
By John M. Anderson

A
nd yet despite all this, the 
Lebanese banking system, 
relying on strong of infl ows of 
remittances and a strategy of 
regional expansion, continues 
its valiant effort to remain 
viable with good liquidity and 

suffi cient capital cushions. 
Just as impressively, the country is investing 

in the development of its knowledge economy in 
a program that is already starting to see signs of 
success.The overall economy is expected to grow 
this year at a modest 2.5 percent, a far cry from the 
9 percent average recorded between 2007 and 2010.

Remittances
The number of Lebanese living outside the 

country has been estimated at anywhere from 8 
million to 12 million people, or two to three times 
the in-country population. They benefi t Lebanon 
in two ways. First, they have created a powerful 
commercial network around the world--a network 
that provides career opportunities for native 
Lebanese seeking opportunities outside the 
country.  And they channel a huge infl ow of hard 
currency back to Lebanon through remittances. 
Lebanon ranks fi rst in the Middle East for 
remittances as a percentage of GDP.  Last year, 

nearly $9 billion--or 18 percent--of the country’s 
economy found its way back home through 
remittances.

The positive impact of the remittances can be 
felt in a variety of ways. For starters, they often 
take the form of household assistance, which 
has a direct effect on bolstering the consumption 
rates within the country.

They also provide a source of hard currency, a 
necessary component in maintaining stability in 
Lebanon’s current account balance.

And given the current conditions under which 
the economy is performing, they play a huge role in 
supporting the solvency of the country’s banking 
system, enabling the banks to fi nance the economy, 
particularly by fi nancing government-issued debt.

Freddie Baz, Group CFO and Strategy Director of 
Bank Audi, notes that the volume of the remittance 
fl ows makes Lebanon unique among other Middle 
East nations.  “Lebanon only accounts for about 
1.5 percent of the region’s GDP, yet our remittances 
account for about 20 percent of such fl ows from 
throughout the region.”

Interestingly enough, the remittances also 
form a very dependable cash stream for the 
country, regardless of what strife is going on 
internally or externally.  “Remittances are not 
a recent development for us. From as far back 
as the 1950s and throughout the Civil War, they 
have accounted for a signifi cant and predictable 
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Despite the 
political volatility, 
the economic 
outlook for 
the country 
is cautiously 
optimistic, with 
the GDP growth 
rate projected at 
3.8 percent this 
year in the wake 
of important 
ongoing reforms 
and anticipation 
of parliamentary 
elections.

By all accounts, the challenges facing Lebanon this year are daunting. The country remains without a head of state for the 
second year in a row, refugees numbering roughly 30 percent of its population have come over the border from war-torn Syria 
and the normal drivers of growth such as real estate, construction and tourism are all in a state of suspended animation.
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source of funding,” says Baz.
Makram Sader, secretary-general of the 

Association of Banks in Lebanon, says that 
remittances to Lebanon primarily depend on an 
estimated 500,000 Lebanese nationals who have 
immigrated since 2006.

“The striking point is the remittances-to-GDP 
ratio [16 percent of the GDP for 2014], which is a 
very high ratio even when compared to countries 
such as Mexico [1.9 percent of the GDP] and the 
Philippines [9.8 percent of the GDP]. Both those 
countries are known for exporting workforce 
and for the size of their expatriates’ remittance 
infl ows,” he says.

Sader adds, “This indicates an increase of 
the Lebanese emigrant workforce compared 
to the Lebanese resident workforce. There are 
approximately 400,000 Lebanese workers in the 
Gulf region, which is a high number, compared to 
the overall workforce in Lebanon of around 1.5 
million workers. In other words, a large proportion 
of productive Lebanese nationals have migrated in 
the last decade.”

Bank Regionalization
For the last ten years, Lebanese banks have 

been successfully expanding outside of their home 
market as a way to grow their asset base both by 
serving the overseas Lebanese community as well 

as providing fi nancial products to local customers 
within the various markets.

Of all the Lebanese banks, Blom Bank has 
been the most active in expanding outside of its 
home market with operations in 13 countries 
throughout the Middle East and Europe.  It has 
been particularly active in Egypt, Jordan and the 
rest of the Gulf.  The bank estimates the pickup in 
regional diversifi cation will allow it to grow this 
year somewhere between 4 and 6 percent, while 
maintaining liquidity at 66 percent and a loan loss 
provision of 120 percent.

It’s not surprising that Egypt is one of the favorite 
destinations for the Lebanese banks.  Despite the 
political volatility, the economic outlook for the 
country is cautiously optimistic, with the GDP 
growth rate projected at 3.8 percent this year 
in the wake of important ongoing reforms and 
anticipation of parliamentary elections. Adding to 
Egypt’s appeal is the recent expansion of the Suez 
Canal, which the country is hoping will account for 
an additional $8 billion in toll revenues annually.

Therefore, BDL is closely monitoring the 
performance of banks in countries that are 
witnessing turmoil and we have asked them 
to take the necessary measures, capital and 
provisions wise. We have a complete view of 
the risks and we can assess which of these can 
become a systemic risk. 

