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Key messages 

• Trade finance in Lebanon has been hit hard by the multiple 
crises that have stormed the country leading to serious 
challenges for economic players. 

• Small and medium-scale enterprises in the country are facing 
additional challenges to access trade finance to enable them to 
engage in external trade. 

• Serious reform at multiple fronts is needed to put the country 
back on track for development and further trade integration both 
regionally and globally through investment and trade. 
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Introduction 

Since October 2019, Lebanon’s 
macroeconomic framework has been hit 
by compounded crises, beginning with a 
political, economic and financial crisis, 
followed by the COVID-19 pandemic, and 
lastly the explosion at the Port of Beirut. 
Out of these three predicaments, the 
economic crisis has had the most negative 
and persistent effect on the economy.1 
Trade finance activity, in the once fully 
dollarized economy, has been hindered by 
an impaired banking sector, foreign 
exchange shortages and a fast-collapsing 
currency. All those factors have 
constrained trade activity, which fell by 
more than 80 per cent, and have induced  
a disruption along the whole supply chain. 

In the absence of an efficient and well-
functioning executive authority, recovery from 
this economic meltdown appears to be 
challenging. According to the World Bank Group 
Lebanon Economic Monitor for spring 2021, the 
Lebanese financial and economic crisis is likely 
to rank among the top ten, if not top three, most 
severe crisis episodes globally witnessed since 
the mid-nineteenth century. Hence, amid such 
severe depression, with all financial and 
economic activities coming to a stall, assessing 
the effect of mainly the COVID-19 pandemic on 
the development of trade finance poses a 

 

1 World Bank, 2021. Lebanon Economic Monitor, Spring 2021: Lebanon Sinking (to the Top 3). Open Knowledge Repository. 
Washington, D.C.: World Bank. Available at https://openknowledge.worldbank.org/handle/10986/35626. 

2 Harake, W., I. Jamali and N. Abou Hamde, 2020. The Deliberate Depression. Lebanon Economic Monitor (Fall). Washington, 
D.C.: World Bank Group. Available at http://documents.worldbank.org/curated/en/474551606779642981/Lebanon-Economic-
Monitor-The-Deliberate-Depression. 

challenge as various multiple interlinked 
variables have contributed to the slowdown of 
trade and trade finance and the collapse of the 
whole economy. 

The severe depression that has been affecting 
Lebanon has led to a drop of 40 per cent in the 
gross domestic product (GDP) coupled by a drop 
of 20.3 per cent in real GDP along with ramping 
inflation levels (figure 1). During 2019-2020, 
exports dropped by an average of 6 per cent 
while imports contracted by 41 per cent. These 
contractions have been highly correlated with the 
sharp drop, by 90 per cent, in trade finance 
resulting from a drop in demand mainly driven 
by high inflationary pressures of around 150 
per cent (by 2020) leading to the erosion of 
consumers’ purchasing power.2 

Considering the peculiarities and interlinkages 
that constitute the Lebanese economy, while 
accounting for the importance of trade and 
trade finance in the development and growth of 
economies, the following report will assess the 
status of trade and trade finance in Lebanon 
amid all three compounded crises. Chapter 1 
will offer a holistic overview of the country’s 
macroeconomic and financial framework. 
Chapter 2 will provide an overview of Lebanon’s 
trade structure and performance, pre- and post-
crises. The final chapter of the report will first 
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provide an overview of trade finance and will 
then highlight the impact of the COVID-19 
pandemic on trade finance performance, both 
globally and regionally, drawing lessons from 
past crises. The last part of chapter 3 will assess 
the challenges and opportunities facing trade 
finance in Lebanon post all three compounded 
crises while trying to offer a stand-alone 

estimate of the impact of the COVID-19 
pandemic. It should be noted that in the case of 
Lebanon, any realistic, well-measured 
recommendations for the way forward will need 
to tap into the structurally embedded political, 
economic and financial obstacles that have been 
hindering growth and development across 
all sectors. 

