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In his paper “Lebanon’s Financial Collapse: A Post-Mortem” (October 2020), Dr. Toufic 
Gaspard presents a diagnostic of the Lebanese financial collapse and analyzes its causes 
and consequences prior to suggesting reforms for a sustainable economic recovery. 
According to the author, the Lebanese banking and fiscal sectors led, separately and 
respectively, to the collapse of the banking sector and the LBP. 
Dr. Gaspard finds an interesting result: the banking collapse, according to Dr. Gaspard, 
does not result from the Government debt nor the BDL’s lending to the government, 
but rather from the banking sector’s financial engineering. Meanwhile, the government 
debt mainly triggered the LBP’s massive depreciation. 
Dr. Gaspard proves that the danger signals were obvious for many years, especially 
since 2015.  
Other than the danger signals that could have been perceived in banking and fiscal 
indicators, the Balance of Payments (BoP) was also indicating risk as it was in deficit 
since 2011. 
At the end of the paper, Dr. Gaspard suggests serious reforms to achieve a sustainable 
economic recovery. The author stresses on the importance of regaining Lebanon’s 
sovereignty in achieving the intricate but feasible economic recovery. 
 
 
 
 
 
 

According to Dr. Gaspard, the depreciation of the local currency to the dollar as well as 
the restrictions on the withdrawals from deposits at banks affected nearly 170 Billion USD 
(among which approximatively 127.5 Billion USD are in USD and the rest in LBP) total 
private sector residents’ and non-residents’ deposits.  
 
 
 
 
 

2.1- BDL’s and banks’ policies 

1- A diagnostic of the current financial situation 

 

2- BDL’s and banks’ responsibility in the banking collapse 

 



 

3 
For a prosperous, green and fair Lebanon 

 

Since 2016, BDL intensified its financial engineering consisting of continuous borrowing 
of USD funds from commercial banks at relatively high interest rates1. These 
unconventional policies led to the illiquidity of the banks depositing their USD funds at 
the BDL. For instance, banks’ liquidity in USD2 dropped to 7% even prior to the collapse, 
compared to an average of approximatively 90% for the 1975-1990 period.  

Danger signals were evident for many years as Lebanon’s net foreign reserves3 (excluding 
gold) were negative. The following graphs made using the data provided in the paper 
(among which data from the IMF and the BCC) describe the situation: 

 

Source: Gaspard (2020) 

In the result of BDL’s financial engineering policies, banks depositing their USD funds at 
the BDL at high interest rates instead of depositing them in foreign banks abroad were 
becoming illiquid through the years. 

 
1 The average spreads paid by the BDL over international reference rates (such as the 6-month $-Libor) exceeded 5% 
and sometimes 9%. 
2 Liquidity in USD refers to cash and other assets denominated in USD banks have available to quickly pay bills and 
meet short-term business and financial obligations. 
3 Net foreign reserves excluding gold are defined as the difference between BDL’s gross foreign currency reserves 
and foreign currency liabilities (mainly banks’ USD deposits at the BDL). 

11.80%
10.50%

9.80% 9.80%

7.30%

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

14.00%

2015 2016 2017 2018 Sept. 2019

Banks' USD liquidity



 

4 
For a prosperous, green and fair Lebanon 

 

 

Source: Gaspard (2020) 

As we can see in this graph, BDL’s financial engineering policies were appealing to banks 
that were depositing their USD funds at the BDL. 

 

Source: Gaspard, 2020 

As we can see in this graph, BDL’s net foreign reserves excluding gold (defined in Footnote 

3) were negative and were decreasing throughout the years. 

The banking sector’s situation characterized by the low USD banks liquidity and the 

negative and decreasing BDL’s net foreign reserves was unprecedented. In fact, even 

during the long war period of 1975-1990 and the LBP strong depreciation (by more than 

98%) period of 1984-1988, commercial banks’ average USD liquidity was close to 90% 

because the banking sector then was financially strong.  

On this note, BDL’s gross debt exceeded the government’s gross debt, especially on the 

latter’s USD component. 
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Dr. Gaspard mentions that BDL’s dangerous process was not stopped since the 

accountable regulatory authorities – namely BDL’s Central Council, the BCC, the MoF, the 

government and the parliament were silent. Moreover, the banks were also responsible 

given the fact that they preferred quick and easy profits to the detriment of their own 

and their depositors’ survival. 

