
BANKING IN 
LEBANON

A special report by Executive Magazine
June 2014

The taxation issue and other concerns faced by the country’s 
primary financial players in 2014



www.executive-magazine.com2

Tax = Torture?
The dominant issue in initiatives which the Lebanese government could add to its count of 
“accomplishments” in the first quarter of 2017 was not, as hoped at time of this cabinet’s 
appointment in December 2016, an equitable or at least workable electoral law. What turned 
out to be the biggest in the government’s doings instead was new taxation measures, in form 
of increases of existing consumption taxes and corporate income taxes and in form of new 
taxes, direct and indirect ones that are, however, have not been debated yet to completion in 
Parliament and ergo not been approved at time of producing this pdf document.    
What is evident at the end of March 2017, however, is that the tax measures have shocked 
many, Lebanese citizens and corporations alike. Citizens crowded public spaces in – at 
times hysteric and near-violent – protest demonstrations. Economic entities, including the 
banking sector, raised their objections in a more civil, but no less determined matter, arguing 
about detriments to GDP growth as well as loss of productivity and of already battered 
competitiveness in the Lebanese economy. 
Banks, which are set to bear an unenviable part of the new tax burden, have also spoken 
up in protest about the fairness of the measures and the problem that the measures in their 
view constitute double taxation, which is incompatible with any notion of fiscal justice.  This 
position of the banks is contrary to the perception of banking sector standpoints which the 
Ministry of Finance communicated to this magazine earlier in 2017. 
To facilitate a historic understanding of the fiscal issues faced by Lebanese banks and of 
the dilemmas that exist from the banks’ perspective, Executive presents this pdf document 
containing stories from our June 2014 special report on banking.  
For Executive’s investigation into the potential impact of the purported taxes on our GDP and 
the disasters that are associated with fiscal policy in Lebanon, we refer our readers to the Aril 
2017. We would be delighted if could tell you that its cover story is an elaborate April Fools 
hoax, but sadly we have to assure you that it is not. 

Thomas Schellen
Editor-at-large

This pdf document is based on a special banking report by Executive Magazine from H1 2014. It was researched by the 
Executive editorial team and published in the June 2014 issue, issue number 179. Lead writer: Thomas Schellen
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In order to fund the proposed public sector wage hike, Lebanon’s Parliament is scrounging for cash. In their desperation, 
lawmakers have proposed one of the most morally hazardous ideas in public finance: taxing some profits twice. Not 
only is this an unfair idea, it is fiscally irresponsible and blatantly lacking in forethought. 

Double taxation is not only bad for the banks who would have to pay twice, but also for the country. Instituting 
such an economically unsound principle by legislative fiat would leave a very black smudge on Lebanon’s record as an 
investor-friendly environment — as if it needed yet another.

At issue is a 7 percent non-deductible tax on interest banks earn on government-issued treasury bills and certificates 
of deposit. Currently, banks pay a 5 percent tax on these earnings but are then allowed to deduct them from their year-
end corporate profits so they are not taxed twice. Making this tax non-deductable is a clever way to disguise a massive 
tax hike as a small 2 percent rise.

Meanwhile, double taxing profits on government debt could go badly wrong. If investors know they will be taxed 
more on government securities, they may demand higher returns, sending interest rates higher and making sovereign 
debt servicing more expensive — the last thing needed in a country with systemic debt-related deficits.

But more broadly, double taxation erodes the legitimacy of the taxation system as a whole. What’s to stop a 
greedy state from double or even triple taxing more bank profits or those of other businesses? Going down this road 
is dangerous, leaving any company successfully operating in Lebanon fearful that it might be next while deterring  
businesses looking to expand here in the future.

The range of other taxation measures the legislature is considering will cut into banks’ profits — as all such taxes do — 
but these measures are modest, not deceptively packaged, don’t threaten state finances and steer clear of double taxation. 

Many bankers are publicly arguing that a hike in corporate taxes from 15 to 17 percent is unacceptable. Further, 
they argue that they would be hit hardest as they are most transparent about their earnings. It is as if they are being 
punished for being honest, they argue, and will only encourage tax scofflaws to continue hiding their earnings.

This argument has merit; the Ministry of Finance should be much more aggressive in ensuring all companies pay 
their fair share. However, the 2 percent increase will not break the banks.

Bankers also argue that a proposed 2 percent hike in the capital gains tax will likely lead to capital flight. Such a 
scenario is unlikely. First, a World Bank review of interest rates for depositors shows that in 2013, rates in Lebanon 
were higher than many other countries in the Middle East and North Africa. Despite a higher tax, attractive rates will 
likely still lure in deposits.

Additionally, no serious amounts of capital flew out of the country when the current 5 percent tax was first 
introduced. It is doubtful that this increase will have a different effect. Finally, this tax is neutral for the banks themselves 
as their customers will pay it.

Ideally, the state would make no new fiscal commitments, (see next leader) but Lebanon is in an economic 
emergency. Wages all around are too low, and teachers and civil servants are being particularly deprived of fair pay. 
The state must act, and act responsibly by both giving its employees a raise and finding a way to pay for it. This is triage, 
and greater taxation is simply a necessity.

Modest new taxes should be swiftly approved by parliament, but the MPs must avoid the double taxation proposal. 
Despite their protests, the banks can afford to pay a bit more. Tax them — don’t kill them.

Don’t kill the banks
Not all taxes are created equal

>  Leader
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It could have been a very boring report. In the big picture of Lebanese banking, the classic performance parameters 
are rather well behaved this year. Assets of commercial banks stood at $166.5 billion at the end of March according 
to Banque du Liban (BDL), Lebanon’s central bank — up by $1.68 billion from the end of 2013 and up by 7.1 percent 
year on year. Private sector deposits, which started 2014 with outflows after an atypically high inflow of more than 
$3 billion in December, returned to a more regularly paced increase of $840 million in March and ended the first 
quarter at $136.6 billion. This represented 6.6 percent growth when compared with the end of Q1 2013. 

When widening the view over the previous 12 months, sector data were not staging any alarming deviations 
from their long-term growth trajectories either, as proven by the full-year data for 2013 (see data spread on the 
performance of the larger Lebanese banks on page 28). In simple terms, growth of banking assets, deposits and loans 
did not go AWOL  in the otherwise growth-averse economy of 2013. 

THE BANKS’ GOOD HEALTH 
Economists of Lebanon’s top banks corroborated the story told by the numbers, describing banking sector growth 

up to the first quarter of 2014 as satisfactory overall. “The sector has been resilient to regional turmoil, and specifically 
Syrian turmoil, in terms of growth and financial soundness,” said Marwan Barakat, head of research at Bank Audi, 
citing growth of deposits in 2013 as 8.5 percent, or $13 billion.   

This rate of growth was sufficient to meet the needs of Lebanon’s public and private sector borrowing, Barakat 
explained. “We need for our deposits to grow 5 percent [annually] in order to be able to provide loans to the public 
and private sector and thus meet the financing needs of the entire domestic economy. Despite the crisis that affected 
Lebanon for the past three years, deposits growth was above that mark and thus banks have been able to finance the 
economy while keeping liquidity at a good level.”

Not only was deposits growth commensurate with the nation’s financing needs, the lending activity of Lebanese 
banks was also good, said Marwan Mikhael, head of research at BLOM Bank. Total lending to the private sector at 
the end of February 2014 stood at $47 billion, up around 9 percent year on year and representing 28.5 percent of total 
banking assets, he said, putting the ratio into perspective of the domestic economy by enthusing, “It is not that we are 
not lending; our lending is at around 100 percent of GDP.” 

Loan to deposits ratios (LDRs) of Lebanese banks, which stand around 35 percent for the sector according to 
Mikhael, often appear extra slim in comparison to most countries where LDRs of 80 to 100 percent are common. 
However, Lebanese bankers do not tire in explaining that this is only because the banking sector’s deposit base is 
more than three times GDP, meaning that the sector’s theoretical full lending power is too large for the size of the 
domestic economy.

Nassib Ghobril, chief economist of Byblos Bank, confirmed the positive sentiment in difficult economic terrain 
and summarized the state of Lebanese banks in 2014 as being still “very solid, very liquid, highly capitalized and very 
well managed.”  

From a perspective of financial investments via the securities market, banking stocks look better than real estate, 
said the head of research at FFA Private Bank, Nadim Kabbara. “We as FFA Research currently favor the banking 
sector over the real estate sector. If someone told me, ‘I want to put money into the Lebanese capital markets,’ I would 
guide them more to the banking sector than to the real estate sector,” he said, explaining that “while real estate sector 
shares, namely Solidere, can be interesting to the patient, long-term investor, the economy has not been doing so well 
there. In the banking sector, at least we are seeing some growth of their balance sheets.”

A WRENCH IN THE WORKS
Noting the quiet nature of Lebanon’s stock market and given that the banking sector has, in the words of BLOM’s 

Mikhael, “been shielded to an extent from the slowdown in the Lebanese economy since 2011,” and is overall “the 
most stable sector in the entire economy,” this year’s banking narrative by Executive could have been less than 
engaging to most audiences.

But the sector’s story has developed an explosive potential in the past few weeks, ever since banks were targeted 
as a potential fount of revenue in filling the state’s gap in financing the salaries of Lebanese public servants (see 
leader, page 18). The fiscal desire to tap into banking profits to the tune of an extra $250 to $300 million via inventive 
taxation measures is the stuff for a great debate between proponents and opponents of the plans (see page 32).

Another bit of relevant news is the fact that FATCA, the US tax administration’s tentacle reaching out to 

Guarding a fragile future
Banks shudder as the government grabs for their profits

>  Overview
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American citizens around the world 
to ensure that they pay their dues 
back home, is scheduled to affect 
Lebanese banks beginning next 
month (see story, page 60).     

In terms of profit outlooks, 
compliance with an ever increasing 
number of international demands 
will cost banks a pretty penny, 
which comes on top of the taxation 
challenge which bankers perceive as 
discriminatory. In the opinions of 
every last banking insider queried by 
Executive in the past two months, 

the new taxation would be detrimental to the Lebanese economy and in the view of some experts could go as far 
as turning investors away from contributing to banks’ capitals because of lower return prospects. Some go so far as 
to argue the new measures might even discourage entrepreneurs in general because of the perceived injustice and 
unpredictability of tax innovations. 