Figure 1. Lebanon’s main macro indicators growth, 2010-2020 (Percentage) 

 
Source: World Bank Indicators. Available at https://data.worldbank.org/country/LB. 
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1. Lebanon’s Macroeconomic 
and Financial Sector 

Constitutional, social and economic policies that 
were adopted by consecutive Lebanese 
Governments during the post-war era fell short 
in promoting productivity and competitiveness 
along with economic and monetary stability. 
The high level of public debt along with 
persisting twin deficits considering the lack of 
any productive contribution into the economy 
has created high dependency on capital inflows, 
while rendering the economy highly vulnerable 
to external and local shocks. 

A. The macroeconomic framework  
of Lebanon 

Lebanon is situated in the Levant on the eastern 
most part of the Mediterranean Sea, with the 
Syrian Arab Republic to the north and east, with 
Beirut as the capital. Lebanon has a population 
of 6.8 million people, divided into 18 different 
sects, and a widespread diaspora that is twice 
the size of the country’s own population. 
Lebanon has a long tradition of domestic free 
trade and investment policies, with free market 
pricing for most goods and services. The 
Lebanese economy is service-oriented, and its 

 
3 Investment Development Authority of Lebanon (IDAL), 2019. Investment Opportunities in Lebanon. Available at 

https://investinlebanon.gov.lb/Content/uploads/Publication/190404104112385~IDAL%20-
%20Investment%20Opportunities%20in%20Lebanon%20-%202019.pdf. 

4 International Monetary Fund, Middle East and Central Asia Department, 2019. 2019 Article IV Consultation-Press Release; Staff 
Report; Informational Annex; and Statement by the Executive Director for Lebanon. Country Report, No. 19/312. Available at 
https://www.imf.org/en/Publications/CR/Issues/2019/10/17/Lebanon-2019-Article-IV-Consultation-Press-Release-Staff-Report-
Informational-Annex-and-48733. 

main growth sectors include banking and 
tourism.3 

Over the past two decades, after 15 years of civil 
war that ended in 1990, Lebanon’s attempt to 
rebuild the economy relied heavily on local and 
international borrowing and some external 
funding from international financial institutions 
(IFIs), such as the European Investment Bank, 
the World Bank Group, and others, in the form 
of loans of which just a few really materialized. 
These borrowings and funding opportunities 
were not accompanied by a clear commitment 
from the Government to implement the needed 
economic reforms such as promoting private-
sector activity, streamlining public expenditures 
and raising public revenues, implementing tax 
reforms and increasing value-added-tax rates, 
which would promote sustainable growth in 
the country.4 

As a result of the borrowing spree, public debt 
rose from 53,987 billion Lebanese pounds (LBP) 
($35.99 billion) in 2005 to LBP86,974 billion 
($57.9 billion) in 2012 and reached LBP144,108 
billion ($98.24 billion) by 2020, representing a 
171 per cent share of GDP and marking a 
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150 per cent increase over a period of almost 
two decades (figure 2). Rather than building a 
productive and efficient economy that promotes 
job opportunities, economic diversification and 
investment in value-added sectors in order to 
finance its debt, the Government relied mainly 
on attracting foreign direct investments (FDIs) 
mainly in the form of remittances from the large 
Lebanese diaspora spread all over the world, 
and capital investments in real estate, in 
addition to drying up its revenues, primarily 
generated from tourism, rather than using it on 
productive capital expenditures.5 

Since the start of the so-called Arab Spring 
movement across the region in 2011, traditional 
sectoral drivers such as real estate, 

construction, finance, and tourism have been 
severely impacted by the regional turmoil. 
Combined with significant interruptions in 
governance and an almost complete absence of 
economic reforms in the face of large shocks, 
this led to persistently sluggish real GDP growth 
averaging around 1.7 per cent annually.6 

Furthermore, a confluence of local and global 
factors has exacerbated the already vulnerable 
fiscal and current account position of the 
country. From the Syrian war and its spillovers 
into Lebanon to heightened geopolitical 
tensions, all of these factors have further 
contributed to the slowing of the economic 
activity while increasing Lebanon’s risk 
premium. 

Figure 2. Evolution of Lebanon’s gross public debt, 2005-2020 (Billion Lebanese pounds) 

 
Source: Ministry of Finance, n.d.a. Public Debt Overview. Available at http://www.finance.gov.lb/en-
us/Finance/PublicDebt/PDTS/. 
 