Turkey also is an attractive market. There, 
Bank Audi has been able to grow its asset base 
from startup to $10 billion in the past three years.

The Lebanese banks have a built-in advantage 
in their regionalization efforts.  With so much of 
the Lebanese migrants spread throughout the 
Middle East and the rest of the world, the banks 
have a natural clientele from which to build 
their operations. But importantly, they have 
not contented themselves with simply serving 
the expat community. “Our goal is to become 
a truly regional player, taking advantage of the 
£70 billion in inter-Arab trade, writing letters 
of credit and providing fi nancing where it’s 
appropriate,” says Baz.

Is the Central Bank concerned there might be a 
diminishment in credit quality given the regional 
expansion?

Banque du Liban Governor Riad Salameh thinks 
not. “We are closely monitoring the performance 
of banks in countries that are witnessing turmoil 
and we have asked them to take the necessary 
measures, capital and provisions wise. We have a 
complete view of the risks and we can assess which 
of these can become a systemic risk.”

The Knowledge Sector
The Lebanese have long been considered to 

be among the most entrepreneurial people in 
the Middle East. It should therefore come as no 
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“Lebanon 
only accounts 
for about 1.5 
percent of the 
region’s GDP, yet 
our remittances 
account for 
about 20 percent 
of such fl ows 
from throughout 
the region.”
Freddie Baz, Group CFO 
and Strategy Director 
of Bank Audi

creo




What are the longer term challenges for 
the Central Bank if there’s no resolution to 
either the internal or external issues the 
country is facing?

The Lebanese economy has neither 
been shielded from regional turmoil nor from 
internal conflict. And they have inevitably 
been weighing down on our main economic 
indicators such as foreign trade, tourism, 
investment and consumption.

Nevertheless, the Lebanese economy has 
remained resilient in the face of these crippling 
challenges and was able to achieve real annual 
growth of 2% in 2014 while inflation remained 
below 4%, in line with BDL’s objectives.

A stable monetary policy, a solid and highly 
liquid banking sector, confidence in the markets 
and in the Lebanese Pound, as well as steady 
flow of remittances from the Lebanese Diaspora 
were the main components that enabled the 
economy to maintain its relative strength. 

The various quantitative easing programs in 
2013 and 2014 appeared to have had their 
desired effect. Will you reintroduce those 
types of programs anytime soon in order to 
keep the economy moving? 

As you surely know, since its inception, the 
Banque du Liban has not only been keen on 
safeguarding the national currency and ensuring 
the soundness of the banking system, but 
the Central Bank of Lebanon has also been 
mandated by the Code of Money and Credit to 
promote economic stability. 

Once we sensed that domestic demand 
needed to be bolstered due to external and 
internal crises, we resorted to unconventional 
monetary tools back in 2013 to boost internal 
demand, and sustain economic growth and job 
creation potential.

The stimulus packages of 2013 (USD1.46 
Billion) and 2014 (USD800 Million) proved to 
be successful, contributing around 50% of real 
GDP growth. In 2015, BDL announced a third 
stimulus package amounting to USD1 Billion, 
coupled with funds revolved from 2014 to keep 
the momentum going.

We are planning on launching another 
stimulus package next year, and we will continue 
with them as long as it is needed. 

Are you concerned that the growth in the 
balance sheet of Lebanese banks is coming 
at the expense of credit quality?

The balance sheets of the banking sector 
continued to grow in a sound and healthy 
manner; a sign of confidence and trust in our 
system. 

The level of credit to the private sector has 
surpassed that to the public sector, reaching 
historical levels more than USD52 Billion end of 
2014. And therefore, it is normal that their profits 

now, contrary to what is usually thought, come 
more from their operations in the private sector 
than their operations with the public sector.

We asked banks to meet Basel III 
requirements, a solvency ratio of 12 percent by 
the end of 2015. Most of the banks are already 
at least 12 percent. 

Are you satisfied with how prudential the 
banks are in opening offices and branches 
outside the country?

We have a banking sector that is growing 
faster than the economy. Given the high 
accumulated liquidity, banks have to be more 
imaginative in order to create new opportunities 
for profit growth.

We have thus encouraged our banks’ desires 
to expand their activities outside Lebanon, 
acknowledging the regional risks. Lebanese 
banks are present in Syria and Egypt and 
in other Arab countries and Mediterranean 
countries experiencing difficulties. The banking 
sector, resilient as it is, has come through the 
Syrian crisis, the Egyptian turmoil, the Cyprus 
crisis, and their expansion outside Lebanon is 
now more limited. 

The BDL is closely monitoring the 
performance of banks in countries that are 
witnessing turmoil and we have asked them 
to take the necessary measures, capital and 
provisions wise.

The Central Bank has been a participant in 
the effort to grow the “Knowledge” sector 
in Lebanon.  Have there been any tangible 
signs of this effort paying off?

Knowledge is the most valuable commodity 
in today’s world. The market capitalization of 
companies in this sector has exceeded that 
of companies performing traditional activities; 
a sign that knowledge is the driving force of 
economies nowadays.