2.2- BDL’s sources and uses of USD funds during the period 2009-2019 

2.2.1- BDL’s operations with commercial banks 

As mentioned above, the BDL, through its financial engineering, massively borrowed USD 
funds from the banks. In contrast with the mainstream understanding that these USD 
funds served to finance the government’s operations, these funds mainly financed the 
interest cost to the banks. The latter explains the reduction in BDL’s foreign currency 
reserves. 

2.2.2- BDL’s operations with the MoF 

The BDL has been regularly exchanging, with the MoF, treasury bills (TBs) with 
Eurobonds4. The latter were then sold by the BDL in the market against USD funds. Hence, 
it was the government that was supplying BDL with USD funds rather than the other way 
round. Indeed, through these operations and until 2019, around 17.5 Billion USD were 
transferred to the BDL. 

 
 
 
 
 

Although government’s indebtedness did not trigger the banking collapse, it is the main 
reason of the LBP depreciation. Indeed, the government debt was used to finance current 
expenditures (interest on debt and wages) rather than capital expenditures (physical and 
human infrastructure), particularly onerous projects that mostly served personal and 
political objectives. For instance, capital expenditures averaged only 8% of total 
expenditures for the 1993-2019 period. 
 

 

 

The BOP has been in deficit and steady decline since 2011, indicating that more USD funds 
were continuously exiting Lebanon than entering it. This was unprecedented. In fact, since 
1943, Lebanon never witnessed more than two consecutive years of BoP deficit. The latter 
was mainly triggered by the degradation of Lebanon’s relations with the Gulf, primarily 

 
4 TBs denominated in USD issued by the MoF. 

3- Government’s indebtedness and the depreciation of the LBP 

 

4- The Balance of Payments (BoP)’s deficit 
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because of Hezbollah’s involvement in the Syrian conflict. For instance, the current 
account5 deficit (as % of GDP) averaged 13% during the 2005-2011 period while it 
averaged 23% during the 2012-2019 period.   
 
 
 
 
 
 

According to Dr. Gaspard, the economic recovery is intricate (especially with the 
additional damages resulting from the explosion at the Beirut Port) but feasible. On this 
note, the author emphasizes the importance of recovering Lebanon’s sovereignty 
(impeded by the Hezbollah) and ensuring a full control of Lebanon’s international borders 
to safeguard a sustained economic recovery.  

The steps towards an effective economic recovery, as stated by Dr. Gaspard, are the 
following: 

a- Official military forces take effective and total control of all Lebanon’s borders. 
b- Government should introduce a 3-year budget, say for 2021-23, with a gradually 

declining deficit. Minimal increases in taxes and fees are recommended with the 
reduction of inflated and wasteful expenditures and recovery of unrealized budget 
revenues. 
An interesting measure suggested by Dr. Gaspard here is restoring the “Single 
Treasury Account” which consists of bringing back public companies’ cash deposits 
in banks to the MoF’s account at BDL in order to finance the deficit for a year with 
minor borrowing from the capital market.  
Moreover, Dr. Gaspard states the implementation of regulatory authorities for EDL 
and Telecom is necessary. 

c- Recapitalize banks through the injection of fresh USD funds by bank shareholders 
(about 20 Billion USD over 2-3 years) and through the capitalization of 
approximatively 5% of the large interest paid on the top 90% amount of deposits. 
The normalization of banking operations (opening letters of credit, setting clear 
operational rules regarding deposits and transfers, etc.) is also recommended. 

 

 
 

 
 

 
5 Current account = trade balance (exports – imports) + Net factor income from abroad (difference between the 
aggregate amount that a country’s citizens and companies earn abroad and the aggregate amount that foreign 
citizens and overseas companies earn in that country) + Net current transfers from abroad (transfers of income from 
nonresidents to residents minus the transfers of income from residents to nonresidents). 

5- Necessity of “fundamental political and economic change” 

for a sustained economic recovery 
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In contrast with the mainstream understanding that the USD funds of the BDL served 
to finance the government’s operations, these funds mainly financed the interest cost 
to the banks. That said, Dr. Gaspard argues that the BDL and the commercial banks were 
responsible for the banking collapse while the government indebtedness triggered the 
depreciation of the LBP to the USD.  
 


