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as 2 policy. mstrument but depends on
ree of labor and capltal mobility and
felatlon of shocks between countries.

' How Important are OCA issues?

~ — Motivations are more likely to be political or
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—

credibility issues (e.g. German re-unification,
Euro).

— Free trade areas (NAFTA, ECM) delivered

substantial trade gains without common currency.

e Applicability to Lebanon & Syria ?
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igiiation: 0nvergence S|gn|f|cant gains
Wille rr > hard peg lasts. Lebanon’s
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= SIFISC 1d|SC|pI|ne
':/ currency unions can lead to smaller
government size and narrower fiscal deficits

— Unilateral dollarisation not likely to have
similar effects
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SMITIPOSSIIE THNITY: Pegged rates-Open Capltal
Varkets Monetary Independence not
(“om,),]a oOr sustainable=collapse Gold
St a"rd and Bretton Woods

- JJ der capital mobility, monetary policies cannot

= e aimed both at maintaining stable exchange

= -grgtes and smoothing cyclical output fluctuations

_® Monetary Constitution criterion:
— nominal anchor; peg to low inflation country
— Pre-commitment mechanism to anchor expectations
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Jr}vjs"o arization: Assets & Liabilities
elfel e JJJ ﬂzed

| Jmuza of ER fluctuations that
= T10] etary authorities can tolerate

~ & Foreign currency denominated external
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~ debt = 11 currency mismatch
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SN aIdiPegs/Currency Boards:did not rule out
PElikin J lnanCIaI crises

J HrJJ!J 1 of ‘Original Sin”: limited access to
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H;t|onal capital markets + high costs of
ﬂlgh pass-through from exchange rates to prices

'0 Central issue:how to achieve financial
development and maturity
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eHENde Rate A‘thors 0
Currenle Lm"'-Beneﬂts &Costs

sc,Jre nfilation rate of anchor—-credible price
JJer ollcy, greater financial stability

2 /vr) i ansactlons costs: goods, services
> I_;)S 5 C mdependent monetary policy/lender of

d’t.—.

= ;, |85t resort; depends on correlation of shocks

e

fi:Wlth anchor

“o Loss of seigniorage/sovereignty; but depends on
seigniorage compensation arrangements
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0 Qo Jf][‘rJ and' lower inflation

Gif cred|b|I|ty of monetary policy and
iscal lsC|pI|ne due to constraints on
= ernment financing

= _,4_ wer & less volatile interest rates

Lower transactions costs in international
trade and investment
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8| .0ss of mdepen ernt*monetary ‘policy: can no

prgeRusejinterestiate policy.forcountes-

r«yq al policy or exchange rate for
co merC|aI policy:

J e ick of lender of last resort (LOLR)
-oss off seigniorage
— More costly adjustment to real shocks and

—

—
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gff;; “asymmetric shocks

e T

— ~® | oss of ability to use inflation tax:
i — Save banking system by eroding real liabilities

— Depreciate real value of nominal debt and fiscal
commitments

— Adjust misaligned wages =
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2 Avalels anC|aI fraglllty caused by orlglnal Sin’
COUss rrJ'* s that have sinned In the past do not
uve access to international markets (using their
Jw- urrency) and cannot borrow long-term
—even in local market

1'.—.

sf-" e -Dollarlsatlon avoids the likely consequences of
= exchange rate floating with ‘original sin”: (a)
~ depreciation, mismatching and balance-sheet
effects; (b) monetary tightening, roll-over risk
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o rlle)s) f,u olatile domestic interest rates

PHIGWErd mand for domestic assets and more
,JJJLJer tion of savings

SERISKi Tbanklng systems

-~ B 1cu|ty In developing financial long-term
Z J‘inarkets & less financial development
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‘ -'a'_ower foreign currency borrowing

e |.ower international market access & investment
eading to lower growth
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Une.\-“ conomic Growth
EEXCI
{ee

nge Rate Stability
ced Inflation
,.r rge Capital Inflows & Remittances

_,‘ - & Reconstruction

f}’_:'«-"- Llarge budget deficits & Public debt
-~ accumulation

® Public Finance Reform & Public Debt
Restructuring; the Paris II process
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[ECONON »Prlvate secto based
‘ rm,mr*e O RECONSLFUCLION

