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Lower tax revenue 
as well as higher 
spending are projected 
to widen the fiscal 
deficit from 9.4% of 
GDP in 2013 to 10.5% 
of GDP in 2014. As 
a result, gross public  
debt will rise further to 
146% of GDP in 2014. 

IIF says that the 
potential for a strong 
recovery in tourism 
and investment is 
enormous, thanks 
to the country’s 
strategic location, 
good climate, excellent 
entertainment 
services, and highly 
educated workforce.

IIF forecasts Lebanon’s 2014 real GDP growth at 1.5%, reflecting domestic and regional 
uncertainties

In its latest regional report on the Middle East and North Africa region, the Institute of International 
Finance (IIF) expects Lebanon’s GDP growth to remain below 2% in 2014, reflecting domestic 
and regional uncertainties. According to the IIF, Lebanon has been a victim of regional instability, 
burdened by the conflicts in Syria and Iraq. 

The report states that most macroeconomic indicators have registered significant declines at 
constant prices in the first eight months of 2014, except for the real estate sector, credit to the 
private sector, and resident deposits. On the expenditure side, the IIF forecasts a stagnation in 
private investment and a further decline in exports of goods and services. 

In parallel, the IIF highlights the remarkable resilience of the Lebanese banking sector to regional 
tensions and weak local economic activity, thanks to loyal depositors, stable remittances from 
the large Lebanese diaspora, and favorable interest rates that banks pay on deposits. The 
report also mentions that lower tax revenue, due to the sluggish growth and higher spending, 
is projected to widen the fiscal deficit from 9.4% of GDP in 2013 to 10.5% of GDP in 2014. As a 
result, government debt will rise further to 146% of GDP in 2014. However, it stressed that despite 
this high indebtedness, Lebanon has been able to continue to finance itself based on a highly 
liquid domestic investor base and a solid credit record. Lebanon has never defaulted on its debt 
or missed a coupon payment. It added that Lebanon’s 5-year sovereign CDS (Credit Default 
Swaps) spread has declined from 450 bps at end-2012 to 353 bps in mid-September 2014, 
the Lebanese pound remains stable, and official foreign exchange reserves have continued to 
increase. 

The report states that the outlook for the Lebanese economy remains subject to many uncertainties 
as long as the fighting in Syria continues  and political turmoil in the region persists. However, it 
also notes that the potential for a strong recovery in tourism and investment is enormous, thanks 
to the country’s strategic location, good climate, excellent entertainment services, and highly 
educated workforce. A stable political environment, structural reforms, and the recent discovery 
of large offshore oil and gas reserves could move the economy to a sustainable higher growth 
path over the medium term and help to bring government’s debt down to more stable levels. 

Source: IIF October 2014, BankMed Research

Nominal 
GDP

 (USD bn)
Country 2014 2012 2013 2014 2015
Saudi Arabia 777 5.8 4.0 4.3 4.1
UAE 433 4.4 5.2 4.6 4.2
Iran 387 -6.6 -2.0 1.6 1.7
Algeria 224 3.3 2.7 3.3 3.5
Iraq 214 8.0 2.6 -3.2 -2.4
Qatar 212 6.2 6.5 6.1 6.6
Kuwait 180 8.3 2.1 2.5 3.0
Oman 83 5.8 4.8 4.5 4.8
Libya 51 88.2 -12.8 -14.3 5.4
Bahrain 34 3.4 5.3 3.7 4.4
Egypt 283 2.2 2.1 2.0 3.7
Morocco 111 2.8 4.3 2.5 4.1
Tunisia 50 3.6 2.3 2.9 3.5
Lebanon 47 1.6 0.9 1.5 3.0
Jordan 36 2.7 2.8 3.0 3.3
Syria 32 -20.0 -9.0 -5.0 -5.0

O
il 

Ex
po

rt
er

s
O

il 
Im

po
rt

er
s

IIF: Nominal GDP and GDP Growth rates for MENA countries

Real GDP Growth
 (% change)
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The stable outlook 
reflects S&P’s view 
that deposit inflows 
to the financial 
system will enable the 
Lebanese government 
to meet its financing 
needs over the coming 
year despite the 
challenging internal 
and external political 
environments.

S&P affirms Lebanon ratings at ‘B-/B’ and maintains a stable outlook

Standard & Poor's Ratings Services affirms its ‘B-/B’ long and short-term foreign and local 
currency sovereign credit ratings on Lebanon. The outlook remains stable. 

S&P indicates that the stable outlook reflects the agency’s view that deposit inflows into the 
financial system will continue over the coming year despite the difficult internal and external 
political environments, and consequently the domestic financial sector will continue to enable 
the government to meet its financing needs. 