EXPECTATIONS FOR 2014
These concerns notwithstanding, the banking sector’s outlook for 2014 is not hugely different from what was 

seen in the first quarter and in 2013 before that. “2014 is not going to be a year of profitability for the banking sector,” 
said Bank Audi’s Barakat, pointing out that net profits in the first two months of 2014 registered a 17 percent decline. 
He added that he does not expect this decline to continue but also does not expect an increase for full-year profits 
relative to 2013.  

From Mikhael’s perspective, the Lebanese banking sector is stable and it is unlikely that there will be shocks 
affecting the sector in 2014. “There could be an uptick in the sector if there is stability that favors the economic 
performance of the whole country,” he said, adding that prospects for lending growth do exist but will depend on 
political stability and security. “Otherwise it will continue more or less like 2013.” 

Byblos’ Ghobril expects prospects for lending to be impacted by the complicated political schedule. He said, “If we 
ask where lending opportunities to the private sector will come from this year, you firstly don’t have many new major 
projects or greenfield foreign direct investment projects. The public private partnership law is on hold and Lebanon 
faces a whole series of political deadlines starting with the presidential elections that has to be followed by government 
formation, and then by parliamentary elections in November and yet another government formation,” adding that 
“these political deadlines tend to put businesses into wait-and-see mode.”

In his view, for new growth to occur it does not suffice that the past three years had been marked by weakening 
indicators on many fronts. “Some people have a theory that the current situation will favor growth from a very low 
base but I don’t subscribe to that,” he emphasized. “According to the latest surveys for the Bank Byblos/American 
University of Beirut Consumer Confidence Index, there was a small pickup in confidence levels in Q1 of 2014 but the 
current levels are still not sufficient.”

ENOUGH PROFITABILITY?
That leaves the question of expectations for profitability. FFA’s Kabbara voiced concern that stalling of economic 

growth in the past year has resulted in behavior of banks that was not perfectly conducive for higher profitability. 
“We are not seeing much growth in the balance sheets of banks in Lebanon from domestic activity, but we are 
seeing more competition that is putting pressure on interest margins because banks are competing to originate 
loans or obtain deposits. My concern is not so much on the funding side but more on the allocation side of that 
capital. Banks here are very conservative in nature and that has helped Lebanon during the past financial crisis, 
but we are also seeing a lot of the capital being deployed into short-term liquidity such as interbank placements or 
deposits and reserves at BDL. This is understandable but has impacted the bottom line of banks,” he said. 

According to FFA research notes, which only cover the three largest Lebanese banks, Audi, BLOM and Byblos, 
first-quarter net profits of Audi and BLOM in year-on-year comparison were flat at $86 million and $88 million while 
Byblos net profits went down 11 percent year on year to $31 million. The three banks’ return on equity (RoE) ratios 
under a trailing twelve months methodology was estimated by FFA to be 9.2 percent for Byblos, around 11.1 percent 
for Audi and 15 percent for BLOM. 

RoE ratios are watched by investors checking on the performance of their investments and are important 
for the Lebanese banking sector because RoE and similar ratios such as return on assets as well as asset quality 
measures such as the non-performing loans ratio are more indicative than headline growth figures on assets and 
deposits when it comes to assessing the profitability and health of a bank or listed company. 
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According to Barakat, the RoE ratios of the Lebanese banking sector, recently at 12 to 12.5 percent, have been 
“satisfactory but not high” when compared with emerging market and regional peers. Provisions for doubtful 
loans have gone up, “but not significantly,” he added. “The asset quality is still good with a non-performing loans 
ratio of 3.3 percent.” 

Bank Audi’s economist nonetheless warned that the fall of RoE ratios over the past three years is cause for 
concern. “We need to maintain capitalization levels and to do so, we have to attract shareholders. If capitalization of 
banks is affected, the attractiveness for deposits could be affected, and deposits are important to have the financial 
means to finance the deficit,” Barakat explained. 

IMPACT OF FED’S NEW RATES
The Lebanese profitability ratios have been impacted by factors that include the cost of maintaining high 

liquidity in an international interest rate environment that has been kept low by the policy of the US Federal 
Reserve for more than five years. As this scenario will likely start to change in 2015 based on the Fed’s recent 
announcements, Barakat said he expects the environment of increasing interest rates to allow Lebanon’s banks to 
hike their profitability. “We are going to improve our yield on assets while our cost of funding, which is what we 
are paying on our deposits, will increase, but not at the same pace. Accordingly we will be able to improve our 
interest margins and spreads starting in 2015,” he said. 

Ghobril concurred that Lebanese banks are on the lookout for interest rates to start moving up. But he noted 
also that the Fed’s anticipated changes in interest rate policies take on a different and potentially much riskier 
dimension under a macroeconomic angle. “Since 2008 the international interest rate environment was not very 
favorable for our banks to place liquidity in international markets because interest rates are near zero, but this 

environment was favorable for managing Lebanon’s public finances. 
“If the Fed starts increasing interest rates as planned sometime in 

2015, the increase first of all appears set to be very gradual and there 
will be no direct effect on liquidity placements of local banks and there 
also will be a time lag between the rise of interest rates in the US and 
the arrival of higher rates in Lebanon. But we have to be ready. The 
years of near-zero interest rates will soon be over and we have to be 
prepared for it,” Ghobril cautioned (see leader, page 18).

In the opinion of BLOM’s Mikhael, the scenario for Lebanon’s 
economy in the short term does not extend to a recession. He told 
Executive that “around one percent” of real GDP growth in 2014 is 
his worst-case expectation if the security and political situation do not 
make progress. A benign environment of domestic stability could in the 
best case generate 2.5 to 3 percent growth this year and 4 to 5 percent 

growth in 2015, he said, because even under a positive scenario of domestic political improvements and reforms in 
public finance, growth will take some time to materialize.   

WEB OF DEPENDENCIES
The chances for a groundbreaking change in Lebanese realities may be ultra-thin, but cannot be dismissed — and 

the banking sector cannot discount the possibility of positive change. Rebuilding in Syria, if peace were possible in 
2015, would generate new opportunities for the banking sector and the economy in general. 

In long-term context of the banking sector’s evolution, 2013 and the year to date reflect that the sector exists in 
a web of double cross-dependencies with opposing aspects. On the one hand, the sector’s need for a stable domestic 
operating environment and monetary stability mandates careful management of the relationship with the Lebanese 
state and its financing needs. On the other hand, the need to act internationally becomes more critical each year, 
from having to attract both capitalization and deposits to the survival necessities of deploying assets into profitable 
foreign operations and to being able to interact with the global banking system even in the presence of growing 
compliance demands. 

The costs of both dependencies are significant and the entire sector is feeling them more strongly in 2014 than 
perhaps in some previous periods. But this is the price that will not disappear.   
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The banks in numbers
With the economy in trouble, banks are surprisingly resilient

>  Numbers & Figures
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Each year the observers and analysts of Lebanon’s banking performance eagerly await the publication of Bilanbanques, a 
wholly numbers-driven compendium of data and performance ratios on the banking sector produced by  Bankdata Financial 
Services. Executive sat down for an interview with Dany Baz, Bankdata’s general manager, to enhance our understanding 
of the latest developments in the sector.  

E   What is your most striking impression from recent data on banking in Lebanon?
What strikes me first is once again the resilience of the banking sector that was able to maintain a satisfactory 

performance despite the increasingly tough operating conditions. The banks that have chosen to expand regionally 
have handled the downturn in neighboring countries with minimal impact on their financial strength and performance, 
while banks that focused on the domestic market have had to face the slowdown of the Lebanese economy and the 
increasingly competitive operating conditions and have also managed to keep up. 

Another striking fact is that there are pockets of opportunities for banks domestically, as some segments are under-
borrowed; the SME [small and medium enterprise] sector for instance has also shown resilience versus the economic 
slowdown. Many of these enterprises have also decided to go cross border and have done so successfully. 

E   How does the under-borrowing of SMEs affect us?
On a global level, the economy is running at a much slower pace than it should be. Companies in the category of 

small and medium enterprises, meaning SMEs with more than 5 and up to 150 employees, number approximately 20,000 
companies that generate around $5 billion of annual turnover. If you take into consideration that there are something 
like 200,000 registered establishments, this shows that these 10 percent of enterprises generate around 10 percent of 
Lebanon’s GDP [of $43 billion]. Interestingly, only over a third of these SMEs are borrowers and their borrowings amount 
to around $2 billion of various loans and facilities. If this ratio is raised to 50 percent, it would represent about $600 
million of untapped business for banks over the upcoming years. 

E   Currently, with debates over profits and taxes of banks, it seems that the banker is everyone’s favorite villain. Do they deserve it?
Banks are traditionally the driving force behind economic growth and consequently contribute to the welfare of 

citizens. Obviously, banks are profit-oriented organizations and are definitely into improving their profitability and 
shareholder value. But I think you can say that of any venture and in some businesses, like the food industry where you 
can poison people, you have many more ethical concerns than in the money or service business. 

E   Are banks paying enough taxes? 
They are the biggest taxpayers in the country. They contribute more than one third of all taxes on profit and bank 

employees contribute nearly 30 percent of all payroll taxes in Lebanon. Banks settled about $400 million in taxes in 2012. 
Tell me one sector that is doing the same. I think banks are the number one employer, the number one taxpayer, and they 
don’t even recoup VAT [value added tax]. There is quite a lot that the banks are doing for the economy and they should 
not be penalized because of the transparency they have adopted. Tax evasion is estimated at $3 billion yearly, i.e. 7 percent 
of GDP — this is where the real change should take place.

E   In your opinion, would a permanent increase in the taxation rate of banks impact the economy?
I honestly don’t think that raising [VAT] by 2 percentage points is going to rock the boat. The problem is that the 

economy is in a slowdown and there is very little leeway for the government today. In a different context, I don’t think 
2 percent would make a difference. But today nothing [in terms of tax increase] is acceptable. 

E   That is on VAT in general. But how about the specific taxes on banks that have been proposed?
When you have a sector that is vital for the economy, you don’t want to burden it in times such as these. In my view, 

everything that was discussed is acceptable and I am sure even the banks will say that — but is it acceptable today? No. 

E   What would you consider as a minimum healthy growth rate and prudent performance indicator for the banking sector?
The IMF estimates a 5 percent growth in customer deposits is the minimum required to finance public and private 

borrowing needs. I wouldn’t take the growth of assets as a measure for the health of banks. I would take the return on 
equity. Today we are at just over 12 percent in return on equity and this is low if we take a look at other financial sectors 
in MENA countries. Everybody will expect the ratio to be closer to 20 percent. 