Lzifefel; udget Deficits

_)JILJJ" Economy: payments, assets and
Ju.) IES off banking system; corporate sector

BROpen Economy: freedom of payments and
—--.a_f..-,. flows; imited protection
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ﬁ e Multi- currency payment system
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~ % Independent Central Bank
~ ® [ndependent Banking Control and Supervision
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SRRtroduction: of New llaws and: Modernlzatlon of:
_,,{JJrjnr 'a':"o’ O deal™With strl
fstitutional issues and change

frJrrJJE off money market and financial
1) ,}ﬁ et instruments: CD’s, Repos’, Swaps

== S Flexibility: BDL and BCC issue regulations to

—-—«—

= manage organize, supervise

e Comprehensive view: fiscal policy, monetary
~_policy, exchange rate policy, payment system,
banking and financial sector
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EGONGIRUETION PROGRAMME, 1992:2001%¢
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L: $ 6,209 Million, o/w $ 3,079 million

J - \_J \w L \o/
Public health Solid waste
4% 10% Other sectors
7%
Electricity
21%

Post and
Telecom.
18%

Airport and
Ports

15%
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Inflation Rate — Exchange Rate Change
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SVIGrietary: Policy Geared to Achleve Lower
r]J‘LJFL)f 4n Line with Trading Partners.

~ r\r*nr“ De-Dollarization.

s g poraw Sterilization of Capital Inflows.
Ttlght Money Leading to High Nominal &
~ Real Interest Rates.
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SERITES,1.007-200 2nmt

13.09 | 13.97 | 15.20 | 16.73

11.77 | 13.21 | 14.84 | 16.66

)95 11.18 | 12.12 | 13.43 | 14.64

' October 2002 11.18 | 12.12 | 13.43 | 14.64
" |November 2002 | 10.80 | 12.05 | 13.28 | 13.93
December 2002 7.77 9.15 9.13 | 9.20
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FX deposits

LBP deposits

LBP currency

Dec-71 Dec-76 Dec-81 Dec-86 Dec-91 Dec-96 Dec-01
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rJJF‘r)\—‘ dent, Proressional”Bban mg Control
Conglgslissiel

o Aol sl lernational norms and standards; Basel
Core ,__,mC|pIes (augmented)

. ;ge spendent External Auditors

> ® Ihternal Audit and Controls

_ lnternal Committees to control and manage risks
Separatlon of ownership from management

K Supplement by Market Supervision and Control
whenever possible
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Capital Assets Deposits Credits
1995 = 1996 m 1997 ™ 1998 m 1999 m 2000 ™ 2001 m 2002
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linprover ment in Tax CoIIectlon Efforts
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J)«J\r op MaJor Sector of the Economy
JrJrr \ce Reconstruction

7 Jﬂ tructure Existing Finance: Mergers &
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~  International Financial Center
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FINANCIAE MAET@&JUILTBTNE BLOCKS

[HICIE n ' Clearing & Payments
:,ysze : Midclear, BDL, SWIFT

2 ’lm- natlonal Accounting Standards

.,.-

odernlze LLaws & Regulations

. Adopt Modern Regulatory &
Supervisory Structure

L
J
—
o

January 2002 63



\v\ 58 .,REGULATIONS
LAYS .
r\rJrJ~MJn~‘ j nAering dJW | —— -
IBWAen bank share issuing and' trading, bank bond
[SSUIIY J d bank OWRErship of real estate

> LelWiele ting to leasing operations

E UWJ,: the central securities depository

.‘&‘Q -

o ke jo | the Arab clearing corporation

L) —

..

f— J,l:- “on electronic banking
= —e 1aw on Fiduciary accounts
= ‘Law to facilitate bank mergers

® | .aw on the amendment and completion of the legislation
related to banks and establishment of the National
Guarantee Institution

o
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[DBfines money laundering asa_ criminal
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Ry

;.<

2. lnele ,Le;» flnancmg of terrorism as criminal

.
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. Se -p of an Independent Special
nvestlgatlon Unit

