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Lebanon’s

bright future
The fallout from the Syrian civil war has put a brake on Lebanon’s economy over the past eight years. With a
new government promising comprehensive reforms and billions of dollars in international funding on the way,
however, the prospect is suddenly looking much brighter. Lucy Fitzgeorge-Parker reports
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The programme, which will last for eight years, is expected to
cost $17 billion. “If accompanied by efficiency improvements,
the CIP has the potential to significantly boost economic
growth,” Moody’s analysts said in a report in January.
Lebanon’s new leaders will need private sector help to
achieve their investment goals, however, given that the
government has also committed to fiscal consolidation as a
condition of unlocking the Cedre funds.
Policymakers are hoping to raise more than a third of the
financing required for the CIP from private sector sources, a
goal that moved a step nearer in September when parliament
passed a law regulating public-private partnerships (PPP).
Several projects in the transportation sector are already in the
advanced stages of planning.
Some are sceptical, however, about the new government’s
ability to deliver on promises to achieve fiscal tightening of 1%
of GDP a year over the next five years, in light of Lebanon’s
weak economic outlook and already relatively tight public
spending.
Most analysts expect GDP growth to remain muted at 1%2% for at least the next three years. Meanwhile, nearly all of
Lebanon’s fiscal deficit – currently running at around 10% of
GDP – is accounted for by debt-servicing costs, which absorb
around half of revenues annually.
A large chunk of the public budget also goes to the country’s
heavily loss-making electricity supplier. Policymakers have
promised to reduce expenditure on Electricité du Liban but
Moody’s notes that this will be tough at a time of rising oil
prices.
“If it’s taken so long to form a government, agreeing to a
deep and unpopular fiscal squeeze will be even more difficult,”
says Jason Tuvey, senior emerging markets economist at
Capital Economics.
Locals are more optimistic. Analysts at Bank Audi estimate
that improvements in Lebanon’s notoriously lax tax collection
regime – a key plank of the new government’s policy statement
– could halve the revenue gap and raise $5 billion a year.
The new administration has also promised to improve
efficiency in the public sector via a freeze on recruitment,
a reduction in staff numbers and reform of the public sector
pension system.
There are also a number of reasons to hope that economic
growth could yet surprise on the upside. On February 13,