Minding the moneylenders
Dany Baz, general manager of Bankdata, offers insights into the banking industry  

>  Q&A
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E   Bankdata is the organization that initiated categorization of banks according to deposits. What is the rationale for 
making the distinction between alpha, beta, gamma and delta group banks?

Segmentation helps external people and the bankers themselves to benchmark against banks of the same size with 
comparable operating conditions in terms of network and staff, for instance. You have to compare apples to apples: the 
purpose was to facilitate comparisons. 

E   You raised the threshold of financial size for the alpha banks to $2 billion in deposits quite a while back. When was 
that and why is it prudent to keep it at that level still today?

We raised it in 2004 so it will be ten years this year. We review it every year to see if a change in the definition of categories 
is warranted but if the difference [between the old and new deposit size benchmark] is around 10 percent, it is not worth 
[changing] it. The issue is to have a look at the even distribution of the four categories and not just the top banks.

E   Your company is regarded as the authority on measuring the performance of Lebanese banks. Should that be done by 
a private sector company, or rather by a government agency?

I don’t think it is the purpose of the regulator to publish market shares and ranks but rather to monitor compliance 
and follow up on performance.  We are much more flexible in our approach and have two-way communication with the 
banks, which is not something that you would have if you were addressing this from the public sector.

E   How confident are you that the information you publish is accurate, especially on some highly watched ratios where 
people might want to look better than they are?

They cannot because we have our own controls, both specific and general. Of course there are human errors 
and if we see a growth rate by a bank that is incoherent on any criteria, even if it is a small item on the balance 
sheet, we immediately call the bank. And if there is a correction in one bank, we call 70 banks to align. This is 
our added value. 

E   How many items do you check each time when you review the banking performance?  
That is an interesting question and I have never looked at it this way. (Consults briefly with staff.) We review 410 

items times 70 banks times two because we control two years in every edition [of the Bilanbanques yearbook]. That 
means we cover 57,000 pieces of data for every edition. 

E   Do you do that for the love of numbers?
No, for the love of credibility.

E   How did the concept occur to you?
This is a company that was founded by my husband, Freddie [Baz]. He started it 32 years ago because this is his 

forte and I learned the job. The methodology and the continuous enhancement and update of the methodology rely a 
lot on him but I have been running the show.

E   Are there any conflicts of interest for Bankdata because of the fact that your husband is a senior executive at the top 
bank in Lebanon?

When he first started with [Bank] Audi, he was merely an adviser and there was no particular drawback. At some 
point, perhaps other banks might have felt a conflict of interest but they have realized that this is not the case.  We 
cannot twist figures in any way. In addition, the fact that he combines macro and micro views and experience are a plus 
to continuously update and enhance our methodology.

E   So you would not provide information exclusively or faster to one bank than any other?
I would be shooting myself in the foot, honestly. The open climate that we have with the banks is based on them knowing 

that we are very keen on preserving [confidentiality]. They trust us with their figures. Some banks provide unpublished figures 
and if they request for them not to be published, they will never be published or made available to anybody. 

E   What valuation do you attribute to the company that you manage?
Bankdata is a profitable company, but it is not a company that will crush records of profitability. We are a service 

company and also do consulting and have very decent revenue. We have invested into our platform but if I were to 
value the qualitative part of it and not the multiples, the benefit to the sector is really priceless. 

E   Are you a family business?
Yes, we are.

E   Do you have succession planning?
We should (laughs). Probably [the succession] will not be in the family, so we would have to transform.
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The proposed salary scale introduces an increase in spending of roughly $1.4 billion in public sector salaries. These 
funds will come from various taxation schemes, one of the most controversial being an increase in taxes on banks. The 
proposed bill would firstly increase the tax on depositors’ interest income from 5 to 7 percent. Secondly, it would increase 
the tax on banks’ interest revenues from various government securities from 5 to 7 percent and disallow deducting these 
sums from the banks’ income tax bills. Finally, banks would pay 17 percent income tax instead of the current 15 percent. 
The proposed bill has caused much controversy not only in the ranks of Parliament, but also among economists and 
members of civil society. Executive invited Ghassan Dibah and Nassib Ghobril to argue opposing sides in this debate.

> YES: BANKS CAN AND SHOULD PAY MORE  By Ghassan Dibah 

Even if banks do not make super profits, their activities do not represent a significant enough contribution to 
the Lebanese economy to warrant the low tax rates that they enjoy today. Tax rates should be higher for economic 
activities that do not contribute to increases in productivity and to the rise of standards of living in the long run.

The economic function of commercial banks and financial markets was elegantly described by Alan 
Greenspan, the former chairman of the US Federal Reserve: “The purpose of finance is to direct the scarce savings 
of society ... plus borrowed savings from abroad, if any, to our most potentially productive intellectual and physical 
investments.” In this respect, it is important to analyze what Lebanese commercial banks do, the nature and the 
source of their profits and the historical evolution of banks’ profits in the past two decades. 

Lebanese banks in the postwar period found three captured customers: the government that sustained persistent 
budget deficits since 1993, the central bank who desperately found itself increasingly in need of maintaining foreign 
currency reserves in order to defend the Lebanese currency, and middle income consumers wanting to keep up 
with the consumerism of the upper classes. This led the assets of the banking system to be split between government 
T-bills and bonds, deposits with the central bank in the form of certificates of deposits, private sector loans (with 
significant proportions going to consumption and real estate loans) in addition to foreign assets. None of these 
destinations of local and borrowed savings from abroad (leading external debt to reach around 170 percent of GDP 
according to the IMF report on Lebanon in 2012) represent “productive physical and intellectual destinations.” 

The financing of public debt deserves special attention. Joseph Stiglitz, the former chief economist of the World 
Bank and Nobel Prize winner in economics, argued that when banks exploit interest rate spreads by investing in 
government debt instruments, they make profits out of nothing. He specifically said, “If a bank can borrow at close to 
zero and buy a long-term government bond yielding, say, 3 percent, it makes a nifty 3 percent profit for doing nothing.” 
The Lebanese banks’ subscription in government debt instrument and central bank CDs is an example of this activity.

From 1993 onward, subscriptions in high interest T-bills by commercial banks became their main source of 
profits. Excess returns on short-term T-bills were estimated in the mid 1990’s at being around 16 percent and the 
cumulative excess premiums over foreign returns were 54 percent between 1993 and 1996. Such excess returns 
were instrumental in propping up banks’ profits and led to very high return on equity ratios (RoEs) of Lebanese 
banks compared even with Middle Eastern and emerging markets banks (reaching around 33 percent in 1996 and 
24 percent in 1998). The accumulation of profits from excess returns can be considered as an “industrial policy” by 
the central bank aiming at augmenting the capital of banks, which increased from $140 million in 1993 to around 
$14 billion in 2013 — a 100 fold increase! The claim today that commercial banks do not make excess profits over 
the normal levels in the world (currently RoE around 14 percent) does not address the fact that high rents were 
accumulated in the postwar period especially between 1993 and 2000. Moreover, banks’ profits in 2013 remain at 4 
percent of GDP while in the US they are around 1 percent of GDP.

A significant proportion of their income is a transfer from the taxpayers making the Lebanese economic 
structure “the backbone of banks” and not the other way around as claimed by banks. In a recent study it was 
shown that tax rates in advanced economies can reach top marginal rates of 70 percent without sacrificing 
efficiency as incomes on the top reflect mainly rents. It is then only fair (in addition to ensuring efficiency) that tax 
rates on commercial banks in Lebanon rise even to higher rates than those proposed today as the majority of their 
income is generated from rents and do not reflect their actual contribution to the economy. 

Ghassan Dibah is professor and chair of the Department of Economics at the Lebanese American University

Should our banks pay more
Two economists take opposing views on the proposed tax increases on 
Lebanese banks

>  Debate
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> NO: TAX INCREASES ON THE BANKING SECTOR ARE UNJUSTIFIED 
AND POORLY TIMED  By Nassib Ghobril

First, contrary to the prevailing cliché, the Lebanese banking sector does not live on an island in isolation from 
its operating environment. In fact, any banking sector in the world is the most affected sector by the deterioration in 
its operating environment, as banks lend to all segments of the economy. Given that Lebanese banks have lent heavily 
to the private sector, they have felt directly the impact of the economic stagnation as reflected by the steady rise in 
non-performing loans from 3.7 percent of total loans in 2011 to 3.8 percent in 2012 and to 4 percent in 2013. Indeed, 
private sector loans totaled $47.5 billion at the end of March 2014, which is equivalent to about 104 percent of GDP, 
more than twice the 49.5 percent of GDP ratio for the Emerging Europe, Middle East and Africa region. More 
specifically, Lebanese banks extended $20 billion in loans to Lebanese corporates, small and medium enterprises and 
households between 2008 and 2013, which has contributed to the social and economic wellbeing of citizens.

Second, contrary to another cliché, the Lebanese banking sector is not constantly generating astronomical profits. 
In fact, the prevailing economic stagnation since 2011 has hurt banks’ profits and profitability, as the return on 
average assets of the top 14 banks in the country has regressed from 1.14 percent in 2011 to 1.1 percent in 2012 and 
to 1 percent in 2013, which is a low return by both regional and emerging markets standards. Also, the top 14 banks’ 
return on average equity, a key measure to attract new investors and retain existing shareholders, regressed from 
13.2 percent in 2011 to 12.9 percent in 2012 and 11.8 percent in 2013. Other factors that have increasingly affected 
banks’ income include the reduced number of lending opportunities due to the prevailing domestic and regional 
uncertainties, as well as the rising cost of compliance. It would be very inappropriate to raise taxes in this unfavorable 
environment. 

Third, the proposed measures include a tax increase from 5 percent to 7 percent on the interest that accrues on 
deposits. This tax would punish thousands of Lebanese senior citizens and retirees whose sole source of income is the 
interest revenues that their lifetime savings generate. The tax increase may consist of two percentage points, but it is 
effectively a 40 percent increase in the tax rate. As a result, the tax hike will reduce retirees’ income, while the increase 
in the cost of living has already reduced their purchasing power. The multiplier effect of this tax increase will result in 
lower consumption and, therefore, reduced VAT receipts to the treasury. Another potential impact of this tax hike is 
a slowdown in deposit growth.

