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THE DEVELOPMENT OF LEBANON'S’
FINANCIAL MARKETS

1 — INTRODUCTION
A — ECONOMIC BACKGROUND

The Lebanese economy's marked lopsidedness in favour of
services has often been a source of concern among economists.
The fact that the services sectors — including commerce, finance,
transport and communications, and other services — generate
over 60 per cent of the gross domestic product has been regarded
as a point of weakness rendering the general level of economic
activity in the country highly vulnerable to all the vicissitudes
affecting these sectors, and deflecting the country’s course of de-
velopment from the path of sustainable and stable growth which
is ordinarily identified with industrialization.

The general view which had been predominant until the
mid-1960's, namely that Lebanon lacks the requisite conditions for
industrialization on any substantial scale, has been greatly
dimmed by. the impressive growth of industrial output and ex-
ports, particularly since 1967. Somehow the oftcited inhibiting
factors — including the paucity of natural resources, the narrow-
ness of the domestic market, the scarcity of long term capital,
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and the predominance of the mercantile spirit — have been out-
weighed by such positive factors as Lebanon’s geographic proxi-
mity to the Arab markets ; the manifest initiative and enterprise
of the Lebanese entrepreneur ; Lebanon’s consistent adherence to
liberal currency and trade systems and to a non-cumbersome tax
system ; the availability of a highly adaptable and relatively
cheap labour ; and other factors. Hence a significant shift of em-
phasis could be felt in favour of industrialization at the govern-
mental as well as the private levels, of which the creation in 1973
of a separate Minisiry of Industry and Petroleum was sympto-
matic.

Since the October 1973 Middle East war, however, a num-
ber of factors have emerged which tend to reassert the relative
position of the services sectors in Lebanon, particularly finance.
The soaring of oil prices and the concomitant increase in the
financial resources of the Arab oil exporting countries, the im-
proved prospects of peace and stability in the Middle East region,
the swing to more liberal policies vis-a-vis foreign investments in
such capital importing countries as Egypt and Syria, have all
been significant developments which, in the long run, might have
the effect of dampening the thrust for industrialization and bring-
ing back into relief the role of Lebanon as a center of services in
the region.

I do not mean to underestimate the prospects of further
industrial growth in Lebanon. For it may well be argued that the
rapid ecomomic growth in the neighbouring Arab countries will
tend to enhance the demand in these countries for Lebanese
goods, including manufactures. Moreover, the industrialization of
the Arab world will probably create new openings of complemen-
tarity in the industrial structures of the various Arab countries,
including Lebanon (Incidentally a rehashed Arab Common Mar-
ket might well be the vehicle for achieving this end in the future,
and Lebanon may have to establish some kind of working asso-
ciation with it). Besides, there will necessarily be a considerable
time lag before the ambitious policies and programs of the neigh-
bouring Arab countries come to full fruition. In the meantime
Lebanon’s lead in certain areas of production may allow for fur-
ther industrial growth or, in any case, for a sufficiently long pe-
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' riod of readjustment. Nonetheless, a shift of relative emphasis
back to services might be within sight.

Of the services sectors banking and finance will, by virtue
of the budding financial boom in the Arab Middle East and by
virtue of the existence of a fairly developed banking system in
Lebanon, probably hold the greatest promise.

B — ECONOMIC IMPLICATIONS

Unquestionably there are immense benefiis to be derived
from the development of Lenanon’s position as an international
financial center. A thorough discussion of the conceivable benefits
would take us too far afield. One may expect an enormous growth
in the financial sector as existing financial institutions expand
and new institutions are set up. A simultancous growth in affi-
liated industries, such as telecommunications, is also bound to
take place. A parallel growth is also foreseeable in countless
areas of ancillary activities, including transportation and tourist
accomodations, legal advice, publicity, public relations, and other
services. The resulting contribution to national income, though
hard to quantify, is anticipated to be substantial.

To all the direct benefits, one may add the indirect bene-
fits that will accrue to the national economy from the anticipated
existence of a sophisticated financial market within handy reach
of both the Government and the private sector in Lebanon. In-
vestment funds will be available in ampler supply to them, and
a wide spectrum of advanced financial services will be readily
accessible to them.