 
5 World Bank, 2018. Lebanon Economic Monitor, Fall 2018: De-Risking Lebanon. Open Knowledge Repository. Washington, D.C.: 

World Bank. Available at https://openknowledge.worldbank.org/handle/10986/30866. 
6 Ibid. 
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The Lebanese economy has been characterized 
by a structural fiscal deficit mainly due to high 
and rigid expenditures, coupled with the 
absence of coherent revenue policies and poor 
management of revenues, among other factors. 
During the decade prior to the Syrian conflict, 
the overall fiscal deficit ranged from 17.8  
per cent of GDP in 2001 to 7.5 per cent in 2010, 
marking an average of 11.7 per cent of GDP over 
that period. As a result of these high and 
sustained deficits, Lebanon’s public debt peaked 
at nearly 180 per cent of GDP in 2006. However, 
during 2006-2010, the country experienced an 
improvement in its fiscal balance mainly due to 
an improvement in GDP growth rates. In 2011, 
the Syrian crisis, however, reversed this 

progress pushing the public debt up to 148.5  
per cent of GDP by the end of 2017.7 

The main factor behind the systematically high 
fiscal deficit is the nature of Lebanon’s 
expenditures. Expenditures have been 
characterized by large budget rigidities which 
curb fiscal space and flexibility to react to 
shocks. By 2018, the main constituents of 
expenditures were concentrated on wages, 
pensions, debt servicing, and transfers to 
Electricité du Liban (EDL), a public institution 
controlling almost entirely the electricity sector 
in the country, the combination of which 
accounted for an average of 76 per cent of total 
spending over the past decade (figure 3). 

Figure 3. Main composition of public expenditures, 2010-2018 (Million Lebanese pounds) 

 
Source: Ministry of Finance, 2018. Fiscal Monitor. Available at http://www.finance.gov.lb/en-us/Finance/PublicDebt/PDTS/.  

 
7 World Bank, 2019. Lebanon Economic Monitor, Fall 2019: So When Gravity Beckons, the Poor Don't Fall. Washington, D.C.: 

World Bank. Available at https://openknowledge.worldbank.org/handle/10986/33279. 
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The absence of fiscal space combined with the 
interruption in governmental presence and, 
thus, interruptions in official budgets during 
2005-2016 have resulted in a sharp fall in public 
spending on capital projects, which averaged 
around 1.6 per cent of GDP over the past 
decade, a rate that is significantly below 
comparator countries. As a result, the country’s 
infrastructure network and quality have 
deteriorated, particularly transportation, water 
supply and electricity. Further, low public 
investment in these sectors has caused capacity 
to lag behind demand, leading to a reduction in 
potential economic growth and an overall 
deterioration of living conditions.8 

On the demand side, the economy is strongly 
characterized by a large structural external 
deficit. Lebanon’s economy is a heavily 
consumption-based one; even when 

considering the supply side sectors such as real 
estate, trade and public administration, the main 
goods required are largely imported. Imports 
constitute an average of 85 per cent of the 
country’s overall trading activity, and the 15 
per cent of exports are mainly non-value-added 
goods that do not contribute much to the 
country’s productivity and GDP growth rate 
(figure 4). 

Even though Lebanon has always been 
characterized by a structural and sizeable trade 
deficit after the civil war, the country’s trade 
balance further deteriorated with the eruption of 
regional turmoil. Exports of merchandise goods 
have been specifically negatively affected by the 
closure of borders with the Syrian Arab 
Republic, through which exports were to access 
the markets of the Gulf Cooperation Council 
(GCC) and Iraq. 

Figure 4. Main structure of merchandise trade, 2009-2020 (Millions of dollars) 

 
Source: Ministry of Finance, n.d.b. Trade Data. Main composition of public expenditures, 2010-2018. 
 

