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he Lebanese banking sector is one
of the most vibrant sectors of the
economy and has consistently outperformed the rest of the sectors. It has always been open and liberal, in line with
Lebanon’s free market economy. Privately-owned banks have historically
been the only players in the local market
and the state has never nationalized a
bank. As such, the banking sector did
not have to compete with state entities or
worry about government monopoly, as is
the case in many other Arab countries.
Also, there are no barriers to the entry
or exit of foreign banks in Lebanon, as
some international banks, such as Standard Chartered and HSBC, have acquired majority stakes in local banks,
while others, such as ABN-AMRO and
Crédit Agricole, have easily divested
from their local investments.
Bank assets have increased by almost
nine times in the past 15 years, growing
from US $8 billion in 1992 to US $70
billion at the end of 2005, equivalent to
350 percent of the country’s gross
domestic product (GDP). The banking
sector’s assets-to-GDP ratio is a record
high in the region and among the high-

est ratios in the world, compared to an
average of 105 percent in the Arab world
and 116 percent for emerging markets.
Lebanese banks are highly liquid with
aggregate deposits of US $57 billion,
equivalent to 285 percent of GDP. Private
sector lending is conservative and low
compared to banking sectors in other
emerging markets. Deposits in foreign
currencies accounted for 73 percent of
total deposits and the lending in US dollars was at 83.5 percent of total private
sector lending at the end of last year.
The Lebanese banking system is characterized by a large number of banks
operating in a competitive environment. There are 52 commercial banks,
eight specialized banks, and three
Islamic banks, with the top 10 banks
accounting for 74.5 percent of total
bank assets. There are about 800
branches in the country, with one
branch for every 4,500 inhabitants, a
ratio comparable with those of European countries that have developed
banking structures.
The Central Bank of Lebanon is the
principal regulator of the banking sector. A conservative and proactive regulator, the Central Bank has introduced a
number of prudent guidelines and regulations to bring the sector in line with
international standards.
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High exposure to
government securities
Government policies have had a direct
impact on the banking sector during the
past 15 years, as the sector played a leading role in financing the post-war
reconstruction of the country. The large
financial requirement of the state to
rebuild the infrastructure has led successive governments since the early
1990s to borrow heavily on the domestic and international capital markets at
high interest rates.
As a result, Lebanon’s gross public debt
increased from US $3 billion in 1992 to
US $38.5 billion at the end of 2005, with
external debt accounting for 49.8 percent
of gross public debt. The debt-to-GDP
ratio reached 109 percent in 1998, peaked
at 170 percent in 2002, and regressed to
165 percent in 2004, but rose again to
175 percent in 2005, one the highest
ratios in emerging markets. The ratio of
fiscal deficit-to-GDP peaked a 23.4 percent in 2000, but declined to 9.2 percent
in 2004 and 8.4 percent in 2005. The
massive financing needs led Lebanon to
become the most frequent Eurobond
issuer in the Middle East and North
Africa region, in addition to the large
stock of local Treasury bills issued regularly by the State since the early 1990s.
Due to massive public borrowing and
the government’s inability to substantially reduce its deficit, international rating agencies downgraded the ratings of
the Lebanese Republic to below investment grade level during the 1990s. The
ratings remain there today, despite the
government’s attempts in recent years
to cut the deficit and contain the debt
growth.
The banking sector played a key role in
financing government deficits. For
instance, 48 percent of the domestic
debt and 57 percent of outstanding sov-
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ereign Eurobonds were held by commercial banks at the end of 2005.
Further, the portfolio of government
securities held by banks was equivalent
to 29 percent of the deposit base at the
end of 2004, while their total exposure,
including banks’ deposits at the Central
Bank of Lebanon, was equivalent to 65
percent of deposits.
This has rendered Lebanese banks significantly exposed to the Lebanese state,
which has limited the ratings of commercial banks to the sovereign ceiling.1
In turn, the banks’ high level of exposure to government debt increased the
link between their creditworthiness and
that of the sovereign, representing the
sector’s most important risk factor.
However, rating agencies continue to
view favorably the large banks’ strong
franchises, adequate liquidity, capable
management, and conservative outlook.

Economic slowdown
In parallel, the economic slowdown of
the late 1990s, triggered by political
uncertainties, high interest rates, and
growing fiscal deficits, affected the sector’s asset quality. Doubtful loans
accounted for 15.6 percent of gross loans
in 2000, peaked at 24.3 percent in 2003
and regressed slightly to 21.3 percent in
2004 due to improved economic conditions in the 2003-04 period. Similarly,
net doubtful loans represented 3.5 percent of gross loans in 2000, rose to 5.2
percent in 2003 and declined to 4 percent
in 2004. However, the banks’ lending
portfolios remain well provisioned and
collateralized, as provisions cover 76.3
percent of total doubtful loans.

diversify their revenue base outside of the country and have started implementing
strategies to expand their banking operations in the Middle East and North Africa
region.
For example, Byblos Bank has started operations in Sudan, opened branches in Syria
and is establishing a direct presence in Algeria, and is looking for opportunities in the
oil-rich Arabian Gulf countries. BLOM Bank has started operations in Jordan and
Syria, and recently acquired a bank in Egypt. Bank Audi has operations in Jordan and
Syria, earlier this year acquired a bank in Egypt, and has applied for a financial services license in Saudi Arabia. This strategy is expected to provide the banks with
more investment opportunities, while at the same time diversifying their income
streams away from the risky class of sovereign debt.

Outlook
The Lebanese banking system is solid, well regulated and managed, and transparent.
But its performance has depended on its operating environment, as the Lebanese
economy has been affected by political developments. Therefore, the sector will continue to rely to a great degree on the confidence of the market and depositors. In
turn, this confidence depends on political stability, the implementation of
much-needed structural and economic reforms, and an increase in confidence in the
Lebanese economy.

Note
1

The sovereign ceiling is the rating that international rating agencies give to bonds issued by
governments. In Lebanon’s case, the sovereign ratings are below investment grade. Since Lebanese banks hold a significant part of the public debt, their ratings, therefore, cannot be better
than the ratings for the Lebanese Republic.
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In order to reduce their dependence on
and exposure to government securities,
the leading banks in Lebanon have
increased their efforts in recent years to
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