Even by local standards, Lebanon’s economy has had a rough
ride over the past eight years. Civil war in neighbouring Syria
has burdened the country with more than one million refugees,
while at the same time cutting trade and tourism links to
wealthy Gulf states.
This has resulted in anaemic GDP growth, chunky budget
deficits and a steady rise in Lebanon’s already high public debt
burden. More worryingly, flows of foreign currency from the
country’s diaspora into its banks, which have traditionally been
the main buyers of government bonds, last year grew at the
slowest pace for decades.
A bright spot appeared in April 2018, when international
well-wishers including the World Bank, the European Bank for
Reconstruction and Development (EBRD) and Saudi Arabia
pledged $11 billion in funding for Lebanon at the Conférence
économique pour le développement, par les réformes et avec
les entreprises (Cedre) in Paris.
Disbursement was delayed, however, by months of wrangling
over ministerial appointments following parliamentary
elections last May.
The economic situation deteriorated further at the start of
this year when a rash remark by finance minister Ali Hassan
Khalil appeared to suggest that policymakers were considering
restructuring Lebanon’s sovereign debt. Markets took fright
and bond prices plunged as analysts counted the potential
cost to the economy and the banking sector of a default.
Just a few weeks later, however, the picture looked very
different. On February 1, prime minister Saad Hariri announced
that he had finally succeeded in forming a government. The
new administration promptly put out a policy statement
promising comprehensive reforms covering everything from
healthcare and environmental protection to corruption and
money-laundering.
The most immediate benefit of the formation of Lebanon’s
first government since 2014 is that it will unlock the first tranche
of Cedre funding. The funds, which are due to be disbursed
over five years, will be equivalent to around 3%-3.5% of GDP
a year.
Much of this is due to go towards the capital investment
programme (CIP), an initiative designed to address Lebanon’s
massive infrastructure gap. As outlined by policymakers last
year, the CIP focused on transportation, water and electricity
infrastructure, as well as waste management.
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Lebanon’s tourism industry received a boost when Saudi
Arabia lifted a year-long ban on travel to the country for its
citizens. Other Gulf countries are expected to follow suit.
This has the potential to revitalize an industry that has
traditionally been a key revenue generator for Lebanon.
Before the Arab Spring and the start of the Syrian crisis,
tourism accounted for 8% of the country’s GDP. By last year
that had halved to 4%.
One of Lebanon’s newer sectors has also shown
impressive growth in recent years. High levels of education
and entrepreneurialism make the country a natural breeding
ground for technology firms but development has in the past
been stymied by poor infrastructure.
Momentum has been building in the industry, however,
since the introduction by Banque du Liban of Circular 331,
an initiative designed to encourage banks to provide equity
funding to tech start-ups. Close to $500 million of financing
has been provided to the sector since the programme was
launched in 2013.
If the new government can deliver on promises in its policy
statement to improve electricity supply and communications
infrastructure, Lebanon’s knowledge economy has the
potential to grow exponentially.
The industry that is generating the most excitement
domestically, however, is energy. In February 2018,
policymakers issued the first licence for exploration of
Lebanon’s offshore oil and gas reserves – estimated at 96
trillion cubic feet of gas and 865 million barrels of oil in total
– to a consortium comprising Eni, Total and Russia’s Novatek.
Reports suggest that drilling could start as early as the
end of this year, while the potential benefit to the Lebanese
budget is estimated at up to $5 billion a year, equivalent to
nearly 10% of GDP.
Nevertheless, external analysts still take a negative view
of Lebanon’s macroeconomic outlook. Many are convinced
that the country’s public debt burden, which is tipped to top
150% of GDP this year, is unsustainable.
Christopher Dielmann, senior economist at Exotix Capital,
notes that although shorter-term eurobond prices have
recovered since the formation of the government, longerdated instruments are still trading well below par. “The
market is pricing in some form of debt rescheduling between
2021 and 2037,” he says. “Given the macro backdrop
Lebanon is currently facing, it’s hard to argue with that.”
Locals say such gloomy assessments fail to take sufficient
account of Lebanon’s most valuable asset – its ex-pats. At
more than 15 million, the Lebanese diaspora is nearly four
times the size of the domestic population, and most of its
members retain strong financial ties to their home country.
“External analysts take a very conceptual view of Lebanon’s
public debt situation that has nothing to do with reality on
the ground,” says Freddie Baz, general manager and group
strategy director at Bank Audi.
“Lebanon has been able to accommodate heavily
distorted debt ratios thanks to consistent support from our
wealthy diaspora, who are much better acquainted with local
risk factors than foreign investors would be.”

“The market is pricing in some
form of debt rescheduling”
Christopher Dielmann, Exotix Capital

The importance of these inflows to the Lebanese economy
is demonstrated by the speed with which the country’s senior
policymakers – including president Michel Aoun and central
bank governor Riad Salamé – rushed to reassure investors in
January that a sovereign default was out of the question.
All stressed the fact that, despite nearly two decades of civil
war at the end of the last century, Lebanon has never defaulted
on its debt since achieving independence in 1943.
“Lebanon has two lungs, one domestic and one foreign,
represented by the Lebanese diaspora,” says Baz. “It breathes
through both of those lungs. Any form of debt restructuring
would have a very negative and lasting impact on the sentiment
of the diaspora who are holders of Lebanese debt instruments.
“The reason Lebanon has never missed a debt payment nor
implemented a special jurisdiction was in order not to harm
those recurrent inflows that represent a minimum 30% of GDP
a year.”
Locals also note that Lebanon has successfully weathered
previous periods of high public debt. In the early 2000s, debtto-GDP ratio was well above current levels, reaching a peak of
183% in 2006. It subsequently fell to 130% on the back of four
years of strong economic growth before the start of the Syrian
crisis.
Baz is confident that Lebanon is on track for an economic
resurgence – even if the promised reforms and offshore energy
dividends fail to materialize. “We have accumulated huge
deficits of growth in Lebanon since the outbreak of the Syrian
war,” he says.
“The Lebanese economy has been operating at 70% of
its full capacity because of demand-side stagnation, so as
consumption and investment demand start to increase again
with the improvement in the outlook, we can catch up quickly
even with very little marginal investment.”
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Central bank backs Lebanon’s