It points out that government's debt servicing capacity is materially determined  by the strength 
of deposit flows to the financial system as well as the domestic financial sector's willingness 
and ability to continue buying government debt. S&P views that confidence in the Lebanese 
financial system remains strong and is not likely to be significantly affected by domestic political 
developments, short of a major escalation of local unrest. However, the agency considers the 
concentration of government financing from one source as a structural weakness, leaving 
Lebanon more vulnerable to adverse business, financial, and economic conditions. 

In parallel, S&P notes that heightened security risks and rising concerns about a potential 
impact of regional spillovers on the local economy have likely offset most of the positive gains in 
consumer and business confidence in the first half of 2014. It does not anticipate a significant 
rebound in tourism, financial, and trade services, or FDI as long as the region remains unstable.  
It adds that institutional and governance effectiveness remains a main ratings’ weakness. 

S&P signals that the ratings could come under pressure if the political and economic situation 
deteriorates to the point where it staunches deposit growth, or if public finances deteriorate 
significantly. On the other hand, if public finances become more sustainable, as a result of a 
political breakthrough in Syria or an improvement in domestic policymaking, than that may 
translate into fiscal reforms. In this case, S&P will consider raising the ratings. 

Source: Rating agencies, BankMed Research

Rating Agency Sovereign Ratings Outlook

S&P B- Stable

Moody's B1 Negative

Fitch Ratings B Negative

Capital Intelligence B Stable

Lebanon Ratings & Outlook
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Source: Ministry of Finance, BankMed Research

Transfers to EDL reach USD 525 million in the first quarter of 2014 accounting for 22% 
of primary expenditures

The Treasury transfers to Electricité du Liban (EDL) reached USD 525 million in January-March 
2014 compared to USD 572 million in January-March 2013, hence, constituting an 8% yearly 
decrease. Of the transfers to EDL in the first quarter of 2014, USD 8 million was allotted to cover 
debt service and USD 517 million to cover reimbursement of the oil suppliers Kuwait Petroleum 
Corporation (KPC) and Algeria’s Sonatrach. The payments to the two oil suppliers decreased by 
8% from USD 559 million in January-March 2013. 

According to the Ministry of Finance, out of a total oil bill of USD 527 million paid in January-
March 2014, EDL contributed merely 2% (or USD 10.5 million) to the repayment of KPC and 
Sonatrach. In comparison to previous years, EDL made a slightly higher contribution of 2.3% in 
January-March 2013 out of a higher total bill of USD 578 million. 

Furthermore, transfers to EDL represent a large share out of the expenditures basket serving 
as an example of how structural problems within the country’s public finances remain flagrant. 
The transfers in the first quarter of 2014 amounted to 22% of primary expenditures (expenses 
excluding interest payment and debt service) which totaled USD 2,387 million. This share of 
transfers out of primary expenditures is lower than in the same months of 2013 and 2012  with 
respective shares of 25.6% and 25.1%.

Transfers to EDL 
lowered by a yearly 
8% in January-March 
2014. This was mainly 
due to lower payments 
to KPC and Sonatrach 
for fuel oil and gas oil 
purchases.

ECONOMY

(USD million) Jan-March
2013

Jan-March
2014

%
change

EDL,  of which: 572 525 -8%

Debt Service, of which: 12.6 7.7 -39%
            ●   C-Loans, of which: 7.6 7.7 0%
                       -Principal Repayments 6.1 6.3 4%
                       -Interest Payments 1.6 1.4 -14%
           ●    BDL-Guaranteed Loan Payments 4.9 0.0 -100%
Reimbursement for purchase of gas and fuel 559 517 -8%
           ●    KPC & Sonatrach 559 517 -8%

Treasury Transfers to EDL 

Source: Ministry of Finance, BankMed Research

Jan-March 2011 Jan-March 2012 Jan-March 2013 Jan-March 2014

17.1% 25.1% 25.6% 22.0%

Treasury Transfers to EDL as a % of Primary Expenditures 
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Prices of clothing and 
footwear registered the 
highest year-on-year 
growth of 22.3% in 
September 2014.

Communication prices 
registered the largest 
yearly decline of 
23.7% in September 
2014.

Source: Central Administration of Statistics, BankMed Research

ECONOMY

Consumer Price Index increases by a yearly 2.3% in September 2014

Inflation recorded a yearly rate of 2.3% increase in September 2014 from September 2013, 
as indicated by the Central Administration of Statistics’ Consumer Price Index (CPI). Prices of 
clothing and footwear registered the highest year-on-year growth of 22.3%,  followed by alcoholic 
beverages and tobacco (11.1%), and education (7.1%), and recreation and culture (5.4%). On 
the other hand, communication registered the highest y-o-y price decline of 23.7% in September 
2014, followed by transportation prices with a drop of 2.8%. 

On a month-on-month basis, inflation recorded a 0.2% drop in September 2014 from August 
2014, with the transportation prices recording the largest monthly decline of 1.6%.  On a 
geographical basis, South Lebanon witnessed the largest month-on-month contraction in CPI by 
0.6%, followed by  Bekaa and Nabatieh with 0.4% each, Mount Lebanon and North Lebanon with 
0.2% each, and Beirut with a 0.1% price contraction in September 2014 compared to August 
2014. 