Notwithstanding all that can be said in support of the
objective, however, the development of the country’s position as
an international financial center cannot be considered as an un-
gualified boon. There will be problems connected with monetary
contro! as the domestic economy becomes more vulnerable to
foreign capital movements, and also problems connected with the
regulation and supervision of the functioning of the financial
system as it assumes an increasingly intricate supra-national cha-
racter,

As far as monetary policy is concerned the big problem
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will be' to isolate the domestic market from the vicissitudes of
international capital movements. The experience of the old-esta-
blished centers, including London and Switzerland, suggests that
very frequently this is not easy to achieve. The current floating
of sterling and of the Swiss franc is particularly revealing in this
respect. Thus it would be imperative, in any plan to promote
Lebanon’s role in international finance, to ensure that the mone-
tary authorities are properly equipped with all the policy awea-
pons they require to preserve an adequate measure of control
over the general monetary conditions in the country at all times.
The amendments to the Money and Credit Law promulgated in
November 1973 did indeed confer upon the Central Bank very
broad and effective powers. These will have to be kept under
continuous review in the light of the changing situation.

The Central Bank has recently introduced a measure which
is aimed at protecting the domestic economy from the disturbing
effects of capital inflows, The banks have been prohibited from
paying interest on their local currency liabilities to non-residents.
This measure should be an effective one. Its application in Leba-
non, however, will be handicapped by the fact that bank secrecy,
which is rigorously observed, precludes any strict surveillance of
the banks’ compliance with the regulation, and by the fact that
the distinction between resident and non-resident under the offi-
cial definition in application is far from being foolproof.

C — THE APPROACH

It is axiomatic that, if Lebanon is to play an effective role
in the burgeoning financial boom of the Middle East, it will have
to develop a financial market with an international perspective.
It is important to keep in mind that the question is largely one
of perspeciive. It would be absurd to speak of a hard and fast
dichotomy between the domestic and international markets in a
country, Our reference to an international financial market should
be construed simply as a reference to an orientation or a pers-
pective.

Lebanon cannot and need not aspire to becoming the fi-
nancial center of the Middle East, but rather a financial center
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+ — haopoiully a major cne — in the region. The development ot
1zbanon's posilion ai &n iolérnational Bnencial cender does nod
preclude chie advene of ather Financial centers in the mepion which
may wel! evalwe sloog complementary  rather than  competitive
lincs with Lebapon's. The followios Swiss view 15 colevant 1o cite
in 1his roonection -

« Sroeing matters o iheir 1ouwe lishl, we [iod that thero is
o sach thing as competilion berween Hoonolal centers, since as
a roalier of fact, they support cach ather. So thera would be Liltde
sensc in any attempe to compare with London as a financisl cen-
T, quite apart from the Fact thal ole canmol wreate centers of
fimnce, They owme indu being iF and when the pre-roguisites for
lheir cxistenes are preseme. In the ahsence of these presteguisl-
tes, even the most elaborately organizedd selup caonul ley  the
foumdations (or a linancial center = {10

[n Yinc with this wicw, wo scak in this paper:

a — io celineare (he maln festires of an Emernational 13-
rancial cenler thal — though calering primmariby to the Arab Mid-
dle East — lavs no claim to exclosivicy in the togign.

b — to idemeify the conditions which provide a favonrahle
climate for the developroent of socl a center.

v — ta osxplore the ways =nd means of promoting these
canditions 11 Lchanon.

The discussion will be conducied in terms of dthe vusLoma-
v dicholomy Betwesn money snd capita]l markets.

We shall conecntrate in this paper on ihe steuctural and
rcanomtic aspects affecting rhe developiment of Lebanon's role as
an lolerooliomal veoeer. (Hbeo aspects mipht be po less impor-
tant, but they fall heyond the seape af this paper. Thess would
inclode political and sorcial stabilitsr, efbicfency of the ielecoounp-
nicatinns systemn, acoess toall kinds of services. effiviency of the
lepal and judiciary system, and ihe atandard of busigess gthica.

{1} Max Tkfa, Switrerfond @ an Iefernafional Bookmg and Plnence cemter,
Dowden, Hutchibsan, & Hoss Ine 1972 p 2
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