economic reform agenda
Lebanon’s central bank has kept the economy on an even keel against a backdrop of political and economic
turbulence. Now governor Riad Salamé is looking forward to supporting a new era of growth.
Lucy Fitzgeorge-Parker reports
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Riad Salamé has weathered many crises in his 26 years as head
of Lebanon’s central bank. Yet even by his standards, last year
marked a low point for the country’s economy.
The bill for dealing with the fallout of the civil war in Syria
– including 1.5 million refugees – mounted to an estimated
$14 billion, economic slowdown across the Middle East put a
dampener on remittances, and political stasis in Beirut once
again prevented the implementation of much-needed reforms.
As a result, GDP growth slowed to just 1%-1.5%, according
to Banque du Liban. At the same time Lebanon’s budget deficit
ballooned to $6 billion, pushing the public debt-to-GDP ratio
close to 150% and prompting speculation among analysts and
investors that a debt restructuring was unavoidable.
Salamé is adamant that this is not an option. “Lebanon has
never defaulted on its debt and the official position of the
country and its leaders is not to enter into any restructuring or
rescheduling,” he says.
Nevertheless, even after the formation of a new government
in early February and a recovery in Lebanon’s credit spreads,
many external observers were still questioning the country’s
ability to manage one of the world’s highest public debt ratios.
By way of answer, Salamé points to the high proportion of
sovereign debt held by Banque du Liban, which since May
2016 has been incentivizing Lebanon’s commercial banks to
hold foreign currency liquidity at the central bank and using it
to purchase surplus government bonds.
“Lebanon’s debt burden is sustainable because the
sovereign debt that is in the market is much less than the
nominative debt,” he says. “The central bank owns 40% of the
total and will keep renewing that debt.”
Banque du Liban has drawn plaudits for its proactive
approach. Moody’s said the central bank had “maintained
confidence in monetary policy and the US dollar peg through
its efficient action as regulator”.
“The centralization of liquidity at Banque du Liban has
allowed it to maintain interest rates low and steady by
purchasing government debt which is not absorbed by the
banking system,” the rating agency said in January.
The central bank’s use of complex financial engineering
to defend the Lebanese pound’s peg to the dollar has
been criticized by some analysts, who argue that a currency
devaluation would improve the country’s competitiveness.
Salamé says that argument fails to take sufficient account
of high levels of dollarization in Lebanon. “Devaluation would
create poverty and possibly social unrest among those who
receive salaries in local currencies,” he says. “It wouldn’t add
competitiveness because costs in the economy are all factored

