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Discrepancies in figures published by the Central Bank and the Banker’s 
Association 
 
The asset/liability structure of the Lebanese banking system has changed 
substantially in the last two years. Although data are becoming less transparent and 
appear to contain some contradictions, we will try to assess the evolution that has 
occurred.  

Let me begin by pointing to some of these discrepancies. It is regrettable that 
neither the Bank of Lebanon (BOL) nor the Ministry of Finance (MOF) have explained 
the technical reasons behind some large changes in published figures that have 
taken place from time to time. Nor have they explained the important differences in 
data that we can find between the same figures in the consolidated balance sheet of 
the banking system and the BOL balance sheet. 

As an example of the significant discrepancies in the data series, we can point out 
that, while the BOL balance sheet, as published bimonthly in Lebanese newspapers, 
indicates that commercial bank deposits with the BOL stood at LL 13, 708 billion in 
December 2002, the deposits figure shown in the consolidated balance sheet of the 
banking system, as published in the Monthly Economic Letter of the Association of 
Banks, was only LL 11, 794 billion at the same date (see Table 2). The LL 2, 000 
billion difference is not negligible. It could represent the deposits made by some Arab 
countries through their national banks to assist Lebanon, but as shown Table 2, this 
difference is not consistent within the statistical series. 



 



 

We find two other important discrepancies in the figures concerning T-bill 
and Eurobond holdings by Lebanese banks, as follows: 

• As shown in the Economic Newsletter of the Banker’s Association, the banks’ 
holdings of T-bills denominated in Lebanese pounds stood at 16, 214 billion pounds 
in December 2002 in the consolidated balance sheet, but are stated at LL 17, 211 
billion pounds in the statistics about “outstanding public debt by type of holder”. 



• In the same source, the amount of outstanding Eurobonds in December 2002 is 
reported at LL 10, 309 billion in the consolidated balance sheet, while the total 
outstanding amount of Eurobonds in the statistics by type of holders was LL 19, 759 
billion at the same date.  

This would imply that commercial banks held only 52% of outstanding Eurobonds 
and that the other 48% were held by non-resident institutions or individual residents 
or possibly BOL. This is difficult to believe. In the good days, when sovereign 
Lebanese bonds were selling well, non-residents did not subscribe to more than 15% 
of any issue. How can one explain the rise in the proportion of non-bank holdings in 
view of all the pressure on the price of those bonds in 2002. One explanation may be 
that the amounts that were committed by Paris II donors, and paid, are now 
included in this figure.  

These discrepancies complicate the task of analyzing the data available. However, 
some noticeable trend fluctuations in monetary and banking figures could be 
identified. 

The pressures on foreign exchange reserves during 2001–2002 
 
Owing to the lack of transparency in the data available, as well as the lack of 
commentary by concerned entities on published figures, a lot of monetary and 
financial rumors have circulated during the last two years. In fact, between the 
summer of 2001 and the summer of 2002, we seem to have witnessed a replay of 
the artificial 1995 crisis, when depositors became very anxious about the fate of their 
savings, especially those in domestic currency. The specter of a general payment 
crisis on the Argentinian model loomed heavily on the behavior of depositors and T-
bills, or Eurobond holders.  

The low point in this crisis appears to have occurred at the end of September 2002, 
when: 

• The price of Lebanese Eurobonds declined under 80% of face value. 
• The ratio of dollar deposits to total deposits increased to 75%, from 62% in 1999. 
• The banks refused to roll over their maturing T-bills in domestic currency, obliging 
the BOL to raise its own holdings to more than LL 8,000 billion. 
• Gross foreign exchange reserves of the BOL declined to LL 5,800 billion in 
September 2001 and were artificially boosted by imposing a compulsory reserve 
requirement of 15% on dollar deposits with the banking system. 

Through one of their brilliant communication campaigns, however, the the Lebanese 
authorities were able to halt the conversion of domestic currency to US dollars, as 
well as the large capital outflows that the country was experiencing. The campaign 
had two main themes: 

• The first focused on the objective of the draft State Budget for the year 2003 to 
boldly reduce the deficit from the range of 40% – 50% in previous years to only 25% 
of total expenditures. 
• The second spoke loudly about the anticipated success of the planned international 
gathering to assist Lebanon (what came to be known as Paris II).  



As in the earlier campaigns to justify the creation of SOLIDERE, or to give glamour to 
the gathering in Washington in 1996 to finance Lebanon’s reconstruction, or the 
numerous campaigns to destabilize the Hoss government and prevent the 
implementation of financial reforms, the Prime Minister’s media campaign was very 
successful.  

BOL also provided an additional boost to expected improvements by inflating its FX 
reserves through the launch, during the summer of 2001, of a one billion dollar bond 
issue, to which it subscribed entirely, and apparently included at least part of the 
future proceeds of such bonds in the reserves. As was known, some bonds were sold 
subsequently at a very significant discount to some Arab, and possibly, also to some 
Lebanese institutions. 