——’é‘g

~ 4 SIU can lift Banking Secrecy
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EXYEESH J -ad FJF "§ "r coOMmpetencerofithe
Pelrie|tls u | Liban to:

J 0)f J_JJ'JJ/“' jon of eBanking

J HJ\/II t Systems

JA» acl |t|es Settlement System
— & Electronic Money Transfers
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: "’Electronlc Clearing & Settlement relating to
‘ payment systems and financial Instruments
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LAWY m:n TING TQ!BANK =0)
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BONDBS

JIDETEGUIation of ISsuing and tradlng
J Urer ank Shares

1St Up to 30% of Lebanese banks’
=50 ‘res on regulated financial markets

-“7'._-

= C"IhCrease banking capitalization

e Allow banks and financial institutions
to issue bonds
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Leyy r#]- -mg to ﬁallcqlary

SPAlIGW BanKs and' financia |nst|tut|ons
LON t:lertake fiduciary operations

y Je\ Iop off-balance sheet activities
= evelop Fund Management

—

’_/

--..;n Introduce Islamic banking activities
" to the Lebanese market

L —_ e
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IEIWAONaclitate bank Mergers ———
Ats disc chienptheBBlsGentral.Councilican.
Jienithe merging bank a soft loan, under

cojsle JJr ns set by a contract between the BDL
clglefegls “merging bank.

0 mo)lfe wmg agreement between BDL and the
"BEC, and following the year of the final decision
scef merger, the Central Council can provide tax

: _.mcentlves to @ maximum LBP 2 billion.

_”0 All'the merger charges and procedures are
exempted from fiscal stamps and transfers fees
to the public authorities

"'

-
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REGUILATIONS ™=
J ojaer/JeJle
J,JI)*‘J“VL)L)IJ oo Lyt
Meaditrn & I of g Term Lendmg
Ce Jf]f]&.‘lCﬂdf | ’endlng
rl9 m ns saving/lending
=== g};}" —apltal Reqguirements: 12% CAR

]r‘-r IJ' &c) ‘:"

pam St

-—=:=-" -ega1 Reserve Requirements on LL

.an'-"'

e Forex Deposit Requirement: 15%
"o Credit card & ATM regulation

e Electronic clearing house for local credit card
transactions (ATM)
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Elac,crc 1IC Ban INg Networks
Tr JJJJ’I& Bank Shares

(elf aI Bank Supervision and Control
1 Money Laundering

'—0 LTbSIdlzed Credits

—L i

- ® Creation of a special account for the
management of the proceeds resulting
from the privatisation of public utilities

J
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BEIRUT STOCK MARKET po—
SARINATISATION, December2002™

- i
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= "T- n
- Funds
i 1.37%

— ~ Industrial

~ - sector Solidere
T 6.62% 30.25%
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—  Sector
A

Public Sector
84%

January 2002 24



Maicras ~on@mjg,_§hallenge?" -

r\,Ure;:J biinspreblemsargerendiinsustainabler
PUGgEL deficits and public debt: flow & stock

— rJJWJL eforms aiming at reducing budget deficits on a
U] able basis

— ,)s 1|c debt restructuring and reduction through
‘rlvatlzatlon and securitisation of receivables

—  Maintain real exchange rate stability
= 0 P-reserve financial & banking sector stability

- ® Adjustment program for entry into WTO, GAFTA
and implementation of EU Association
Agreement

- ..
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) Plejeshe ig ddu
— elf Qvember 2002, under the auspices of the
e .n ;r pvernment

) Pejsile] ipants
——»-49 maJor countries and international organizations

— —
-— -
e

~ S Am
~ - To mobilize international financial assistance for
= ~ Lebanon to restore public finance sustainability
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Ge Corss tments Received fr!oms- —
Dogle) ountﬁﬁs'

Toiz)) ,m: unt committed = US$4.4 billion as
'rolbw

o e $3 1 billion budgetary support to assist
.Jp_publlc debt restructuring

"2*0 US$ 1.3 billion in long-term infrastructure
project-related loans
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commitments from Paris 11 £