“Lebanon has never
defaulted on its debt”
Riad Salamé

in dollar terms but it would impair confidence and weaken the
financial sector.”
As he notes, that in turn would drive up interest rates
and push the economy into recession, while the Lebanese
government – which accounts for a third of GDP and operates
in local currency – would also see its contribution to the
economy shrink.
“Countries that have their own currency can use devaluation
to improve competitiveness,” says Salamé. “For us, it would
create more problems than it would solve.”
He adds that Banque du Liban is willing and able to continue
supporting the currency and the economy. “The central
bank has repeatedly said that it will back the solvency of the
government and our means are historically high despite the
monetary attacks on Lebanon,” he says.
Salamé also notes that Lebanon’s vulnerability to market
volatility is limited by the fact that most of the sovereign
debt not held by the central bank is owned by the country’s
commercial lenders, which have traditionally funnelled deposits
from the large and wealthy diaspora into government bonds.
“The debt is essentially held locally,” he says. “International
investors hold no more than 15%.”
A slowdown in deposit growth in the banking sector in
recent years has prompted some to question the sustainability
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of this model. Salamé is quick to point out that, even during
the economic doldrums of 2018, Lebanon saw deposits rise
by nearly 4% year-on-year.
“This growth was achieved despite repeated talk of
restructuring and devaluation that created fear in the
market,” he says. “If reforms are now implemented this will
improve confidence, which will trigger more inflows and
secure the sustainability of the debt.”
He agrees, however, that action is needed to tackle
Lebanon’s rising debt burden. “We are in a phase where
Lebanon has to find internal solutions in order to shrink the
public sector, which has become a heavy burden on the
economy, and provide incentives to enable the private sector
to create growth and employment,” he says.
To secure the release of the full $11 billion of funding
pledged by Lebanon’s international supporters at the Cedre
conference in Paris last April, the country’s new government
will have to reduce the budget deficit by 5% of GDP over the
next five years.
External analysts say a combination of weak economic
growth and high debt-servicing costs will make it challenging
for policymakers to achieve this target. Salamé takes a more
optimistic view, noting that reform of Lebanon’s electricity
sector – a key priority for the new government – could cut
the deficit by 30%.
Banque du Liban also estimates that, if implemented,
the wide-ranging reforms outlined at the Cedre conference
would add an extra 1.5 percentage points a year to Lebanon’s
GDP growth.
Salamé says three industries hold the key to economic
success over the medium term – finance, offshore oil and
gas, and the digital knowledge sector. The central bank has
been actively promoting the development of the latter since
2013 by incentivizing banks to provide equity funding to tech
start-ups. “It makes sense to focus on industries where we
can take advantage of our strength in human resources,”
says Salamé.
He is also keen to support Lebanon’s nascent renewable
energy sector as part of drive to reduce the country’s hefty
hard currency energy bill. As he notes, while rising oil
prices may be positive for remittances from the large expat workforce in energy-rich countries, the impact is not
immediately felt in the domestic economy.
“Higher oil prices represent a challenge for Lebanon
because they deplete our reserves but are not reflected in
higher remittances for at least nine months,” he says. “For
this reason the central bank provides subsidized interest
rates on all projects that can create substitutes for oil and
gas.”
Banque du Liban estimates that renewables could reduce
Lebanon’s energy bill by as much as 20% over the medium
term.
The sector is also attracting attention from investors
outside Lebanon. Bankers in Beirut report intense interest
in the country’s first wind and solar energy projects from
international funds and firms.
In many respects, as Salamé notes, the operating

Banque du Liban embraces
digital banking
The stability of Lebanon’s
financial sector over the
past decade testifies to the
effectiveness of Banque du Liban
as a regulator under Salamé’s
leadership.
Against a backdrop of
economic and political volatility,
the country’s banks have
remained financially sound.
Sector-wide capitalization stood
at 17% at end-December under
Basel III standards, while nonperforming loans account for just
3.7% of total lending.
Today, however, Banque
du Liban is facing a new
regulatory challenge in the form
of increasing digitalization in
Lebanon’s banking sector.
Salamé’s response embodies
his trademark combination
of caution and innovation.
While eager to encourage the
development of digital banking
and fintech, he wants as far as

possible to ensure that it takes
place within the context of
Lebanon’s existing banks.
“We are in an area that is
vulnerable to various sanctions
and therefore we have a good
compliance system in the banking
sector,” he says. “We want all
digital banking activity to be
filtered through this compliance
system.”
At the same time, he is keen
to put Banque du Liban at the
forefront of innovation with the
launch later this year of an official
digital currency. The currency will
be issued by the central bank for
use in Lebanon only. Users will be
able to access it via an electronic
wallet or a dedicated card.
“The aim is to cut costs
for consumers and give them
easy access to the system of
payments,” explains Salamé. “It
will reduce fees and improve
efficiency.”

environment in Lebanon is highly conducive for inward
investment. “The legal system allows international investors
to operate freely in the country,” he says. “They can own
businesses outright and transfer capital, interest and dividends
freely.
“In addition, the banking sector here is liquid and can
provide financial backing for PPP investments.”
He acknowledges that the country’s vulnerability is its
political volatility. “But now, with the formation of a coalition
government representing all parties, we should see a period
of stability that will enhance the investment climate,” he adds.
Given Lebanon’s track record of false starts when it comes to
reform, seasoned investors may take some convincing. Salamé
insists, however, that this time can be different.
“There is a sense of urgency today in Lebanon,” he says.
“The country has been the target of negative reports for the
past four years but especially during 2018, when we witnessed
a clear attack on our monetary stability.
“These attacks were helped by the vulnerability of the
economy and the high deficits, so all political parties have an
interest in strengthening government solvency and enhancing
the economy.”
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Lebanon’s banks look set to reap rewards of