Fourth, the other taxes on the banking sector include an increase of the tax rate on the banks’ interest revenues 
from several categories of government securities from 5 percent to 7 percent and an increase of the banks’ income tax 
from 15 percent to 17 percent, in addition to the elimination of the deductible component of the tax on interest rate 
deposits. These tax hikes may look like simple increases of two percentage points each, but the banks’ real income 
tax rate would jump to 33.4 percent given the effect of the double taxation of revenues and profits. This would reduce 
overnight the net income of banks and, therefore, the level of dividends they distribute to shareholders. In turn, this 
would force banks to look for aggressive cost cutting measures that could include freezing recruitment, laying off 
employees, reducing bonuses and limiting salary raises, among others. It could also compel banks to raise interest 
rates on loans of all kinds, which would hurt companies, consumers, households and the economy overall. 

Fifth, beyond the direct impact on the banking sector, the misdirected decision to target a successful sector 
with arbitrary taxes can only backfire on the entire economy and on the country’s brand image. The tax hikes on 
the banking sector are bound to reduce investor interest, discourage entrepreneurship and risk taking, and divest 
projects to economies with a more stable and transparent tax system. They would also raise legitimate questions by 
investors and businesses: Would the politicians’ insatiable appetite to continue spending make them target another 
successful sector of the economy with punitive taxes? If the instinctive approach to public policymaking consists 
of indiscriminate tax hikes, is there any serious political will to improve the country’s investment climate and its 
business environment? Would the calls to stop wasteful spending, fight tax evasion and tackle corruption remain 
lip service for political expediency? In short, this haphazard approach to taxation is a gratuitous favor by Lebanese 
politicians to competing banking sectors and economies in the Arab world and in emerging markets.

Nassib Ghobril is chief economist  of the Byblos Bank Group
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The latest newcomer to the top ‘alpha group’ category of banks — those with more than $2 billion in deposits — is 
Creditbank, a player that aims to be the lender of first resort to Lebanon’s private sector enterprises. The bank achieved 20 
percent growth in deposits in 2013 to reach $2.3 billion at year-end. This not only facilitated the leap into the alpha group 
but also put it at the top of the growth charts among the now 14 alpha group banks. 

Compared with the peer group’s growth of deposits, Creditbank expanded at more than twice the average percentage 
rate in 2013, and it also reported the highest growth in assets in percentage terms. The bank’s growth was above 19 percent 
on both, but it had a head start on percentages because it rose from the lowest absolute figures in the peer group. 

Creditbank’s overall shares in alpha group deposits and assets were 1.42 percent and 1.39 percent at the end of 2012 
and 1.55 percent and 1.50 percent at year-end 2013. The ‘super alpha’ dogs Audi, Blom, and Byblos controlled around 21, 
15, and 10 percent of deposits and assets at the end of last year. 

In absolute terms of deposits, Creditbank’s addition of $380,000 in 2013 surpassed the deposits gained by each of the 
banks in positions 9 to 13 but lagged significantly behind each of the eight largest banks according to sector information 
compiler Bankdata. But growth of deposits for the sake of greater bragging rights was not on Creditbank’s mind, claims 
the bank’s chair, Tarek Khalife. Instead, the bank was vying to achieve growth by catering to private sector credit demand.

Lending was the bank’s raison d’être since its founding as Crédit Bancaire in 1981, and implementing an intelligent 
strategic culture in pursuit of this objective over the past ten years made for “an interesting and rewarding challenge,” says 
Khalife. He adds that since 2004, Creditbank rose through the banking sector size rankings by 9 or 10 places to its current 
spot in position 14.

The fruits of this long-term strategy are evidenced in the fact that Creditbank, now for several years running, has the 
Lebanese market’s highest loans to deposits ratio, at 57 percent at year-end 2013 versus a sector average of less than 40 
percent. According to Bankdata, Creditbank’s loans to deposits ratio is more than 10 points above any other alpha group 
bank. Khalife sees his bank as one of the keenest in accepting private sector risk, mainly competing with two larger but 
not ‘super alpha’ banks — names he declines to give explicitly.

“Nobody is more risk friendly than us in Lebanon. I would say there are two other banks that are as risk friendly as 
Creditbank. Everybody else is fighting on another front because they either don’t know how to take the risk or because 
they can afford not to,” he says.

The second part of his statement refers to the historic pattern of the past 20 years by which many large Lebanese banks 
focused their attention on financing the needs of the public sector. Describing the approach of most local banks as taking 
deposits and placing these funds in sovereign instruments such as treasury bills, Khalife says the resulting gap in supply 
of finance awarded Creditbank its opportunity for expansion: “The private sector was thirsting for a bank that was willing 
to focus on the financing of the private sector.”   

GROWTH, NOT PROFITS
With its emphasis on the virtuousness of lending so highly pronounced, Creditbank has at times maintained a lower 

ratio for primary liquidity to assets than many of its peers. In 2011 it was below 20 percent for this ratio. However, the 
bank focused on increasing the ratio in 2012 and 2013 and by end of last year it showed 30.12 percent primary liquidity 
to assets, close to the peer group average of about 31 percent. 

Creditbank’s growth strategy prioritized the implementation of technologies in anticipation of customer demands and 
the creation of an institutional culture that was at times more capacious than warranted by the size of operations. “We 
have been managing the bank as an institutional player for more than 20 years. We were very small and yet acting as an 
institutional player,” says Khalife. 

During those years, investments into capabilities were top priority and short-term profitability was not a major target, 
he adds. “We have done a lot to subscribe to consistency and length of vision. Creditbank could have made greater profits, 
but we would have lost perception of the client and would have lost our branding culture and our capability to grow.”

In practical terms, the bank invested in automated teller machines at a time when it had just a handful of branches and 
this expenditure on ATMs ate up almost half of that year’s profits. On the side of ownership, the emphasis on the long term 
meant that the bank parted ways with shareholders who were not willing to forego quick returns. 

In the two decades since Khalife has joined the bank that was cofounded by his father, his shareholding first underwent 
a massive, phased increase from 8 percent in 1992 to 95 percent in 2004. In the past ten years, however, the trajectory 
reversed. New shareholders came on board and Khalife reduced his stake by more than 30 percentage points to a current 
majority of just over 50 percent. 

On the lending prowl
Creditbank reaches alpha bank status through private lending 

>  Credit Bank
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The bank’s structural milestones entailed an acquisition, in 2001, of the Lebanese branch of French bank Crédit 
Lyonnais, and a 2002 name adjustment to Creditbank from the original Crédit Bancaire. According to Khalife, the reasons 
for the adjustment were legal consolidation under a single name and a tightening of the bank’s appearance. A complete 
rebranding has been implemented over the past year and is nearing completion, with measures such as furnishing 
branches for one-to-one customer interactions instead of counter-based traffic.  

BEYOND THE GLASS CEILING
Creditbank is not currently pursuing new international growth. It scaled up its shareholding in an Armenian entity, 

Anelik Bank, to full ownership in 2013 from 51 percent acquired four years ago. It also owns a unit in Russia, Anelik RU, 
which is specialized in the money transfer business. 

“I don’t think growth abroad is in our dictionary today,” Khalife says, adding that he sees no attraction in markets 
with many advanced players, such as Turkey or the Gulf region. However, he seems amenable to someday contemplating 
opportunities in less developed markets in Central Asia. 

Khalife sees Creditbank’s competitive edge in the current economy as residing in its risk culture. He reasons that the 
experience of extending credit to the private sector gives it an advantage over banks which are switching from a profit 
culture to a risk culture and thus may have to pay a price for aggressively pushing loans on customers they don’t know well 
enough. 

The bank has been investing in its staff, which includes 15 women among the 38 persons in the top layers of 
management, and into tech-driven delivery channels, such as mobile banking. The strength of the domestic workforce 
has reached about 500 persons and an internal training academy is on the agenda, as is a new communications apparatus. 
All in all, the bank is at a stage in which Khalife regards further growth as a must. “I have to grow the bank because our 
culture is not one for small entities. It is made and built to be a big bank,” he says. 

The perspective correlates well with the Creditbank’s head office location in the Sin El Fil district of greater Beirut — the 
surrounding streets smack of new commercial developments.

When Khalife leans back in his chair, his eyes can roam high. His office in the top floor of a commercial tower has a 
glass ceiling and above it is nothing other than the — mostly blue — Lebanese sky. He says Creditbank will increase its 
growth beyond all previous measure in the next 24 months and he has a very clear view of his position then.

“I have to bring in new capital,” he says. In the process Khalife readily agrees that the future will see dilution of his 
direct control. “I still have the majority, but I am not going to hold it for long. I can guarantee that the bank will at least 
double in assets over the course of the next two years and of course I will no longer be the majority holder.” 

Q&A TAREK KHALIFE

A Lebanese lender’s philosophy
Creditbank Chair Tarek Khalife explains his views on banking and 
the roots of his strategy to prioritize lending to the private sector

E   The impression from our conversation on Creditbank is 
that you neither aim to be the richest banker in town nor are 
angling for the biggest bragging rights. Why are you a banker?

I don’t regard myself only as a banker. If you think of 
yourself as a banker, you reduce yourself to calculating your 
margin on every transaction. I like to think of myself as a 
common denominator in the business world where people need 
a financier. 

E   How do you define the difference? 
Being a financier is more than being a banker. People 

think of a banker as someone who gets a lick of every deal that 
passes under his nose. This is not the picture that I have. If 
you asked me what I think of Creditbank, I would tell you that 
Creditbank is catering to people who are producing. If you are 
involved in banking in Lebanon today and like it, it is because 
you think everything is undervalued. 

E   Undervalued in what way? 
I think everything in Lebanon could be at a higher and better 

value. This is the confidence that we have in this market and this is 
why we still lend to people in this market. If we didn’t believe that 
tomorrow would be brighter than today, we would not be taking the 
exposure to the private sector [that we are taking]. By taking private 
sector exposure, we are saying “I would rather take the upside of the 
private sector than the fixed return I can get on sovereign risk.”

E  How does the risk of private sector exposure correlate with 
your strategy for seeking growth?