 
8 Ibid. 
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Despite its sluggish overall trade balance, 
Lebanon has always had a net service trade 
balance of around $2 billion per year, with 
tourism constituting the highest contribution in 
export trade (19.1 per cent of GDP as at 2018), 
followed by financial activities and information 
and communications technologies (ICTs). 
By 2011, however, the service trade balance 
regressed by 43 per cent, reflecting mainly the 
drop in tourism activity (by 23 per cent), along 
with a slowdown in financial and ICT activities 
driven by the regional turmoil.9 

B. The financial and banking 
framework of Lebanon 

Up until the economic collapse of 2019, the 
Lebanese financial system was dominated by 

commercial banks, growing at a steady pace 
driven by several specific comparative 
advantages, namely, its banking secrecy law, 
its skillful workforce and its relatively stable 
currency and the strict regulatory framework set 
by the central bank of Lebanon known as 
Banque du Liban (BDL). During 2017-2018, the 
assets of commercial banks constituted on 
average 98 per cent of overall financial system 
assets.10 Moreover, commercial banks 
represented the main conduit in promoting 
economic activity among the private sector as 
most firms depended on commercial bank 
financing in order to conduct their day-to-day 
business. The banking sector financed on 
average 53 per cent of all firms’ activities via 
bank loans and trade financing tools, 
representing around 90 per cent share of 
GDP (figure 5).11

Figure 5. Domestic credits to the private sector in Lebanon 

 
Source: World Bank, n.d.a. Data – Lebanon. Available at https://data.worldbank.org/country/LB.  

 
9 Ministry of Finance, 2019. Trade Report. Available at http://www.finance.gov.lb/en-

us/Finance/EDS/TS/Trade%202019/Trade%20December%202019.pdf. 
10 Banque du Liban, 2017. Payments and Securities Settlement Systems in Lebanon (July) (accessed on 15 October 2021). 

Available at https://www.bdl.gov.lb/files/downloads/BDL_WhiteBook.pdf. 
11 Ibid., p. 3. 
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Up until 2016, commercial banks attracted 
depositors, mainly the large and wealthy 
Lebanese diaspora who appreciated the tight 
regulatory environment of BDL, the bank’s 
minimum exposure to toxic assets and the 
banking secrecy offered by Lebanese banks. 
However, the accumulation of regional political, 
economic and security shocks, including attacks 
by the so-called Islamic State of Iraq and the 
Levant (ISIL), the oil price fall and the Syrian 
conflict, put additional stress on Lebanon and its 
banking sector and led to a drop in FDIs mainly 
direct investments that were channeled to 
Lebanon for real estate investment along with 
non-resident deposits. 

In its conduct of monetary policy, BDL 
focused mainly on maintaining the peg of 
the Lebanese pound to the dollar, which 
has been fixed since December 1997. This 
policy necessitated holding sufficient foreign 
currency reserves by BDL to intervene in the 
foreign exchange market when necessary; these 
reserves amounted to about $36.77 billion in 
October 2017, representing approximately 75 
per cent of Lebanon’s GDP.12 

BDL also conducts its monetary policy by 
defining two operational targets, namely, (a) the 
spread between foreign currency deposit rates 
and those on international markets in order to 
attract capital to the country to finance the 
current account deficit and external debt; and 
(b) the spread between the interest rates of the 
Lebanese pound and the dollar in Lebanon to 
promote deposits in the national currency. This 
policy was able to attract large reserves which 
have assisted in improving the confidence in the 

 
12 Awdeh, A. (2019). Monetary Policy and Economic Growth in Lebanon. Journal of Central Banking Theory and Practice, vol. 8, 

Issue 2, pp. 147-171. Available at https://ideas.repec.org/s/cbk/journl.html. 
13 Ibid. 
14 Ibid., p. 1. 

banking system and increased its ability to 
attract a growing number of foreign deposits.13 

However, over the long term and with no 
productive sectors in place, the policy of 
holding the peg has exacerbated BDL’s 
foreign reserves and increased the 
vulnerabilities within the monetary 
framework, which became highly 
dependent on capital inflows for 
sustainability. This strategy has also  
resulted in a significant overevaluation of the 
exchange rate, further distorting Lebanon’s 
trade sector, among others According to the 
International Monetary Fund (IMF), by 2019, the 
exchange rate in Lebanon was overvalued by 50 
per cent.14 The main three sources of capital 
inflows Lebanon attracted were the following: 
(a) FDIs to invest mainly in real estate;  
(b) remittances from the large Lebanese 
diaspora; and (c) non-resident deposits. 
It should be noted that both FDIs and non-
resident deposits are highly vulnerable to local 
and external shocks. 

Despite all the regional turmoil, Lebanon’s 
banking sector enjoyed a comfortable capital 
cushion, mainly attributed to the prudent and 
conservative regulations imposed by BDL. The 
capital adequacy ratio by end of 2018, reached 
15 per cent still in line with Basel III 
requirements (banking association website). 