political stability
Over the past decade, Lebanon’s banks have increasingly looked overseas for growth. Now the return of political
stability, promises of an infrastructure boom and increasing demand from customers for digital banking are
drawing their attention back home. Lucy Fitzgeorge-Parker reports
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derisking, both at home and abroad. “We have reduced our
exposure to the domestic private sector to sustain asset quality
and capital flexibility,” he says.
“We have also rebalanced on both the deposit and lending
side towards focusing on core relationships. We have replaced
opportunistic big ticket depositors looking for yield with more
granular, less costly and more stable deposits. On the lending
side, we have focused on core clients that provide a lot of
ancillary business.”
Other leading lenders have taken a similarly conservative
approach to economic and political headwinds in Lebanon
and neighbouring markets. “In the past five years, Byblos Bank
has been consistent in a strategy that focused on ensuring
high liquidity and capital levels in view of the uncertainties on
the domestic and regional fronts,” says chairman and general
manager Semaan Bassil.
While prepared for further volatility, however, Beirut bankers
are hoping that – in Lebanon at least – the lean years may be
coming to an end. The formation of a government at the start
of February will allow policymakers to push ahead with the
capital investment programme (CIP), a $17 billion, eight-year
initiative deigned to address Lebanon’s infrastructure gap.
Part of the funding will come from international backers
including the World Bank and Saudi Arabia, but policymakers
are also counting on considerable support from the private
sector. Baz says the country’s banks are well-equipped to
provide it.
“They have the liquidity, capital and expertise to provide
project finance,” he says. “This will allow us to play an
important role in attracting private capital to CIP projects. We
have already engaged in some financings and we have the
appetite to do more.”
Bassil also sees big opportunities for the banking sector in
the CIP. “Following the government undertaking key economic
reform programmes, we believe the main drivers of growth
and profitability for Byblos Bank over the coming years will be
funding for infrastructure projects,’ he says.
Bankers are also optimistic that the return of political stability
will spark a resumption of deposit growth. This slumped last
year as inflows to the system from Lebanon’s large diaspora
declined, sparking concern that a key source of funding for the
public budget could be cut off. Local banks have traditionally
been the main buyers of Lebanese government bonds
Blom Bank, for example, saw deposit growth slow to 2.2% in