Going to a restaurant, hospital, clinic and retailer [as their 
lender] is saying that I am investing in the goodwill of all these 
operations and in their relationship with me. When [these 
businesses] are going to be bigger and more successful, I will grow 
[with them] because I have taken the risk in the bad days. It makes 
sense to us because we believe that there is an upside to the market. 
Lebanon can only [go up] in the future and the private sector is going 
to benefit from many things. We believe in this economy and the 
people that are the talent and the resource. As a bank you have to 
have the right morality vis-à-vis the client and the right productivity 
to reply to his needs. If you have those two, then you have a success. 
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It seems like a no brainer at first: Use your bank card for your purchases and you will eventually receive a free iPhone, 
a trip to Europe or, perhaps best of all, you will get your hard-earned cash back. 

Without studying the fine print, consumers rush to rack up points on their cards, pushing themselves to spend more under 
the conviction that they are getting back what they spent. However, loyalty programs seem to promise the world, but actually 
offer considerably less.  

What started as airline miles collection in exchange for spending on payment cards rapidly mushroomed into the 
intricate rewards programs that are offered by the majority of Lebanon’s banks today. “Because all banks have some form 
of these programs, it becomes almost a defensive action to have them — we can’t afford to not have them,” says Anthony 
Ussher, e-banking division head at Credit Libanais. Another benefit of reward programs for banks is that they encourage 
clients to open new accounts while gaining customer loyalty through the perks offered. 

DELAYED GRATIFICATION
Rewards offered vary from bank to bank but generally fall into the following broad categories: tangible rewards such 

as electronics or fashion items, experiential rewards such as travel miles or packages, actual cash automatically added to 
your account and bank services such as credit card activation or insurance premium payment. According to Ussher, 50 
percent of Credit Libanais clients redeem their points for travel; 20 percent opt for bank services and insurance premiums; 
and the remaining 30 exchange them for gifts.

Accumulating points for any type of reward requires that clients use their debit, credit or online card extensively 
as they receive between 1 and 10 points for each dollar spent, depending on the bank and card used, while redeeming 
them requires a high number of points for a comparatively lesser value reward. Receiving a free iPhone 5S from Bank 
Audi would require a customer spend more than $210,000 while a ticket to Larnaca would translate into $22,500. Cash-
back programs give clients approximately $10 back for each $1,000 they spend, a theoretical 1 percent return. 

According to Laurence Leigh, professor of marketing at AUB, marketers of reward programs make their rewards 
more valuable at the highest levels of point accumulation. “If you have 2,500 points you get a miserable reward, but if 
you get 50,000, the value goes up exponentially — if you get 500,000 you get a trip around the world let’s say. So, many 
people hold off redeeming their points in hopes of that big gift and end up not using them,” says Leigh. Given that 
points have an average expiration date of three years, people aspire for the big rewards but end up with smaller ones. 

Cash back
Banks encourage the use of cards with promises of big prizes 

>  Payment tools
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SCHEMING FOR LOYALTY 
Credit Libanais’ Ussher says that since the bank makes little money off each payment card transaction, it cannot 

afford to value its rewards any lower and often relies on their subsidiaries, such as insurance companies or travel 
agencies, to be able to offer the rewards. 

Keeping in mind that consumers are essentially getting back very little in comparison to what they spend, it is a 
wonder that banks say these programs bring them added business. 

“Any loyalty scheme is designed in such a way that encourages you to consistently use one particular card. This is 
playing on consumer psychology where people like the idea that they are getting something for nothing: a gift they will 
value sometime in the future,” says Leigh, explaining that this falls under the branch of behavioral economics where 
people don’t necessarily act in the way that a rational economic person should and instead do things which are difficult 
to fit into the standard microeconomic model. They feel happy with the thought of receiving a gift and forget its actual 
worth compared to what they spent.  

Leigh suggests an alternative to payment card usage when it comes to large purchases: “What would be a more 
rational thing to do would be to ask the vendor if he would give you a discount for using cash instead of plastic. The 
cash discount you would get this way would almost certainly be more valuable than the reward.” 

Yet consumers still dream of the big free gift, and loyalty programs are here to stay. Rewards schemes will compete 
and adapt in order to keep customer interest high. Ussher suggests the way forward for loyalty programs is for banks to 
coordinate with merchants who have greater margins for advertising. With both of them working together, banks can 
offer consumers double points on certain occasions or merchants can offer them discounted items during low seasons. 

Another idea that Credit Libanais is considering is to have instant small rewards — such as a free ice-cream — 
through the point-of-sale receipts, which again plays on consumer behavior, encouraging them to use their cards more. 

“A lot of it is psychology but psychology works and keeps people loyal,” says Leigh. 

Typically, when a customer buys a product online through a payment gateway, the cardholder’s information goes 
through a long chain of servers and processors that link the cardholder, the merchant and the payment association 
before arriving to the credit card’s issuing bank. The bank then does an automated check before it gives its 
authorization, which is sent down in reverse order until it reaches the merchant and cardholder. The entire process 
takes approximately 2–3 seconds.

While the technical dimension is quite complex, from a merchant perspective either the payment goes through, or 
it doesn’t. Unfortunately for Lebanese merchants, the local payment gateways have a high refusal rate on foreign cards. 
Karim Saikali, a veteran of Lebanese e-commerce who founded BuyLebanese.com explains that many American banks 
will routinely block transactions that are done on a Middle Eastern payment gateway for “security reasons.”

Such blocking is a huge hindrance to Lebanese online businesses who depend greatly on international sales. With 
PayPal reneging on its promise to come to Lebanon, local businesses have had to make do with alternatives to the 
largest and most trusted payment gateway globally. PayPal is widely cited among Lebanese entrepreneurs to be a better 
functioning, faster online payment system than the alternatives. Many merchants have opted for a combination of both 
smaller foreign gateways and local gateways. However, neither of these perfectly fits their needs.

GOOD ENOUGH FOR LEBANON
For Lebanese companies which exclusively do business inside Lebanon, local payment gateways such as Bank Audi’s 

E-payment gateway and Netcommerce, supported by Credit Libanais and Fransabank, are not bad options. The local 
payment gateways have merits in terms of proximity, convenience and merchant support, as well as avoiding the fees 
that would be incurred on money transfers from a foreign bank account. Fadi Sabbagha, CEO of new media design and 
consultancy company Born Interactive says he always encourages his customers who only do business in Lebanon to use 
a local payment gateway. Unfortunately, Lebanese online businesses that only sell inside the country are quite rare due to 
the slow adoption of e-commerce among the Lebanese population.

Online
Lebanon’s payment gateway curse
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These payment gateways have other drawbacks. Lebanese entrepreneurs have complained that the Lebanese 
payment gateways are cursed with long setup times. In Lebanon, to be able to sell through the payment gateways 
requires a lengthy approval process from the banks. “As a merchant, to start being able to accept cards is not an 
overnight thing. You need to get approval first,” says Sabbagha. According to Piotr Yordanov, founder of social network 
organizer Beepl, setting up online payment is a large time and resource commitment, as a company would “have to 
spend a whole week having a full-time CTO [Chief Technical Officer] working on it.” Half-jokingly, he adds, “I even 
considered [virtual currency] Bitcoin” as an alternative, where the setup would only take a couple of hours.

CROWDFUNDING
In addition, Lebanese payment gateways are not specialized to cater to every business need. With the multitude 

of businesses possible through the online realm, some are too unconventional for Lebanese payment gateways’ 
expertise. Abdallah Absi, founder of online crowdfunding platform Zoomaal, was forced to resort to a US payment 
gateway when he first realized that local payment gateways had no experience in carrying out the due diligence on 
third parties to verify the credibility of those raising funds. “They didn’t know what kind of process needs to be put 
in place, and neither did we,” he says.

Foreign payment gateways, however, are not a perfect solution, and fail to meet the specific needs of Lebanese 
businesses. Zoomaal faced obstacles with these gateways’ reluctance to deploy the money raised for certain projects in 
Lebanon even after Zoomaal had already raised the funds. “And we want these kind of projects,” says Absi. Now that they 
are armed with the know-how to do due diligence themselves, they are incorporating a Lebanese payment gateway into their 
system, in addition to several foreign ones they will continue to use. “We hope they will give us that freedom,” he says.

The use of multiple payment gateways provides a temporary fix to Lebanese merchants. But until a payment gateway 
that targets their technical and specific needs presents itself, Lebanese entrepreneurs will continue to spend time and 
money disproportionately trying to figure out a service that many businesses around the world take for granted.

Turkey’s newest bank is all but 19 months old and has a single parent, Lebanon’s Audi Group. It goes by the name of 
Odeabank. Odea is apparently not a Turkish word but a brand name chosen because using the family name-based Audi 
brand would have collided with the four-ringed German car maker’s rights. But look how the kid has grown.

Assets of $8.8 billion, customer deposits of $7 billion and loans of $6 billion were the cornerstone figures for 
Odeabank at the end of March 2014. That compares to a practically blank slate for a balance sheet with assets of $300 
million in the form of the bank’s capital when management threw open the doors of the first branch in November 2012. 

This growth was far beyond anything that Audi had anticipated, says Freddie Baz, the chief financial officer and strategy 
director of Bank Audi. “If you had asked me in mid-2012, ‘What are your prospects for asset growth two years down the 
road?’ I would never have told you $8 billion because I couldn’t have imagined that we could achieve this figure,” Baz tells 
Executive. 

Similarly, Odeabank General Manager Hüseyin Özkaya was cited by media reports from early 2013 [The Banker 
Magazine Feb 2013] as saying that the bank was aiming to become one of Turkey’s top 15 banks by 2017. But a year 
later, this growth target was no longer valid because the bank’s balance sheet at end 2013 already put it into 14th rank 
among the country’s 49 banks. 

While Baz declines to publicly cite the number of Odeabank account and card holders at end of the first quarter 
2014, he puts the growth of the customer base as 110 percent in just this quarter, and not from a low base but a solid 
five-digit number of account holders that the bank had accumulated as its customer base by end of last year. Similarly, 
the number of issued cards had almost doubled in the first quarter of this year versus the number at year-end 2013. 

These growth metrics are more important in demonstrating the new bank’s future earnings potential than the 
figures for assets and deposits, Baz says. “Your franchise at the end of the day is the number of customers you have, the 
number of accounts you have, [and] the number of credit cards you are issuing. We are on the right track to build a 
solid franchise, a stable franchise [and] a growing franchise. The rest will come.”

