trade (MOET) recently
revised downward the share of agriculture in GDP from 6.3% in 1997 to 4% in
2011. Accordingly, data from the World Bank represented in figure 7 indicate
oscillating growth in agricultural production that has remarkably decreased
post-2012 to grow at a slow pace of 0.6% in 2014.

Figure 7
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Some of these challenges have been identified through the dialogue with
the agro food working group:

Absence of agricultural policies and institutional linkages exacerbate
structural problems

The absence of a comprehensive agricultural policy and the inefficiency of
extension programs provided by the Ministry of Agriculture (MOA) have failed
to resolve structural problems persistent in the agro food sector. It suffers
from lack of funding, receiving less than 1% of the state budget, while private-
sector finance and bank loans to the sector are limited. Accordingly, the sector
suffers from a lack of agricultural policies and plans to enhance, primarily,
the irrigation system, importation of agricultural inputs, agricultural extension
services, marketing channels, and adequate replacement of crops, in addition
to the need for financial support, through agricultural micro-credits. The sector
suffers from a number of structural problems such as monopolized markets,
poor financial intermediation, and an overvalued exchange rate, all of which
are mainly a result of weak policy and an unfavorable legal and reqgulatory
environment, which in turn discourages investment and diversification in the
sector.

There has been inadequate coordination and consultation between public
and private sector stakeholders and between concerned ministries responsible
for agro food sector development, which has led to weak and insufficient
policies and incentives to support the sector. At the national level there are a
large number of actors involved, deeply influencing the sector: Different central
line ministries (particularly the MOA, the Ministry of Commerce, the Ministry
of Industry (MOI), and the Ministry of Health), local government authorities,
public and private institutions dedicated to agriculture and food processing,
certified laboratories, and research centers.

Persistent high costs of production cripple development of industries
On a comparable scale, Lebanese food products struggle to remain competitive.
The Lebanese agro food sector has been facing competition from neighboring
Arab countries that benefit from lower production costs, direct subsidies, and
larger economies of scale. The relatively high local production costs in
Lebanon are mainly due to higher labor costs, expensive utility services,
lack of local competition, the high cost of upgrading the industry (training,
equipment, etc.), and the high cost of capital (borrowing). Moreover, the
interruption of exports’ transportation through the Syrian border in recent
years interrupted Lebanon’s sole land export route to the region. According
to the Association of Lebanese Industrialists (ALI), the cost of clearing trucks
carrying raw materials to Lebanon by land used to be some $7 per ton, while
clearing them in the Port of Beirut costs almost $70 per ton. This could have
a strong distorting effect when world prices are already low (table 2).
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Table 2
Food products’ price per ton (in $)

Year Imports Exports
2007 990 1,290
2008 1,240 1,580
2009 1,170 1,570
2010 1,240 1,530
2011 1,450 1,280
2012 1,618 1,695
2013 1,481 1,468

Source The Syndicate of Lebanese Food Industrialists.

Accordingly, the agro food sector is affected by subsidized imports that
undercut domestic producers and are a disincentive for them to invest in
production. Lebanon has been considered a major food importer in recent
years, with local production satisfying only 20% of domestic consumption.
Although Lebanon'’s agro food sector has the potential to be one of the most
productive in the region, it is underdeveloped and poorly managed. Only 55%
of productive areas are exploited, often in an inefficient and wasteful manner.
The food manufacturing trade deficit stood at $957.4 million in 2013,
tightening from 2012’s deficit of $1.01 billion.

Figure 8
Agro food external activity
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Lack of institutionalized marketing channels fail exports to the West
The lack of institutionalized and sophisticated marketing channels to access
EU markets, lack of accreditation and certification, poor performance of local
laboratories, and the inability to meet international standards pose a major
challenge and are impeding agro food products from entering freely into
foreign markets. Nonetheless, discrepancies with safety and traceability
standards remains one of the main obstacles facing industrialists who wish to
enter international export markets. Over 50% of Lebanese agro food exports are
rejected by European markets because of labeling and packaging irregularities,
35% are rejected because of illegal additives, and 5% due to Salmonella. In
addition, Lebanon is still denied the possibility of exporting animal origin
products to a large number of Western countries, thus eliminating the chances
of exporting certain ready-to-eat products.

Several bodies in Lebanon share responsibility for food safety and quality
regulations for agro food products. The MOI is responsible for maintaining
quality standards and promoting better production practices. The MOA works
on enhancing linkages between agricultural and agro food activities. In
this respect, quality requlations from different bodies can be contradictory.
Moreover, the lack of credible and qualified laboratories to conduct product
testing and issue quality certifications prohibits many industries from being
qualified. More than one-third of the products tested proved to be non-
compliant, although most of them had made the necessary upgrades.