Lebanon’s banks are a famously resilient bunch – so it comes
as little surprise that, even after five years of political stasis
and economic stagnation in their home market, most of the
country’s lenders are in rude financial health.
Capitalization is strong, liquidity in both local and foreign
currency is ample, and profitability is at levels of which
bankers in more developed markets can only dream. Against
a backdrop of GDP growth of just 1%-1.5% Lebanon’s largest
lenders are all on track to post returns on equity last year well
into double digits.
Part of the credit for this remarkable stability must go to the
country’s central bank. Under the leadership of long-serving
governor Riad Salamé, Banque du Liban has taken a tough
but proactive approach to bank regulation, steering the sector
clear of higher-risk products but providing timely support when
required.
At the same time, the banks have done plenty of work on
crisis-proofing themselves. The decision by the likes of Bank
Audi, Blom Bank and Byblos Bank to expand across the Middle
East and North Africa from the early 2000s has been more than
justified by the results.
Despite a succession of upheavals in the region’s volatile
markets over the past 10 years – particularly in the wake of the
Arab Spring – establishing broad-based MENA networks has
given Lebanese banks access to high-growth markets as well
as valuable geographical diversification.
In the nine months to end-September, number two lender
Blom Bank derived 13.5% of its net income from overseas
operations, which include universal banking businesses in
Egypt and Jordan, as well as smaller operations in Iraq, the
United Arab Emirates, Saudi Arabia and Qatar.
“Overseas markets are becoming increasingly important to
us, constituting 38% of our lending portfolio,” says Saad Azhari,
chairman and general manager of Blom Bank. “We expect this
growth to continue in the coming two to three years, primarily
in Egypt, Iraq and the UAE.”
For Bank Audi, the proportion of profits derived from
overseas is even higher. Income from its eight international
subsidiaries accounted for a quarter of the Lebanese number
one’s bottom line result last year, which was up by 8% despite
severe economic turbulence and a sharp currency decline in
Turkey, a key market for the bank since 2011.
Freddie Baz, general manager and group strategy director
at Bank Audi, says this resilience was achieved through prompt
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2018. “This naturally made us more cautious,” says Azhari. “It
also made us apply our conservative business model more
stringently than otherwise.”
Baz is confident, however, that this downward trend
can be reversed following the formation of Lebanon’s new
governing coalition. “As Lebanese we have proven our
capacity to live for long periods without government,” he
says.
“Nonetheless, once political life is regularized again and
institutions operate in a more efficient manner, that will
provide more incentives for increased economic activity and
higher inflows to the country.”
He also notes that, even at last year’s levels, deposit
inflows are sufficient to meet the financing needs of both the
public and private sectors in Lebanon, while hard currency
liquidity in the system remains high.
Banks in Lebanon hold around $120 billion of deposits,
of which $64 billion – equivalent to 125% of the country’s
GDP – is placed with correspondent banks abroad and on
deposit with the Banque du Liban. “There is abundant stock
of liquidity here in foreign currency, which gives the banks
great flexibility to respond to whatever opportunities arise in
terms of project finance etc,” says Baz.
Lebanon’s lenders also stand to benefit if the new
government can deliver on promises to improve
communications infrastructure. Locals say poor connectivity
has been one of the main hurdles to the development of
digital banking in the country.
“We are starting to see progress on ITC infrastructure,
which is translating into higher speeds and better
transmissions capabilities, but additional investment is
needed to bring Lebanon up to standard,” says a leading
Beirut banker.
Azhari also cites inertia among bank customers, concerns
about safety and privacy, and the need for new regulation as
barriers to the spread of digital banking in Lebanon.
Despite these hurdles, however, momentum is starting
to build in the segment. Bank Audi has allocated at least
$25 million a year for investment in digitalization, including
Lebanon’s largest network of ATMs and interactive teller
machines, sparking a sharp rise in multichannel usage.
By the start of this year, electronic transactions accounted
for 70% of the bank’s daily total – a figure that is expected
to increase still further once a bill legalizing electronic
signatures, passed by parliament in September, is
implemented by Banque du Liban.
“The lack of electronic signatures has represented a
major bottleneck in the development of digital banking in
Lebanon,” says Baz. “Once it is implemented we should
see exponential growth in the segment. This will stimulate
positive competition among banks, which in turn will try to
further develop and create leadership, which will generate
more and more efficiencies.”
He also sees big opportunities for banks in the
development of Lebanon’s nascent ecommerce sector, as
well as in policymakers’ plans to boost the use of technology
in public services. “The planned increase in e-government

“We should see exponential
growth in digital banking”
Freddie Baz, Bank Audi

will be a major turning point in the digitalization of the
Lebanese economy and in the framework of financial services,”
he says.
At Byblos Bank, Bassil believes that finding a formula to use
cloud services to take advantage of economies of scale, and
the ability to scale up and to implement change faster will be
key to digital leadership in Lebanon.
“Banks will also need to have the right infrastructure and
capabilities to put in place a sound defence system against
cybersecurity threats,” he adds.
Azhari is confident the sector will rise to the challenge.
“Lebanese banks have been adept in applying the latest
technologies and they will be equally keen to use open
operating platforms to accommodate the blockchain and
other emerging technologies,” he says.
He is also unconcerned about the prospect of competition
from newer market entrants. “I don’t think banks in Lebanon
will face a threat from fintechs because they can easily absorb
what fintechs do, and do it better,” he says.
Unsurprisingly, bankers are eyeing the opportunities for
cost-cutting that technology offers. “Digitalization improves
efficiency and performance, and allows banks to operate in a
market that is becoming very competitive with narrower profit
margins,” says Bassil.
At the same time, despite a physical footprint that is among
the largest in the world – Lebanon boasts 1,100 bank branches
for a population of four million inhabitants – there is little
appetite for reducing branch networks.
“The Lebanese way of doing banking is to treat all our
customers as if they own the bank,” says Baz. “This is why
people still appreciate physical contact despite the increase
in digital banking capabilities. In our business plans we
are factoring for the increase in digital banking efficiencies
translating into lower opex but we have no plans to reduce our
physical presence yet.”
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EBRD eyes Lebanon’s