Lebanon, with its highly qualified human 

resources, has huge potential of benefiting 
from the knowledge industry. We can increase 
our wealth, expand our GDP, and thus create 
jobs and opportunities for young Lebanese 
entrepreneurs. More importantly, we will be able 
to retain our young talent and stop the long 
tradition of Lebanese brain drain.  

We want to create synergies between 
the financial sector and the entrepreneurship 
ecosystem, locally and internationally. We also 
believe that accelerators are the backbone of 
our ecosystem, especially at this early stage. 
Moreover, we trust the potential of our youth, 
but would also strive to support our startups 
by helping them benefit from international 
knowhow and expertise. Such aspirations 
have materialized with the creation of the 
UK-Lebanon Tech Hub, in cooperation with 
the Embassy of the United Kingdom in 
Lebanon. It is our hope that the coordinated 
activities of this hub will help create brands for 
Lebanese tech companies.

The incentives to support the knowledge 
economy in Lebanon are finally paying off in 
terms of financial investments in these sectors 
by the banks. Lebanon has the prospect of 
a USD400 million investment in information 
technology, noting that banks have financed 
more than USD200 million of this money on 
startup companies through venture capital, and 
at least 40 companies have applied to obtain 
investments from banks. 

There has been frustration among some of 
the major oil producers that Lebanon isn’t doing 
anything to develop what could be sizeable 
off-shore energy reserves. Is there anything the 
Central Bank can do to move things forward?

The future of the Lebanese economy will 
be based on three main sectors: finance, oil 
and gas and the knowledge economy. These 
three sectors will form the impetus to traditional 
economy in Lebanon, and will provide job 
opportunities for young Lebanese and enhance 
quality, efficiency and competitiveness. 

Lebanon is looking forward to securing 
revenues from the oil and gas sector if the 
extraction takes place in the Lebanese 
marine economic zone. The state is planning 
on establishing a sovereign fund owned by 
the state but financially and administratively 
independent, in order to deposit oil and gas 
revenues. And the best way to invest its 
proceedings is into infrastructure in Lebanon. 
Moreover, the fund’s revenues will contribute in 
the reduction of the state debt and in bolstering 
the economy. Nevertheless, this will take time to 
be realized; however we are optimistic.     
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surprise that despite all the challenges the country is facing, 
it is moving forward boldly in developing its high-tech sector.

Industry estimates suggest Beirut’s tech sector has grown 
by an average annual rate of 7.9 percent in recent years to 
reach a market size of $381 million last year.

One key element in the build-up has been the decision by 
the Central Bank, through Circular 331, to provide cheap funds 
and partial loan guarantees to banks in order for them to 
fi nance tech start-ups.

Nadim Zaazaa, director of the UK Lebanon Tech Hub, 
believes as much as $500 million in fi nancing has been 
directed to the sector through Circular 331. “It has created 
a lot of momentum for us,” he says. 

Along with the fi nancing, there is also an effort underway 
to address the tech infrastructure in the country. Lebanon 
has notoriously slow internet connections, but the 
Telecommunications Minister Boutros Harb has unveiled a 
fi ve-year national telecommunications strategy to provide 

Lebanon with a fi ber optic network 
and 4G services across the country.

Additionally, the UK-Lebanon 
Tech Hub — a joint initiative 
between the UK government and the 
Lebanese Central Bank — recently 
identifi ed 45  small and medium 
Lebanese  to undertake a 4-month 
training program as a way to bring 
the entrepreneurs up to speed on 
managing their businesses.

The Future 
While Lebanon anxiously awaits 

the end of the Syrian Civil War, there 
are other question marks hanging 
over the country’s future.

It is estimated that Lebanon has 
claims to perhaps more than 30 
trillion cubic feet of natural gas and 
660 million barrels of oil in offshore 
fi elds. The political inertia within 
the country along with a territorial 
dispute with Israel has precluded 
any meaningful efforts to extract 
those resources and has  been a 
source of great frustration for the 
major energy companies who would 
like to take part in the exploring 
those fi elds. 

At the same time, there is a debate 
going on within the country over the 
impact of lifting the sanctions against 
Iran.  On one hand there are those who 
argue that without sanctions Lebanon 
would be able to expand its trade and 
investment opportunities into a new 
market.  It would also allow Iran to use 
its expertise in the oil and gas sector 
to help Lebanon take advantage of its 
own resources.

Those arguments are countered by 
those who contend that allowing Iran 
to increase its support of Hezbollah 
would only serve to divide the 
country further.

However those debates are 
settled, the recent and not so recent 
history of Lebanon suggests the 
country will remain moving forward 
despite all its challenges. ■
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Grow Beyond Your Potential

Potential knows 
no boundaries.

At Bank Audi, we believe that collaboration 
brings about the greatest success.

With banking services offered across 12 
countries, we see boundless potential for 
partnerships and growth to provide you 
with even more chances of turning your 
ambitions into reality.

Unanimously the best bank in Lebanon:
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