Sustaining existing export markets is another concern for agro industrialists.
For instance, in the 1930’s, brands such as Cortas and Conserve Modernes
Chtaura pioneered the export of canned reade-to-eat meals. Cortas was the
first to introduce canned hummus to North American markets. However,
Lebanese producers have not been able to keep up with developments in foreign
food canned meals. In the US and Europe, fresh and quick frozen foods are
increasingly lowering demand for canned meals. In other Arab countries, local
producers are dominating markets since they operate at considerably lower
production costs than Lebanese producers. Furthermore, Arab countries such
as Egypt and Jordan are able to negotiate better and longer lasting trade
agreements with gulf markets.

Therefore, trade policies, regulations, and/or agreements have profound
implications on the Lebanese economy. These agreements—such as the
Association Agreement with Europe, the European Neighborhood Policy, and the
Greater Arab Free Trade Area—overlook issues such as regional competitiveness
and quality. As a result, these trade agreements reduce import barriers but
fail to promote export competitiveness for the Lebanese agro food sector.

Minimal research and development activity limits expansion

The rates of local Research and Development (R&D) activity within the
Lebanese agro food sector are quite low. A number of companies invest in
market research and business development, but very few venture into product
development and innovative scientific research activities. The main reason
behind this scarcity in R&D is that research is costly. The majority of agro
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food firms are micro or small family-owned enterprises that do not have
the financial or human resources to independently perform R&D activities.
Accordingly, various parties such as the MOI and MOA, the Syndicate of Agro
Industrialists, and universities and research centers, should collaborate to
produce specialized studies about different food products and sectors within
the food industry.

Another issue that producers face that complicates potential export
activity is the lack of adequate information about foreign markets. Producers
study foreign markets primarily through attending exhibitions and fairs
abroad, where they try to learn about the main market players, channels of
distribution, etc. However, they require an adequate marketing strategy and
better linkages, which are based on more detailed information about export
market structures, especially for new products that Lebanese producers would
be interested in venturing into.

Policy Recommendations

Despite the secondary role that the industrial sector plays in the national
economy, Lebanese industrial exports increased and became more sophisticated
from 2000 to 2008. However, this is largely attributed to the increase in
external demand shocks rather than an increase in productivity. Accordingly,
there is substantial potential for agro food sector development to meet increasing
and diversified food needs, generate employment, and uplift economies.
Development has been constrained by a lack of coordinated policies and
insufficient priority being given to agro food sector development. Now, to
enhance productivity levels, Lebanon must prioritize the sector, invest in
quality vocational training, improve infrastructure, support innovation, and
provide assistance for developing industrial exports. This process should be
addressed in the context of a broader public policy dialogue, which brings
together government agencies led by the MOI and industrialists to develop
policies which promote diversification.

This analysis concludes with the following recommendations:

Reform institutional policies and frameworks

m Coordinate approaches between concerned ministries to develop the agro
industry, accord higher priority to developing the agro food sector, and
promote territorial concentration of enterprise through facilitating clusters,
networks, and industrial parks and techno poles.

m Develop enabling and facilitating policies and strategies to support agro
food sector development notably through improving infrastructure, ensuring
availability of adequate financial resources, and improving the provision,
focus, and coordination of research and technology services.

m Promote effective national competition policies to ensure that a small number
of companies do not dominate markets.

m Issue laws and regulations by the government to protect local markets from
cheap imports.
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m Renegotiate existing trade agreements and opt for better conditions in
future trade agreements.

Reinvest in agricultural production

m Encourage a much greater role for the private sector in providing key
financial services to the agro food sector, including low-cost credit services
or affordable weather insurance.

m Re-balance current government funds toward much greater support for
sustainable agricultural production, subsidies, and extension programs.

m Secure national and international funds for the support of R&D activities
within the agro food sector.

Develop research and marketing strategies

= Collaborate between different ministries, universities, and research centers to
produce specialized studies about the different food products and industries
within the agro food sector.

m Support producers attending regional and international exhibitions so they
can facilitate promotion of their range of products and link them with
foreign importers, traders, and distributors.

m Establish international partnerships to launch new products and reach new
markets using Lebanon’s excellent human resources and education systems.

m Build a market presence in international markets, especially in Europe, the
United States, and Canada, through networks and contacts with the Lebanese
diaspora.

m Establish a market research unit that provides needed market intelligence
and helps producers enter new markets and expand existing ones.

m Develop a comprehensive export market strategy directed toward different
markets, whether traditional Arab markets or new Western markets.

Ensure product safety and compliance with international standards

m Coordinate regulations and criteria for product safety between concerned
ministries.

m Provide training and technical assistance on methods for improving the
efficiency of factories and improving safety and quality through HACCP
and ISO 22000. These certifications could allow for further accreditation
in foreign markets.

m Enhance the capacities of local laboratories including the Industrial Research
Institute (IRI) to adhere to global standards and qualifications. This also
provides credibility to the assessments and results provided by these
laboratories.
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