 



 

Paris II and the interest-free lending by the banks to the State 
 
Those adverse trends were reversed following the relative success of the Paris II 
meeting – more specifically, when the BOL, together with the largest Lebanese 
banks, adopted the spectacular measure of having the commercial banks lend 10% 
of their deposits (or about $4 billion) to the State without interest for a two-year 
period. Together with the new amounts effectively committed during the Paris II 
meeting ($ 2.2 billion, and not $4.4 billion as was announced), this measure 
amounted to securing more than $6 billion for the Treasury at an average interest 
rate of 1.75% per annum.  

Adding bravura, the BOL decided that the interest rate structure could now decline 
substantially. Previously, it had emphasized that this structure was determined by 
market forces, rather than by agreement with the banks. This was a total turnaround 
from previous years, when the BOL and the big banks stubbornly refused to bring 
about the much-needed decline in interest rates. This was the case even when 
inflation was subdued, the balance of payments positive and the Treasury flushed 
with liquidity, which was the picture during the last six months of 1999. By the end 
of 2002, however, the “stubborn” market suddenly turned extremely positive. (In 
fact, in 1999 and 2000, the banks refused totally to envisage a three- or five-year 
bond issue for the Treasury in Lebanese pounds at a floating rate, which the Minister 
of Finance was asking for so as to reduce the cost of funds to the Treasury and 
reduce the risk for the banks of interest rate fluctuations. Today, three-year CD 
issues at 9.5% constitute a very big improvement from the previous rigidity of the 
BOL and the banks in managing the debt and the liquidity in domestic currency. 
There are rumors, however, that BOL is now selling those CDs at a discount). 

The release of funds from Paris II and the interest rate measures agreed upon 
between BOL and the commercial banks appear to have provided the financial 
system with some breathing space. The only regret here is that the BOL and the big 
banks took so much time to understand that the former “monopoly” game had to 



stop, at least for the time being, to avoid collapse. Probably the countries that 
accepted to lend to Lebanon at 5% for 15 years, and the IMF (which did not lend any 
funds) also have expressed their strong feelings about lending at such rates while 
Lebanese banks were cashing 18.5% on domestic T-bills and 10% or more when 
buying sovereign Lebanese Eurobonds at discount. 

Meanwhile, depositors could be reassured that, for at least the next 12 or 18 
months, there would be no liquidity problem for the Treasury, either in Lebanese 
pounds or in US dollars. Commercial banks have been using the proceeds of their 
huge portfolio of two-year T-bills yielding 18.5% to continue to pay their depositors 
high interest rates, in spite of the fact that the BOL has dramatically decreased new 
T-bill rates. Hefty profits were also made by the banks and institutions that took the 
risk of buying Lebanese Eurobonds when they were selling at large discounts during 
most of 2002. In addition, and as is well known, lending rates to the private sector 
did not decline, which should have been the case after the decline in T-bill rates. In 
fact, banks’ net interest margins remain quite high and their temporary sacrifice is 
quite affordable, as interest rates earned on their dollar liquidity placed abroad would 
not yield more than 1.25%. Apparently, the banks are also continuing to enjoy high 
interest rates of between 8% and 9% on their dollar deposits with BOL, other than 
the $4 billion without interest that have not yet been entirely paid. 

Even if there is no danger under present circumstances of another creeping crisis on 
the pound, and of renewed outflows of capital out of the banking system, this does 
not mean that Lebanon will not face the same old problems next year. In fact, the 
last figures from the BOL balance sheet published on 15 May 2003, as well as data 
available about the Treasury indebtedness through the February 2003 Economic 
newsletter of the Association of Banks, continue to show a worrying situation.  

 

What the recent data show 
 
Analysis of the data presented in Tables 1 and 2 shows the following facts: 



BOL’s net financial position has resumed its deterioration 

The difference between gross foreign exchange reserves and banks deposits with the 
BOL stood at “plus” LL 3,116 billion in 1998, but this figure turned negative in 2001 
and 2002, reaching a high of “minus” LL 6,712 billion in June 2002. After an 
improvement in December 2002 to minus LL 3,236 billion, the figure rose to minus 
LL 5,065 billion at the most recent date of 15 May 2003. (It should be noted that the 
abbreviated IMF report submitted to the Paris II Conference mentioned the fact that 
foreign exchange reserves of the BOL were negative to the level of $ 2 billion - this 
figure did not take into account the one billion dollars of Arab deposits with the BOL). 

This means that the BOL position, in spite of Paris II, has not improved substantially 
since December 2001. In addition, for unknown reasons and in spite of the $ 6.4 
billion that has been put at the disposal of the Treasury, BOL is once again increasing 
its holdings of T-bills or Eurobonds, which amounted to LL 4,358 billion pounds in 
May 2003 (as against LL 1,796 billion when BOL cancelled most of the T-bill portfolio 
on the Treasury, corresponding to the transfer to the Treasury of FX profits on the 
gold stock of the Bank). 