INFRASTRUCTURE GAP
Lebanon’s ambitious infrastructure development programme offers ample scope for the EBRD to leverage its
technical expertise, financing capabilities and private-sector reach, country head Gretchen Biery tells
Lucy Fitzgeorge-Parker
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elections in May.
That finally came to an end in early February, however, and
hopes are high that Lebanon’s new government will be able
to deliver on promises to kickstart infrastructure development.
Just two weeks after their appointment, ministers met with
international financial institutions (IFIs) in Lebanon, including
the EBRD, to discuss CIP project funding needs and reiterate
the government’s reform plans.
“The meeting with the government was very positive,” says
Biery. “We heard some good messages.”
These included promises to improve Lebanon’s intermittent
electricity supply. “The government has been very clear that
providing better access to 24/7 electricity is a priority because
of the impact that outages have on business, the population,
and on the fiscal situation,” says Biery.
“This is a particularly important sector for the EBRD. We
stand ready to help the government with electricity sector
reforms and investment.”
The EBRD is also keen to help reduce Lebanon’s dependence
on energy imports through the development of renewable
energy sources. It has already helped to develop the country’s
first wind power purchase agreement and plans to provide
further technical assistance, and possibly funding, for future
clean energy projects.
As with other parts of the CIP, planned developments in the
energy sector will require funding from private entities as well
as the government and IFIs. In its policy statement, the new
government said it expects to raise as much as 30% of financing
for the programme from the private sector.
As Biery notes, the EBRD is well placed to help. “We are
known to the private sector and can provide confidence for
international investors by cofinancing deals,” she says. “We
are already seeing interest from international investors and
developers in the wind project. We will see more as reforms are
implemented and investment opportunities increase.”
The EBRD is also working to develop public-private
partnership (PPP) projects in Lebanon. The bank has signed
an agreement with the High Council on Privatization and
PPPs (HCP) to support the preparation of the Okaibe-Beirut
expressway, and is funding a pre-feasibility analysis for Kleiat
Rene Mouawad airport.
In the past, Lebanon’s politicians have not always delivered
on promises of infrastructure development – but this time Biery
says the signs are positive. “There is a real sense of optimism at
the moment in the country,” she says.
“The government formation was extremely important and
the messages since it was formed have been really encouraging
for the international community. We have the sense that there is
momentum for reform and progress.”

The newest member of Lebanon’s international development
community has hit the ground running. Less than 18 months
after adding the country to its growing network in the south
and eastern Mediterranean region, the European Bank
for Reconstruction and Development (EBRD) has already
committed more than €250 million in financing to Lebanese
banks and corporates.
Gretchen Biery, the EBRD’s Lebanon head, says this rapid
progress has been partly due to the country’s unique business
environment. “Lebanon’s famously entrepreneurial culture and
banking sophistication make it a natural fit for the EBRD,” she
says.
So far, the focus has been on Lebanon’s private sector. In
March 2018, the EBRD made its first investment in the country
with the acquisition of a 2.5% equity stake in Bank Audi. The
purchase built on an existing relationship with the Lebanese
market leader – the EBRD took a stake in Bank Audi’s Turkish
subsidiary, Odeabank, in 2016 – but also served as a statement
of intent.
“It reflects the EBRD’s approach to investments,” says Biery.
“It represents a longer-term commitment for us, and reflects our
commitment to Lebanon and to having greater outreach across
the country.”
The EBRD has since expanded its reach across the Lebanese
banking sector, providing trade finance credit lines to
Fransabank, Blom Bank and Société Générale de Banque au
Liban (SGBL). It has also provided $100 million in SME financing
to SGBL, as well as investing $15 million in Lebanon’s first-ever
green bond, which was issued by Fransabank last April.
Meanwhile on the corporate side, the EBRD made its
Lebanese debut in December with the provision of a $20 million
financing package for private electricity provider BUTEC.
Further deals in sectors ranging from power and agribusiness
to manufacturing and services are reported to be in the works.
Lebanon’s SMEs also stand to benefit from the EBRD’s
involvement. In October, with financial backing from the
European Union, the bank launched its small business advisory
programme in the country and is already seeing strong take-up
of its services, particularly in the agricultural sector.
The next step for the EBRD will be into the Lebanese public
sector. The bank is keen to provide funding for projects at
national and municipal level, and is already looking at projects
in areas from transportation and waste water treatment to
industrial zone infrastructure development.
Much of this will likely be in the context of the capital
investment plan (CIP), a $17 billion programme designed to
address Lebanon’s infrastructure gap. Originally announced at
the Cedre conference in Paris last year, the initiative was put
on hold during the political stasis that followed parliamentary
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BLOM Bank looks to build on digital and regional leadership