The [not so little] bank that could
Bank Audi’s Turkish venture, Odeabank, is performing beyond expectations 

>  Cross-border banking
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SUCCESSFUL ROLLOUT
The first-year expansion experience of Odeabank is based on Audi Group investing $1.1 billion into the unit. 

This entailed the rollout of a branch network of 37 outlets, the implementation of high-grade systems and usage of a 
substantial war chest to acquire top hires from the Turkish banking sector. 

Odeabank’s growth also deserves to be seen in context of its national economic and banking environment. According 
to Turkey’s Banking Regulation and Supervision Agency (Bankacılık Düzenleme Ve Denetleme Kurulu or BDDK) 
unconfirmed total banking sector assets grew 31.2 percent between January 2013 and 2014 to TRY 1.79 trillion ($861.8 
billion). The sector’s one-year growth rates for deposits and loans were equally impressive, at 24.8 percent and 34.8 percent.

The expansion of Odeabank’s assets, deposits and loans in 2013 were multiples of sector growth rates but, starting 
from a low position at the end of 2012, looks a bit less extravagant when put in perspective of the overall expansionary 
banking sector data.  

A second factor for consideration is Turkey’s economic profile. The World Bank says Turkey’s GDP reached $789.3 
billion in 2012 on its country data page. Per capita gross national income of $10,830 in 2012 is not too far ahead of 
Lebanon’s $9,190 but the Turkish figure correlates with a population size of an estimated 74 million to constitute an 
economy that is marked by huge potential and the ambition to become one of the world’s ten largest economies by 
2023.  

This market size alone is worth an expansion effort for a Lebanese banking group with strong financial and 
development capabilities. Lebanese equity analyst Nadim Kabbara, who covers Bank Audi under his remit as head of 
research for FFA Private Bank, says that in hypothetical terms, the 20-times larger Turkish GDP when compared with 
Lebanon would give Bank Audi a loan portfolio representing “perhaps one fifth of Bank Audi’s balance sheet right there,” 
if the group captures just 1 percent of an assumed $600 to $700 billion loan market in an $800 billion economy with high 
loans-to-deposits ratios. 

But assumptions are assumptions and then reality offers challenges. The Turkish growth story of the past decade 
began to stutter quite heftily in 2013, and the Turkish lira had a really bad time. Critics of the Turkish success scenario 
say that credit and property bubbles have been building up and predict busts of these bubbles and rising rates of 
defaults in the economy. 

According to an April 2014 Economic Outlook by the Turkish Ministry of Economy, the World Bank’s GDP growth 
forecasts for the country are 2.4 and 3.5 percent, respectively, for 2014 and 2015. However, the Turkish government 
aims at 4 percent GDP growth this year and 5 percent next year and also seeks to improve the ratio of current account 
balance to GDP from -7.9 percent in 2013 to -5.9 percent in 2015.  

Even if Ankara will be able to manage the disruptions of the country’s political stability and perhaps deflect 
accusations of corruption as propaganda, Turkey’s economic agenda appears to require a lot of structural adjustments. 
The World Bank said last month that Turkey needs to increase its market share in global trade if it wants to reach 
long-term export targets. Key to such improvements would be “a policy agenda that is centered on upgrading Turkey’s 
physical, human and institutional capital.”

ENTRY STRATEGY
But this World Bank advice on Turkey’s trade growth strategy might actually be water on the mills of Audi Group, 

because of its original motivation for entering the Turkish market. In talking Executive through the short history 
of Odea, Baz emphasizes that the project to establish Bank Audi’s presence in Turkey was not initiated in response to 
the market turmoils that the two group units experienced in Egypt and Syria starting with the Arab Spring and anti-
government protests in 2011 and 2012. 

“There is a misunderstanding that Audi went to Turkey to mitigate the rising challenges in the Arab World,” Baz 
says. “[The decision] was within our regional expansion strategy which aimed at a strategic footprint with respect to 
the exponentially growing trade, financial and human flows between Turkey and the Arab world that we witnessed 
at that time. You cannot be a regional player without having a footprint in Turkey and the decision was taken before 
the first quarter in 2011.”

The basic calculation was to conquer a share of growing trade finance business between Turkey and the Arab world, 
which according to Baz reached $50 billion annually in 2013. “Initially from our standpoint as shareholders, our case was 
built on very solid assumptions of basic economic synergies between Turkey and the Arab world. If we can get 10 percent 
market share of Arab-Turkish trade-related business, [this means] $50 million in yearly commissions and if we can go up to 
15 percent, it is $75 million,” he says.   

As such, Odeabank was a child of reason, not emotion; its conception was carefully planned and benefited from an 
unexpected opportunity, namely the fact that top BDDK officials encouraged Audi Group in 2010 to apply for a new 
Turkish banking license. This was unexpected by Audi strategists because no new licenses had been granted in Turkey 
since the days when the country plunged into a series of economic and currency stress phases between 1996 and 2001. 

When the group started its search for an entry point into the Turkish market in the mid 2000s, it concentrated its 
efforts on an entry by acquisition but aborted negotiations with several banks due to the high premiums demanded by 
prospective sellers.   
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The opportunity to install a subsidiary from scratch was more than a viable alternative to buying an existing 
franchise  — it was far superior because of cost advantages. According to Baz, once the smooth one-year process for 
application review and license issuance was completed, the next part of the story entailed “no mysteries, no miracles, 
just strong underlying realities. The main difference between acquiring and getting a license is that when you succeed 
in getting a license, you are spared the goodwill that you normally pay when you acquire. This goodwill in Turkey easily 
corresponds to 50 percent of the capital of the acquired institution.”

In other words, Baz views the cost differential between the group’s $1.1 billion investment into Odeabank and the 
price which Bank Audi would have had to pay for an acquisition of a comparable bank as $500 million — money which 
can be spent better than handing it over to a seller. 

LOCAL TALENT
According to Baz, this meant that Audi Group could focus on people. “When you can start a business in a new 

market without incurring any goodwill expense, this provides you with great flexibility in buying talent and allows you 
to be very competitive in buying the best people in the market.” 

The management profiles in Odeabank’s annual report show that the bank’s general manager, Hüseyin Özkaya, has 
behind him a career of more than 20 years in Turkish banking, mostly with units of HSBC, and was the global bank’s 
country manager in Russia between 2010 and 2012. He is working with a team of nine assistant general managers 
who all have backgrounds in high-profile banks, both domestically owned and Turkish units of internationals such as 
HSBC, ING and BNP Paribas.  

In FFA Bank’s Kabbara’s view, “Bank Audi did the right thing in who they hired in Turkey and in their strategic 
focus. Comparing with some banks from the Gulf which paid premiums to enter the Turkish markets via acquisitions 
and who perhaps moved people in who were not cognizant of all risks and circumstances, Audi did some things 
differently as they built Odeabank from scratch and hired [local] talent — targeting senior management who would 
bring in their teams.” 

In light of the advantage of being a “greenfield” bank, Baz says that the negative bottom line of the first two years 
of operation, which incurs in both a startup and an acquisition scenario, amounts to $44 million for Odeabank, “well 
below whatever goodwill we would have paid to acquire an existing bank of the same size.” 

He also is not overly worried about the economic challenges that Turkey has started to face in 2013, including the 
impact that the depreciation of the Turkish lira had on Bank Audi’s financial results. According to him, the size of the 
negative currency valuation impact moved down from $90 million at the most dire exchange rate to about $50 million 
at the time of his interview with Executive in May.  

The uncertainty over the development of the Turkish economy is not affecting the group’s positive medium-
term view on the market, he adds, “but we aim to avoid shocks and pains in the short term.” This, he concedes, 
“is frustrating for our management there who believe that despite the current environment they can achieve much 
higher growth.”  

When compared with the concerns over the short-term economic outlook, the bigger change in the group’s approach 
to the Turkish market originated in the hunger of Odeabank’s management team to build a domestic franchise. Bringing 
their existing relationships with corporate and commercial clients with them, the managers attracted domestic account 
holders and loan clients, says Baz. “We are building a Turkish franchise thanks to the team there. However, our managers 
there also like the idea for Audi to become the best Middle Eastern bank in Turkey; so they also want to develop a 
franchise covering either Middle Eastern corporations established in Turkey or Turkish corporations engaged in business 
with the Arab world.”

While Odeabank added marketing bells with direct banking services and branding whistles through sponsorship 
of the women’s basketball team of Istanbul sports club Galatasaray, Baz says that the main focal areas of the bank 
will be in serving the corporate and commercial segments of the market: “Our ultimate aim is not mass retail. In 80 
percent of our network [development] we are driven mainly by business sensitive to our brand.”    

For the further growth of Bank Audi into an even bigger regional bank, the group aims to employ a new team of 
Turkish bankers at its head office in Beirut. “We have an aim to recruit a group of Turkish bankers, mainly corporate 
and commercial bankers, who will be domiciliated in Lebanon under a group dimension,” says Baz.

Visibility is a key objective for Odeabank and on the day of our interview, the bank’s name certainly received 
another boost. The Galatasaray Odeabank women’s basketball team won the Turkish League Championship after 
a 13-year wait and the International Basketball Federation congratulated them on the “most productive season in 
their history,” which also included the first-ever win of the EuroLeague Women’s title by a Turkish team. 

Can any banking performance beat that?  
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Freddie Baz is a shareholder and board member of Istanbul-based Odeabank. He is also the chief financial officer of 
Audi Group, Odea’s parent. Most importantly, he is the personification of strategy at Lebanon’s largest banking group. 
Executive asked him what Audi Group has on its mind.   

E   You have told us that Odeabank has achieved 110 percent expansion in both the number of customers and new accounts 
in the first quarter of 2014. How did this unexpectedly high growth impact your targets? Can you tell us what you are 
aiming for within 2014 and by the end of 2015?

We have a very ambitious business plan. Unfortunately I cannot disclose details because we are listed in London. 
That means we have legal liabilities and we have developed an ethics [code] to be in full compliance with LSE regulations. 
So let me put it differently: Our aim is to develop a subsidiary in Turkey which will rank second to [our operation in] 
Lebanon in the foreseeable future — so not talking long-term — in terms of assets and earnings.  

E   When do you expect to achieve positive results in the Odeabank income statement?
We have reached a stage where in Q1 2014 we have for the first time a balanced monthly P&L [profit and loss 

statement] before provisioning. In the second step we have to reach a balanced P&L including provisioning and taxes, 
and then start building the profit base and grow exponentially to achieve our RoE [return on equity] targets. 