The evolution of the commercial banks’ consolidated balance sheet (Tables 
2, 3 and 4) shows a mixed picture 

• In February 2003, banks held LL 13,055 billion in deposits with the BOL, of which 
at least 80% were in US dollars. If we add to this figure the banks’ portfolio of 
Lebanese pound T-bills, amounting to LL 16,591 billion and their Eurobond portfolio 
of LL 11,315 billion pounds, the amount of exposure of banks to the State and BOL 
reaches the equivalent of LL 40,961 billion pounds (US$27 billion). This amount 
represents 52% of total assets of the banking sector.  

• The proportion to the foreign exchange component of this exposure amounted to 
35% in 1999, but rose to 43% recently. This could be considered an improvement 
for the banks, as they have substantially reduced their exposure to T-bills in 
domestic currency. At the same time, the share of commercial banks in total 
Treasury and BOL liabilities declined from 73% in 1998 to 62.4% most recently. 

• Table 3 shows that while the State debt in T-bills and Eurobonds held by the 
banking system at the end of 1998 represented 66.8% of the total, this percentage 
declined to 57.4% at the end of 2002.  

• The domestic currency/foreign currency composition of the banks’ claims on the 
Treasury (Table 4) has substantially changed during the last two years. T-bills in 
Lebanese pounds represented 84% of the portfolio against 16% in Eurobonds in 
1998. By February 2003, the domestic currency component of banks claims on the 
Treasury came down to 60%, from 84%, and the foreign currency component shot 
up to 40%, from 16%. Additional claims on the State due to deposits with BOL are 
also massively in foreign currency, so that during these last two years the banking 
system was able to shift from claims held principally in Lebanese pounds to claims in 
US dollars. 

• Another development that could be considered favorable for the banking sector is 
that its share in Treasury indebtedness fell from 66.8% to 57.4%, and its share in 



Treasury and BOL indebtedness decreased from 73% in 1998 to 64% in December 
2002.  

• The foreign exchange component of this share has gone up, from 35% in 
1998/1999 to 54%–55% in 2001/2002.  

• When looking at the total liabilities of the State and BOL, one notices that 
commercial banks’ deposits with the BOL represented only 21% of the banks’ total 
claims on the State and BOL in 1998, but now amount to 34%. 

 
 

 

One alarming development is the dramatic increase in the FX content of 
total indebtedness 

• While the Hoss government, which held office from November 1998 to October 
2000, had pledged to Parliament (in the course of presenting the budget for 1999) 
that it would not raise the ratio of State debt in foreign currencies to total debt to 



more than 40%, the present government has increased this ratio in just over two 
years from 25.1% in June 2000 to 46.8% in February 2003 (see Table 5).  

• If we add the gross liabilities of the BOL in FX to the Treasury liabilities, then the 
FX content in this total indebtedness has increased from 35.5% in June 2000 to 
58.4% in February 2003.  

• The picture of what happened in the last two years is more alarming when we look 
at the content of FX in the net total indebtedness of the State and BOL, i.e. the gross 
indebtedness minus the FX reserves. The share of this component has been 
multiplied by three, increasing from 12% in June 2000 to 39.4% at the end of 2002 
(Table 2). This indicator reflects the huge loss in FX reserves by the BOL since the 
return of the Hariri government.  

This is not to raise alarm with depositors. The government does not seem to be 
under any imminent pressures regarding meeting its maturing obligations. What is of 
concern, however, is that the government (the one now in office, as well as the 
former) does not seem to have a credible set of measures to address the structural 
issues that will surface again by the middle of next year.  

By that time, the Treasury indebtedness (excluding deposits with BOL) will have 
reached the equivalent of $35 billion, and total indebtedness of BOL and the State 
will be well above $45 billion. Even with the recent boost given to GDP figures, the 
situation will remain alarming. Nor has the government any plan on how to find the 
dollars needed to service the interest on this part of the debt, except to try to force 
the re-privatization of the mobile phone sector or the securitization of State receipts 
(phone or other), which will increase the financial pressures that Lebanon has been 
going through since 1995. 



 

The conclusion of this analysis could be summarized in the following key points: 

• The Lebanese economy has to increase its production considerably in order to 
generate the additional foreign exchange needed to service the large amount of 
indebtedness in foreign currency that has been accumulated in the last two years. 

• To this effect, a progressive phasing out of our current monetary arrangements 
should be planned on a two- to three-year time span, as this monetary system has: 

• Ruined the productive capacity of the country and created a complete dependence 
on borrowing foreign currencies to keep the economy afloat and prevent a financial 
crash. 
• Transferred wealth and profits away from the productive sectors through the 
maintenance of very high interest rates on both dollars and Lebanese pounds.  
• Been responsible for this formidable accumulation of private and public sector 
indebtedness, with the bulk of the debt having been constituted to service 
outrageously high interest rates. 

It is time to introduce structural and well-designed measures to deal with the 
situation and to reactivate our dormant economy, which suffers from a financial 
overhang totally out of line with the size of our productive capacity. To avoid a 
destructive future crisis, the productive capacity of the country has to increase 
dramatically to be in line with the size of the existing unproductive financial wealth. 
We intend to revisit these issues in the coming months. 



 

 