YoY Inflation Weights Annual 
(September 2014 -September 2013) 

Food and Non-Alcoholic Beverages 20.6 2.8%

Alcoholic Beverages and Tobacco 1.6 11.1%

Clothing and Footwear 5.4 22.3%

Housing 16.6 0.3%

Water, Electricity, Gas 11.9 0.5%

Furnishings, Household Equipment 3.7 1.6%

Health 7.8 2.7%

Transportation 13.1 -2.8%

Communication 4.6 -23.7%

Recreation and Culture 2.3 5.4%

Education 5.9 7.1%

Restaurants and Hotels 2.6 3.6%

Miscellaneous Goods & Services 4.0 2.5%

CPI 100 2.3%
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Construction area records an 8.4% yearly increase in the first nine months of 2014

Figures released by the Orders of Engineers of Beirut and Tripoli revealed that construction 
activity in January-September 2014 has increased, indicating a higher appetite for 
investments when compared with the previous year. The construction area authorized by 
permits increased by 8.4% in the first nine months of 2014 to reach 10,519,558 square 
meters (sqm), from 9,701,474 sqm recorded in January-September 2013. The number of 
authorized permits reached 12,828 in the same aforementioned period of 2014, recording a 
slight 0.2% annual increase from the permits registered in the same months last year. 

With respect to geographical distribution, Mount Lebanon captured the largest share 
of construction activity, obtaining 43% of the total number of permits issued in January-
September 2014. South Lebanon accounted for around 17% of permits, followed by 
Nabatieh (13%), North Lebanon (12%), Bekaa (10%), and Beirut (5%). 

Mount Lebanon 
captured the largest 
share of construction 
activity, with 43% 
of the total number 
of permits issued in 
January-September 
2014.

Source: Orders of Engineers of Beirut and Tripoli, BankMed Research
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Financial institutions show a 17.4% annual increase in activity up to August 2014

The consolidated balance sheet of financial institutions in Lebanon reached USD 1,756 
million at end-August 2014, going up from USD 1,496 million at end-August 2013, indicating 
an increase of 17.4%. Liabilities to the private sector went down by 3% y-o-y to USD 312 
million in August 2014, while liabilities to the financial sector jumped by 30% reaching USD 
920 million. 

With respect to assets, cash and banks reached USD 619 million at end-August 2014, 
going up by 5% from the same period of the previous year. Claims on the private sector 
amounted to USD 792 million at end-August 2014, going up 1% from a year earlier, while 
claims on the public sector stood at USD 355 million, going up by 202% from USD 118 
million in August 2013. 

Source: Company Data, BankMed Research

The total balance sheet 
of Financial institutions 
reached USD 1,756 
million at end-August 
2014. 

BANKING & FINANCE

Source: BDL, BankMed Research
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Claims on the private 
sector increased by a 
yearly 1%, while claims 
on the public sector 
jumped by 202% in 
August 2014.
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Deposits denominated in foreign currencies contracted by USD 510 million during the 
week of September 26 – October 2, 2014

On the monetary front, the overall money supply “M4” decreased by 0.13% during the week 
of September 26 – October 2, 2014 at around USD 122.9 billion, while the non-banking 
sector treasury bills portfolio went up by USD 52.4 million over the preceding week. 

Lebanese Pound denominated deposits and currency in circulation “M1” jumped by 7.4% 
(or USD 364 million) during the aforementioned week to USD 5.3 billion. This is mainly due 
to increases in money in circulation and in demand deposits by USD 237 million and USD 
127 million respectively. Moreover, local currency term deposits “M2” increased by USD 
303 million during the same week and registered a twelve-month increase of 7.38% to stand 
at USD 47.8 billion. 

The private sector term and saving deposits denominated in LBP (M2 - M1) went down by 
USD 60 million during the mentioned week to USD 42.5 billion, while deposits denominated 
in foreign currencies (M3 - M2) regressed by USD 510 million during the week to reach USD 
68.2 billion. 

Term and saving 
deposits in LBP 
decreased by USD 60 
million during the thirty-
ninth  week of the year. 

BANKING & FINANCE

Source: BDL, BankMed Research

(billion USD) 25-Sep-14 2-Oct-14 Absolute change
 over week

M1 4.929 5.292 0.364
M2 47.491 47.794 0.303
M3 116.237 116.031 -0.207
M4 123.076 122.921 -0.155
M2-M1 42.562 42.501 -0.060
M3-M2 68.747 68.237 -0.510

M1 = Currency in Circulation + Demand Deposits in LBP

M2 = M1 + Other deposits in LBP 
M3 = M2 + Deposits in FX 
M4 = M3 + TBs held by non banking system including accrued interests

Money Supply
Week of  September 26 - October 2, 2014
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