Geographical diversification and a cutting-edge digital transformation strategy have enabled BLOM
Bank to weather Lebanon’s recent economic uncertainty. With political stability now returning,
chairman and general manager Saad Azhari sees renewed opportunities for growth in the bank’s
home market
How would you describe BLOM’s strategy today?
BLOM’s overall strategy is to become a leading regional bank, achieved through
measured horizontal and vertical expansion, and by adopting a conservative
business model that stresses control over risk and costs and maintains good asset
quality, capital adequacy and primary liquidity.
We identify three factors that will contribute to growth in profitability in the
near to medium term. First, the increase in income from our overseas operations,
especially in Egypt and the Gulf. Secondly, the income increase in Lebanon arising
from the expected growth in economic and investment activity as a result of the
Cedre funds, and the potential oil and gas discoveries. Third are the cost reductions
that we expect from relying more on digital banking and less on the opening of new
branches.
How important is digitalization in the Lebanese banking market?
It is becoming increasingly important, and definitely so at BLOM. We have
initiated a digital transformation that will expand electronic services to all aspects
of banking. This is not only a way to reduce costs but also to meet the “trendy”
electronic banking needs of an increasing number of our clients. BLOM has a
record of innovation in electronic banking with services such as its eblom app,
eCash, and BLOMpay, and intends to actively expand this record in the future.
Three factors have delayed the spread of digital banking in Lebanon. First is
inertia on the part of clients, especially in a market that has four million people but
close to 1,100 bank branches and 1,900 ATMs – ratios that are among the highest
in the world. Second is concerns about safety and privacy. And third is the need
to have the appropriate regulation to accompany digital banking developments.
However, these hindrances are transitory and digital banking is bound to spread
gradually with time.

Saad Azhari

What key challenges will Lebanese banks face in 2019?
There are three main challenges facing the Lebanese banking system. First is,

Qatar, France, Switzerland, England, Cyprus and Romania – acting as a local bank

of course, the challenge from operating in a difficult economic and political

in the region and as a niche bank in Europe.

environment, characterized by political instability, weak growth, and fiscal and
external imbalances. The second is the challenge from constantly adjusting to and

Which of BLOM’s overseas markets are most promising?

complying with new rules and regulations related to international sanctions, money-

Overseas markets are becoming increasingly important to us, constituting 38%

laundering and terrorist financing, tax reporting, Basel principles and others. The

of our lending portfolio. We expect this growth to continue in the coming two to

third is the challenge from strong and excessive competition in a tough domestic

three years, primarily in Egypt, Iraq and the UAE, where GDP growth is expected

market, and the need to constantly do your best to outdistance the competition.

to average more than 5%, 6% and 3.5% respectively. Additionally, once the war
is over in Syria and it is back in the fold of the international community with all

Why is becoming a universal bank important for BLOM?

sanctions removed, we expect to partake in its reconstruction activities.

Having BLOM as a leading universal regional bank is very important for us
because it diversifies our revenues and risk, and allows us to reap synergies from

Which non-banking segments offer opportunities for BLOM?

our different banking units and to grow and develop along international banking

Investment banking and capital market services is an important segment for

models. It also enables us to deepen our geographical reach in the region, with

BLOM and we look forward to it receiving a boost from the expected increase

universal banking services now being provided in Lebanon, Egypt and Jordan.

in momentum and diversification of the Lebanese economy. We also hope to see

Geographical expansion is also crucial to us because it diversifies BLOM’s

growth again in our asset management services and products with the expected

income by taking advantage of economic and business opportunities in regional

recovery in financial markets at the local, regional and international levels. Lastly, a

economies. As a result, we are currently located in 12 regional and European

viable segment is Islamic banking, especially in Lebanon where we have just moved

countries – Lebanon, Egypt, Jordan, Iraq, Saudi Arabia, the United Arab Emirates,

the offices of our Islamic unit, BLOM Development Bank, to new headquarters.

