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The Case Study of Lebanon

Summary

The choice of an exchange rate in a small-open economy is perhaps the most important economic decision the government or central bank has

to make. The fixed exchange rate regime is the most common in developing economies, but it is not always the best. Using Aasim Husain's
template for assessing the peg, I conclude that the central bank in Lebanon has sufficient evidence to support the 10-year-old peg. However
pegging the Lebanese pound solely to the U.S. Dollar may become risky in the nea herefore, I recommend a movement towards a

basket peg that includes both the Euro and the U.S.D.
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The Case Study of Lebanon

A country with high economic integration can benefit from the peg by
decreasing transaction costs. Lower transaction costs encourage trade
and promote foreign nvestaent thus leading to faster economic growth
However, with trade averagi % of GDP (Figure 1), Lebanon is not
fully economicall
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The volume of trade is not enough to describe Lebanon's economic
integration. As Figure 2 shows, most of Lebanon’s exports are
destined to countries where the U.S.D. s the national currency or to
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