E   Can you discuss the Odeabank RoE targets for 2015?
No. In principle our strategy in all markets where we are present is to achieve a sustainable RoE at a premium 

[against] the country’s cost of equity in order to create value to our shareholders. We have the same target in Turkey. 

E   The next stop on the Bank Audi growth tour is to launch in Iraq. What is the group’s target for Iraq?
Iraq fits within the same scheme [as our move into Turkey] because 25 percent of trade turnover between Turkey 

and the Arab world is with Iraq. Our decision to expand quickly into Iraq is within our regional expansion strategy but 
also to help Odea acquire Turkish companies involved in business with Iraq as clients.

E   Would it be possible for the group to extend services into Turkish–Iranian trade via Odeabank?
We belong to the Arab World and this is why we look at Turkey. We won’t go to a third country [merely] because 

it has good trade relations with Turkey. But to give you an honest answer, we are developing more and more curiosity 
toward Iran. But this is not a short-term interest.

E   Would you be interested in acquiring any bank in the Lebanese market?
I am giving you a conceptual answer which has nothing to do with the reality of the bank: We might consider a 

mega-merger because any combination among the top ten would make a lot of sense in terms of business and financial 
synergies — but for the time being, this is something that is not supported by the central bank.   

E   Haven’t you attempted to undertake a mega-merger with a top Lebanese bank before? Why would this be something 
for you to think about, even in the long term? 

We have tried domestically and regionally, and domestically we tried with almost all of [the other banks]. We believe 
in synergies and we believe that a mega-merger would provide the country with a lot of advantages by promoting a 
Lebanese bank into the top five to ten regional banks, something that is not negligible for Lebanon. This would also 
translate into more involvement domestically, although we are already very happy about our level of involvement. Do you 
know that we are the largest private sector employer and the largest taxpayer in Lebanon? We are the largest contributor to 
GDP formation; we generate 1.8 percent of Lebanon’s GDP and we are the largest financier to the domestic economy. We 
are very proud of our economic and social role in Lebanon, but we still believe that consolidation can provide [advantages].

E   Wouldn’t a mega-merger with your involvement create a monopoly power?
I don’t look at it as a monopoly. In my opinion you can tolerate a mega-merger by providing restrictions and rules. 

Size does matter
Freddie Baz explains how Turkish expansion hints at Audi Group’s regional strategy 
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Lebanese banks have enjoyed a long history of Iraqi businessmen coming to the country and banking here, or so boasts 
Makram Sader, secretary general of the Association of Banks in Lebanon (ABL). Now it is the banks that are taking 
their businesses to Iraq. But while the banks see a lot of promise in the Iraqi market, their small investment to date 
reflects the major difficulties of operating a commercial bank in Iraq.

With seven Lebanese banks operating 14 branches in Iraq, and giants BLOM Bank and Bank Audi set to enter the market 
within the year, more than half of Lebanon’s alpha group banks will be represented. These banks see potential in the Iraqi 
market as it undergoes modernization and revitalization of both physical and financial infrastructure. Though they already 
make up half of the total foreign banks present in Iraq, excluding representative offices, Lebanese banks’ investment in Iraq is 
still “light” compared to their capital base, according to Sader, and their activities are still limited.

ROOM FOR GROWTH
After a slight drop between 2008 and 2009, Iraq’s nominal GDP has consistently grown from its 2009 level of $111.7 

billion to $215.8 billion in 2012, according to the World Bank. Domestic credit to the private sector as a percent of GDP 
has been rising steadily, from 3.8 percent in 2009 to 6 percent in 2012 (see chart to right). While still small compared to the 
regional average — at 23.6 percent of GDP in 2012 for MENA minus the GCC and Israel — the increase in lending as a 
percentage of GDP is a positive and promising trend.

According to a 2013 report by Singapore-based but Iraq-focused Sansar Capital, Iraq is still one of the most 
under-banked countries in the MENA region, with estimates that 80 percent of the population does not have a bank 
account. According to the World Bank, the country had 5.4 commercial bank branches per 100,000 people in 2012. By 
comparison, Lebanon had 29.3 branches per 100,000 people.

The lack of ATMs — two for every 100,000 inhabitants — is exacerbated by the fact that most ATMs are not connected 
to a national switch and thus customers from one bank cannot use the ATM of another bank to make transactions, creating 
more barriers to consumer banking. These pose both opportunities and constraints for Lebanese banks moving into the 
country.

However, several reform efforts appear promising. Two projects to facilitate retail banking are in the pipeline. The 
first is the implementation of a national switch that would connect ATMs of various banks. The second is the Iraq 
Interoperable Mobile Payments System (IIMPS), which could dramatically increase the penetration of banking among 
the cash-oriented population. Both projects are due to begin pilot testing this summer.

Another encouraging development is the government’s efforts to develop the country’s infrastructure, which could lead 
to an increase in economic output triggering an increase in demand for banking services. In 2013 the Iraqi Ministry of 
Planning launched Iraq’s second National Development Plan, which laid out a roadmap for the country’s economic recovery 
between 2013 and 2017. The plan consists of a $357 billion investment in infrastructure in various sectors of the Iraqi 
economy. If carried out, it could have a massive effect on the economy: in general, the World Bank estimates a 1 percent 
increase in economic output for every 10 percent increase in infrastructure allocation. Iraq’s total national budget in 2013 
was $118 billion.

These projects could increase both lending and deposits at banks. According to a 2011 World Bank report, Iraq’s 
asset-to-GDP ratio was 73 percent after adjusting for certain state owned banks’ overstated asset valuations — compared 
to 130 percent for the MENA region.

Such numbers appeal to Lebanese banks, which are putting their 
faith in the growth of Iraq’s economy and banking sector. “With time, 
I believe the banking industry will grow, and quickly,” says Fahim 
Mo’dad, advisor to the chairman at BLOM Bank and the individual 
responsible for the bank’s expansion into Iraq. BLOM is planning to 
open two branches within the year, one in Erbil and one in Baghdad, 
according to Mo’dad.

REGULATION AND RESTRICTION
Lebanese banks in Iraq are subject to the country’s 2003 Banking 

Law, as well as the same international regulations they are following 
elsewhere. Licenses for a foreign-owned bank in Iraq are issued by the 
Central Bank of Iraq (CBI), and require compliance monitoring from 

Banking on the future of Iraq
Lebanese banks see small activity, but big potential in Iraqi market 
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the country where the parent bank’s head office is located. They also require the Lebanese central bank’s approval. Sader 
explains that the Lebanese Banking Control Commission signed an agreement with its Iraqi counterpart that would make 
BDL control their activities in Iraq. “[The CBI] doesn’t have the human resources to control … [BDL] is helping them to 
control our maximum,” says Sader.

Despite minimal interference from an Iraqi controller, it’s not easy being a commercial bank in Iraq, where state 
owned banks dominate the field and enjoy several privileges over their commercial counterparts. State owned banks 
have a monopoly on transactions involving the government and government owned companies. In a country where 
the government controls the oil sector, which accounts for three fifths of the economy, and where the public sector 
and state owned enterprises employ about half the labor force, this places severe limits on the business of commercial 
banks.

Government entities and state owned enterprises cannot, for instance, place deposits with commercial banks, and 
payments to the government (such as taxes) cannot be drawn from commercial banks. Likewise, state-owned agencies 
cannot receive loans from commercial banks.

This has led to the disproportionate size of state owned banks compared to commercial banks in Iraq. According to 
Abdul Aziz Hassoun, executive director of the Iraqi Private Banks League, the seven state-owned banks account for more 

than half of all bank capital with IQD 14 trillion ($12 billion) out of a 
total IQD 25 trillion ($21.4 billion).

According to Hassoun, Lebanese banks are under the same 
constraints as any commercial bank in Iraq. The only transactions 
Lebanese banks can do in Iraq with government accounts or government 
owned entities is issuing letters of guarantees (LGs). They cannot, for 
instance, take deposits, make transfers or issue letters of credit (LCs) 
from these entities. This was confirmed by Elias Achkar, head of the 
research department at ABL. However, Sader claims that Lebanese 
banks are trying to work out a deal where they would be able to make 
transactions with the government and government owned companies.

STARTING SMALL
Despite the room for growth in lending to the Iraqi market and 

the competitive edge of Lebanese banks with superior technical 
infrastructure and internal processes, it is not the lending ceiling that 
is imposed on every Lebanese bank abroad by the BDL that is crippling 
their activities. In fact, lending activity only accounts for a small margin 
of their profits.

According to Sader, the primary activity of Lebanese banks in 
Iraq is trade finance, with their primary source of revenue coming 

from LCs and LGs. They also make margins off foreign currency auctions, whereby they buy foreign currency from the 
Central Bank of Iraq at the daily currency auction — the only way to convert the Iraqi dinar — and then sell it to their 
clients with a certain margin of profit allowed by the CBI, according to Mo’dad.

Their smaller lending activities are mostly geared toward their Lebanese clients, according to Hassoun, who claims 
it is normal for a foreign bank to first capitalize on these business relations. “When Standard Chartered came to the 
country, they were only covering the needs of British companies working in construction and oil,” he says.

Focusing on Lebanese clients is also less risky for the bank. “The institutional environment in Iraq is lacking. If we 
want to lend money to a client, they don’t have a ‘centrale des risques’, they don’t have a clearing house,” says Sader, “They 
will start with Lebanese clients, which is easier because they might have information on them for Lebanon,” says Mo’dad.

Despite these setbacks, Sader claims that the Iraqi banking sector is working on modernizing its infrastructure, 
something the Lebanese banking sector is well poised to assist them with. In April, the Iraqi-Lebanese Banking 
Conference was held in Beirut which highlighted a common interest of both sectors in improving the banking 
environment in Iraq’s recovering economy. With time and the right developments, the hope is that Lebanese banks’ 
strategy of early entry into Iraq will pay off handsomely.
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International banks have been leaving the Lebanese market or selling off some of their operations. Last year, HSBC 
reported that they were to discontinue any sale of their investment and wealth management products in Lebanon as 
part of their global strategy to exit their less profitable branches. Similarly, the recent bidding process between local 
banks over who will acquire Standard Chartered’s retail banking operations is nearing completion, according to a 
source close to Standard Chartered. Most recently, reports emerged that Lebanese franchise of Jordanian-owned 
Ahli International will be acquired by the Lebanese Fransabank.