(“Ou rr\/

Saudi Arabia
France

Arab Fund for Social and Economic Fund
European Investment Bank

e

UAE

Malaysia

Canada

Italy

Bahrain

Qatar

World Bank

Kuwaiti Fund For Development

Arab Monetary Fund

European Union

Belgium

Oman

USD 700 million
USD 500 million
USD 500 million
USD 350 million
USD 300 million
USD 300 million
USD 300 million
USD 200 million
USD 200 million
USD 200 million
USD 200 million
USD 200 million
USD 150 million
USD 100 million
USD 80 million
USD 70 million

USD 50 million




Commitments From Paris IT by Source

- Saudi Arabia

- E = -

Arab Fund for Social
S and Economic Fund
11%

Mal aysia/

7%

\European Investment
UAE Bank

7% 7% 8%

\
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Funds of U 5$ 3.1 Dillion fo
Bidgetary suﬂ?@rt =

po—

-t"

o Totz) ) DUrSEments to date: $2,495 million

ERIVE O Financing:

— | J'“‘ million in Eurobonds 15-year maturity with
850/ coupon

, _- ‘SD 55 million soft loans with interest of 1.4 % & 4%
~ ¥ Disbursements by month:
:_j — US$ 405 million disbursed in Dec.2002

— US$ 600 million disbursed in Jan. 2003

— US$1,290 million disbursed in Mar.2003

— US$ 200 million disbursed in May 2003

,-.'—_

i
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nal Initiatives [

s—

2nt with commercial' banks:
cr tlon L0 zero-interest, two-year government

. unt equivalent to 10 percent of a banks
—== ep05|t base as of October 31, 2002 (total of USD
,,',"4 billion )

— —

-~ = Subscription to be made in seven equal
= - installments during January-August to control

liguidity

: ‘J&
—
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f=rema|n|ng holdings of government debt (TBs

== ;-_",: and Eurobonds), amounting to an additional

-~ US%1.8 billion, for a 15-year Eurobond
carrying a 4 percent coupon (December
2002)
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Pes|iive Results .;
i e J

BAPZIIS 1T debt restructuring and! project
[iECE PaCKade; along Wit

accor__: domestic initiatives affected
SXpectations of current & future course of
Jéc dynamlcs and market confidence

ﬂ@ad money (M3) increased by 3.2

= f:~percent iIn December, bringing its 12-
- month growth rate to 7.6 percent

(compared with 3.6 percent in the year

through July)

83



r OSM' eﬂlts - w
2 _— - |

-~ AP R—

i

.

h=‘°e dollar deposits in M3 declmed to
cent In December, from a high of 69.8
n ‘May: 2002

= o f; 16 4nterest rate on two-year TBs fell from an
e fectlve 16.1 percent (which included a 2

"T.:"-°percent premium then offered by the central
bank in its swap operations) to 9.2 percent by
end December
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Ve Results 2

eld on the th@e_month TB declined from
SICENLLO6:9 PENCENTIN the last auction
IIEEDrUary 6. Thergovernment IS ROt
sr Iy ISsuing Treasury bills, given its

J_E ftable liguidity position

preads on LL.ebanese Government Eurobonds
rowed from 987 basis points before Paris II
’611 Dasis points at end-January, compared
'Wlth a compression of about 41 basis points in
~ the EMBI Global spread during the same period

® [nterest rates on Lebanese pound and dollar
deposits have declined, by about 200 and 100
basis points, respectively
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EMBI+ vs Lebanon '09 (2 Years Historical Spreads)

”
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Sep-01  Dec-01 Mar-02 Jun-02 Sep-02  Dec-02 Mar-03 Jun-03

—— EMBI+ — Lebanon '09




JJr ates on LBP dropped by about
.)Jf' pomts Lending rate on USD
,)s ed! by 50 basis points

'0—.'.-

“ h:é LBP/USD exchange rate improved
= Tfom LBP 1,515 to LBP 1,500.
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> Central Bank gross international reserves
(excluding gold) increased to US$5.1 billion
by end-December (from US$3.1 billion in
June). Central bank accumulated another
US$ 5 billion in gross reserves during
January - May, bringing gross reserves to

more than USD 10 billion.

> Balance of payments recorded a surplus of

1,564 million at year end.




39



