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_ Studies and Reports: The Financial Sector Crisis in Lebanon Conditions, Causes, Principles of Resolution, and Exit from the Crisis

relevant lessons. Based on this comparative analysis, it evaluates the suitability and
effectiveness of various resolution tools (such as bail-ins, bank mergers, asset
management companies, sovereign debt restructuring, and capital control reform) within
the specific context of Lebanon's economic, financial, and monetary crisis—culminating in
a phased and integrated action plan that factors in the recovery of deposits according to

defined ratios.

The first section of the report presents a detailed diagnosis of the Lebanese crisis in all its
financial, monetary, and economic dimensions, analyzing its causes, origins, and current
manifestations, and estimating the size of the financial gap. The second section reviews
the recommendations of international institutions and various governmental plans,
comparing them to highlight points of convergence and divergence. The third section
sheds light on the experiences of selected countries in resolving banking crises to draw
lessons applicable to the Lebanese case. The fourth section assesses possible resolution
strategies and tools in the Lebanese context, leading to the fifth section, which formulates
a proposed resolution plan in detailed, phased steps, with a focus on achieving the
objective of recovering the maximum possible value of deposits. The report concludes with
a summary and key recommendations, accompanied by an annexed table presenting a

concise roadmap for the proposed plan.
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this contributed to a collapse in confidence in the banking system, a rapid depreciation of
the national currency, the spread of hyperinflation, the erosion of citizens' purchasing
power, and a near-total paralysis of the banking sector. One of the key causes of this
paralysis was the strategies adopted by Banque du Liban under the leadership of Riad
Salameh, which were promoted as “financial engineering” starting in 2016 but were, in fact,

nothing more than the Lebanese version of a Ponzi scheme.

While the performance of the banking sector was indeed a cause of the collapse and the
main driver of the worsening economic and social situation—as will be detailed later—
restructuring this sector and addressing its condition to restore lost confidence in the
banking system has become a critical gateway to any serious rescue attempt, which is

becoming increasingly difficult as time passes.

This report aims to present a specialized vision and a detailed action plan to address the
banking crisis in Lebanon. The plan goes beyond proposing technical solutions; it seeks to
build a credible rescue path grounded in sound economic principles and guided by the
values of justice and equity. Its central objective is to recover the maximum possible
portion of the original value of withheld deposits—an ambitious yet necessary goal to
restore trust and alleviate the immense social burden of the crisis. To achieve this, the
report draws on an in-depth analysis of successful international experiences in managing
similar banking crises, as well as a thorough review of the reports and recommendations

issued by key international financial institutions.

To meet these objectives, the report adopts a comprehensive, multi-dimensional analytical
approach. It begins with a precise diagnosis of the roots of the banking crisis and the
factors that exacerbated it, including a quantitative assessment of the financial gap and
its possible distribution. It then proceeds to a critical review of successive governmental
plans and the proposals made by major international institutions such as the International
Monetary Fund (IMF), the World Bank, the Bank for International Settlements (BIS), and
the International Finance Corporation (IFC), in addition to analyses by global investment
banks (such as Goldman Sachs and JPMorgan) and consulting firms (such as McKinsey).

The report then surveys international experiences in banking crisis management to extract
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enactment of the necessary legal framework (including the Capital Control Law to
regulate capital movement and the restructuring of banks); completion of the forensic
audit initiated by Alvarez & Marsal in 2020 and whose initial report was submitted in
2021; and the expansion of this audit, independently and transparently, to include the full
operations of the Central Bank and commercial banks—without tying this process to any
international program or conditions, including the agreement with the International

Monetary Fund (IMF).

The proposed vision suggests five main pillars for resolution, as follows: (1) restructuring
the banking sector; (2) reforming the central bank; (3) establishing the frameworks
necessary to manage the banking sector restructuring process; (4) addressing public
finance and public debt; and (5) monetary policy and the exchange rate. In conclusion, the

report provides accompanying recommendations for implementing the vision.

Introduction

Some may be inclined to approach the crisis of the banking sector as merely one symptom
of the broader collapse Lebanon is experiencing—a complex and unprecedented banking,
financial, monetary, and economic crisis. Many also overlook the repercussions of the
sanctions policy and the tightening of the U.S.-Western siege, along with certain regimes
that have aligned with this policy, and the role they have played in deepening and

prolonging the crisis.

The widening deficit in the balance of payments, resulting from a decline in foreign
transfers—long used to cover the current account deficit, particularly in the post-2011
period following years of surpluses accompanied by excessive consumer spending—
exerted growing pressure on the Lebanese pound and subsequently on the banking sector.
This sector imposed unofficial and undeclared restrictions on depositors’ funds, converting

dollar deposits into so-called "lollars" with significantly diminished market value. All of

" (Alvarez & Marsal), Preliminary Forensic Audit Report, 7 August 2023.



Executive Summary

Lebanon has been facing an unprecedented economic and financial crisis, with the
collapse of the banking sector forming one of its main pillars. The roots of this crisis go
back to decades of unsustainable economic policies, excessive reliance on capital inflows,
and the financial engineering policies adopted by the Central Bank of Lebanon (Banque
du Liban), which ultimately led to the creation of a massive financial gap in the banking

system, estimated in preliminary terms at between $70 and $80 billion.

Undoubtedly, a key aspect of the complexity of Lebanon'’s economic and financial problem
lies in the deliberate procrastination in addressing the banking sector crisis. This is due to
conflicts of interest and political and economic power struggles over how to approach the
core issue: how to distribute these massive losses among the state, the Central Bank, the
commercial banks, and their depositors. This has not only hindered any serious attempt at

resolution but also led to the squandering and loss of depositors’ rights and wealth.

While international financial institutions require Lebanon's official bodies to implement
a comprehensive reform program to extend loans and financial facilities, these institutions
have continued to produce only plans and legislative and regulatory measures that, in
most cases, fail to address the core issues—indeed, most of them have remained mere ink

on paper.

This report presents a comprehensive vision for resolving the Lebanese banking sector
crisis, based on in-depth analysis of the crisis's conditions and causes, lessons learned from
similar experiences, and international recommendations and standards. This vision aims
to restore financial and economic balance and stability, as well as to recover the maximum
possible value of original deposits, while adhering to the principles of justice, transparency,

and financial sustainability.

The vision emphasizes the necessity of certain critical preconditions for implementation
and achieving the desired goals. Chief among these are: a firm political will to reach a

national consensus on the distribution of losses and the implementation of reforms;
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