Lebanon has witnessed many waves of international banks exiting the market since its pre-civil war glory days where it 
enjoyed the status of being the banking hub of the Middle East. Many banks left during the civil war only to be re-established 
after it ended. But recent cases of banks exiting or divesting from Lebanon raise the question of what would motivate an 
international bank to maintain a presence in Lebanon.

BOTH LOCAL AND STRATEGIC
Despite recent exits, the decision of these international banks to stay or leave the country doesn’t depend entirely 

on the Lebanese environment for banking. Their overarching corporate strategy is a large determinant in whether or 
not these continued operations make sense.

In the case of the Lebanese unit of global financial group Citi, managing director Elissar Farah Antonios explains 
that having a far-reaching global presence is one of the bank’s top priorities. “This is something that we’re not going 
to change as a strategy, not only for Lebanon but globally,” she says, claiming that Citigroup’s presence in roughly 
160 countries includes some that have much more challenging economies than Lebanon.

Registered locally as Citibank, the group first came to Lebanon in the 1950s, where its Beirut office used to be the 
hub for the region, explains Farah Antonios. Though they were forced to leave during the civil war, they re-established 
the branch in 1996.

Farah Antonios describes Citi’s presence in Lebanon as “part of our global footprint.” She adds, “As long as it makes 
sense for us to be doing business in the country … as long as we can run our business with an acceptable efficiency 
ratio, we’re going to be here.” 

Citi is determined to stay in Lebanon and Farah Antonios sees no reason why they would want to leave any time 
soon. She claims that the branch has an efficiency ratio of 38 percent, meaning for every dollar made it costs 38 
cents. “It does very much justify us being here,” she adds.

Citibank’s asset growth affirms the commitment of the parent company of maintaining a branch in Lebanon. Their 
assets for 2010, 2011 and 2012 grew to $174.1 million, $180.8 million and $207.2 million, respectively, according to 
Bankdata. This constituted an increase of 3.7 percent between 2010 and 2011 and 12.7 percent between 2011 and 2012. 
Citibank claims that their assets increased a further 43 percent between 2012 and 2013, but this could not yet be verified 
by Bankdata.

In 2013, Citigroup made $13.7 billion in profits worldwide, its largest take since the 2007–2008 financial crisis, 
according to its annual report.

When it comes to Lebanon, Farah Antonios explains that the country represents added value for their institutional 
client group — international clients who would bank with Citi anywhere in the world. This institutional client group 
includes financial institutions, large corporations and governments. According to Farah Antonios, Citi’s main activities 
in Lebanon include acting as a US dollar correspondent, performing transactions abroad on behalf of Lebanese banks 
and financial institutions, servicing Lebanese businesspeople who do business outside of Lebanon, as well as servicing 
the public sector — a very active business ever since the Ministry of Finance launched its Eurobonds.

In addition, Farah Antonios explains that the branch plays an important role acting as “ambassadors” of Citi, 
whereby if a client requests a product or service not available locally, they can outsource it to the bank’s regional 
headquarters in London. “We’re only 30–40 employees, so we clearly don’t cover all the products that Citi has.”

Though Beirut is no longer Citi’s main hub for the region, they still see it as an important foothold. “We’ve lost some 
global clients to Dubai, but it still justifies servicing out of Beirut,” says Farah Antonios. 

As few foreign banks are left in Lebanon, they remain one of international companies’ few options to be serviced by 
a bank with a large global presence.

Ambassadors of Citi
Why Citibank wants to stay in Lebanon
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The Association of Banks in Lebanon (ABL) is the nerve center of what is the sole highly developed part of the country’s 
financial sector. It is also the main lobbying organization for banking interests, responding harshly to proposals for higher 
taxation of banks and calling such moves “illegitimate” and discriminatory. Executive sat down to talk banking with 
Makram Sader, the ABL secretary general. 

E   When the Parliament in April began debating proposals for new taxation on banks to fund the salary scale for teachers 
and public servants, ABL quickly rejected these concepts. The public discussions of the proposals and ABL’s position 
have been intense since then. Has the association changed its position in any way?

We said that it is unfair to impose double taxation on the banking industry, penalizing this industry because we are 
very transparent and publish all statements of P&L [profit and loss] and all our accounts under international accounting 
standards as we are obliged to do. For us [the proposed tax on net revenues from treasury bills] is double taxation because 
you are taxing the same income twice, at the level of P&L and on the bottom line via corporate tax on profits. 

E   Did you undertake any studies on the question of how a general increase in corporate taxation would affect banks 
and everyone in the economy?

No. We don’t want to publish anything on this question. The Economic Committees [a lobbying coalition for the 
private sector] published a very clear statement on this issue and we are part of the Economic Committees.

E   But your first objection to the tax increases is the issue of double taxation?
For us as the banking industry, yes. 

E   Would you consider a different form of tax increase fair?
It is not our business to tell the government where to raise or not raise taxes. We don’t want to enter this game but 

all we can say is that there is a lot of money to save. There are a lot of [revenue] leaks at Électricité du Liban, at Beirut 
Port [and] at Beirut Airport. Before putting taxes on any sector or industry, they have to collect all the taxes that can 
be collected. 

We as banks are making about 7 to 10 percent of the profit that the private sector is making in the country, so 
why are we paying 37 percent of the corporate taxes? There is a lot of money to be collected as long as there is a good 
administration and an efficient tax collection system. 

We are also saying that it is not right to add new taxes on an economy that is not growing. Economically speaking, 
that is not right. When you don’t have economic growth, you inject money. 

E   But if we look at the allocation of the taxes that the government is aiming to collect, there is basically a transfer 
from one side, namely corporate profits, to another side, the public sector salaries. Could one not from a supply side 
perspective consider this salary scale as an injection of money that could generate private sector growth by stimulating 
higher consumption?

That is a Keynesian theoretical approach. People who speak about this are right if you are in an economic 
situation with unused production capacity, in an economy without dramatic deficits on the tax income side and 
on the balance of payments side. But the reality is different; you cannot apply a theoretical economic formula and 
equation to a very bad economic, political and security situation like in Lebanon. 

E   In your view, how should the government proceed from this point? Do you have a position or proposal for a revenue 
formula?

Do you think the government does not know how to proceed, that the government and the Ministry of Finance 
don’t know what to do? But they are always going to facilitate solutions where it is easy for them to take the money 
from where it is. If you look at the proposed table of receipts [for financing the salary scale increase] you will not 
find any economic policy behind it. You cannot find any social policy or any public servant policy or any incentives 
for reform. They were shopping for LL 1,742 billion [$1.15 billion] and they tried to take the money from anywhere 
they could, without any policy. And while they are trying to increase the tax revenues, they are forgetting completely 
that we already have a huge public deficit. When you have a public deficit of $4.2 billion, you have to at least give an 

Defending the banks’ bottom line
Q&A with Makram Sader, secretary general of the Association of Banks in Lebanon
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impression of seriousness to the banking industry and to all the people watching us, such as [international ratings 
agencies] S&P and Moody’s and the donor countries.

E   A parliamentary committee produced a revised salary scale proposal with lower funding needs but without mentioning 
a new strategy or fundamental policy reforms. From your perspective of emphasizing the need for fundamental reforms 
and activation of tax collections, are you then saying that it is not the main issue to redefine the scale of the financing 
need?

I am not saying that. From an economic point of view it is much better to go for [roughly] LL 1,800 billion [$1.19 
billion] than for LL 3,200 billion [$2.11 billion]. They are reducing the initial proposal by [MP Ibrahim] Kanaan and 
the financial committee by 47 percent and this is much better. 

E   So from your perspective, this is a positive development?
For sure. I also want to say that I think the public servants deserve a restructuring of their salary scale but at the 

same time, [the public sector needs] a restructuring of their human resources [such as] restructuring of job descriptions 
and introduction of job evaluations. 

E   It seems undeniable that demands of public sector employees and teachers for fair remuneration of their work have 
to be met. Does ABL have a proposal how the current shortfall in state funding can be overcome and what banks could 
provide at this particular moment? 

We are against any specific or mandatory contribution to be imposed on the banking sector just because we are 
making and publishing profit. It is not fair at all. We are already paying our taxes and we want the others to pay theirs.       

E   How do you see the economic outlook for Lebanon and the banking industry?
The outlook is stable. Like the ratings agencies say, it is sometimes negative and sometimes stable and the B minus 

ratings [for rated Lebanese banks] are because of the sovereign ceiling. We are living with [these ratings] and they are 
perhaps obliging us to increase our capital base, which is good for us in the long run. We are now at $14.4 or $14.6 
billion in capital funds and this helps us to comply with [international banking regulatory agreement] Basel III.

E   If you look at the performance of the Lebanese banking sector, there seems to be something like a concerted approach 
by the banking industry to emphasize return on average equity [RoAE] instead of highlighting other parameters such as net 
profits. Why is there so much focus on RoAE?

[Lebanese banks] today have a lot of shareholders: resident Lebanese investors, non-resident Lebanese investors 
and some Arab investors. The investors like to have dividends. When you have opened up your capital, you have to be 
transparent and the return on average assets and the return on average equity are very important indicators, making it 
easy to follow and compare with performances from other industries and countries.  

E   Are these return ratios better indicators than other indicators such as the rates of increase in bank deposits?
I think so. I don’t like this size approach to banking because we saw huge banks [fall] in international markets. The 

size is not the [main issue]. In Lebanon we have two main variables to look at. The first one for me is the ratio of liquid 
assets in foreign currency, because it is very important to cover the unstable Lebanese environment. Whenever there is 
a war or internal fighting you have to have large international liquid assets to be able to satisfy your clients if they ask 
to transfer their money outside. 

We have therefore always maintained huge liquid assets in foreign currency. It is a huge cost for us because we 
are keeping this liquidity with international banks and are getting 0.2, 0.3, 0.5, or 0.8 [percent interest] while we are 
paying on average 2.9 [percent] on the funds. So the liquidity is really a losing business for us; we are losing maybe 
$400 million or $500 million a year. It is costing us a lot of money during normal periods but it is protecting us in 
times of crisis. 

The other thing is to have good net returns on assets. That means net of our non-performing loans. We don’t 
have huge ratios of non-performing loans but we have them. You have to make money — we are in the private sector 
and our aim is to grow our business and create returns for our shareholders.
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