Over the past two decades, the Lebanese 
banking sector has been the main financer of 
the sovereign debt. According to the JP Morgan 
research centre, the banking sector holds some 
$36 billion of the total value of the debt, 



9 

 

representing a share of more than 50 per cent of 
the overall debt value. This dependence on the 
domestic market for financing has enabled 
Lebanon to reach such high debt levels without 
collapsing; however, it has added considerable 
stress to the country’s banking sector. 

Since mid-2018, there has been a slowdown in 
capital inflows, coupled by a decrease in bank 
deposits by 3.8 per cent and a slight increase in 
the dollarization rate from 68.51 per cent to 
69.89 per cent year over year. The main reason 
behind the crunch in inflow can possibly be 
attributed to the latest financial engineering 
activity implemented by BDL in 2018 which has 
wiped out most liquidity from the market and 
raised much concern about trust in relation to 
Lebanon’s economic and financial stability.15 

C. Compounded crises: the economic 
collapse 

On October 17, 2019, demonstrations 
erupted in various parts of the country in 
protest against the poor economic 
conditions coupled with the endemic 
corruption among the political and 
executive regime. These demonstrations were 
accompanied by acts of vandalism mainly 
targeting banks and retail stores, which led to 
bank closures from 18 to 31 October 2019. This 
long banking closure put on halt short-term 
financing for businesses leading to major 
disruptions all along the supply chain. 

Once reopened, banks implemented informal 
capital controls along with other uncoordinated 
measures aiming at mitigating the depletion of 

 
15 Ibid., p. 7. 
16 Ibid., p. 3. 
17 Ibid., p. 3. 

their foreign reserves. Banks tightened limits of 
foreign withdrawals setting the limit to $200-300 
per week. Once the COVID-19 lockdowns came 
about, foreign currency withdrawals were 
completely halted, and the banking sector 
imposed withdrawal limits on Lebanese 
currency accounts with the aim to control 
money supply and contain the further 
depreciation of the Lebanese pound.16 

In early March 2020, the country defaulted on 
foreign debts worth $1.2 billion, which resulted 
in the fast depreciation of the Lebanese pound. 
Multiple exchange rates emerged within a 
parallel black market, while BDL maintained the 
official exchange rate of LBP1,507 for all 
Government transactions. By the second quarter 
of 2020, BDL passed Basic Circular 151 that 
allowed businesses, and later individuals, to 
withdraw and transfer their pre-existing dollars 
available in dollar bank accounts at a rate of 
LBP3,900 per dollar, while the black market 
exchange rate averaged around LBP9,000-9,500 
per dollar. 

The compounded crisis of October 2019, along 
with the COVID-19 pandemic, further deteriorated 
the already weak fiscal position in the country. 
Lebanon’s GDP plummeted from close to $55 
billion in 2018 to an estimated $33 billion in 2020, 
representing a contraction by approximately 40 
per cent. Real GDP is estimated to have 
contracted by 20.3 per cent in 2020, following a 
decrease by 6.7 per cent in 2019.17 

Public debt ratios were further aggravated by 
the economic crisis. It is estimated that the debt-
to-GDP ratio reached 174 per cent by the end of 
2020, compared to an estimated debt-to-GDP 



10 

ratio of 171 per cent in 2019. It should be noted 
that the continuous worsening of the exchange 
rate will keep adding pressure on the debt-to-
GDP dynamic reflecting the depreciation of the 
Lebanese pound versus the dollar.18 

The multiple exchange rate system made it hard 
to assess the actual level of depreciation and the 
exchange rate pass-through to prices. However, 
based on World Bank country calculations, the 
average exchange rate depreciated by 129 
per cent in 2020 with the exchange rate pass-
through to prices resulting in an inflation of 84.3 
per cent over the same period. 

On the demand side, net exports were the only 
contributor to growth throughout 2019 and 

2020. The merchandizing trade deficit 
contracted by 54.8 per cent year over year, 
mainly due to a 47 per cent decrease in imports 
of goods during the same period along with a 6 
per cent decrease in exports of goods. 

The current account deficit contracted  
 during 2019-2020 mainly due to a sharp drop 
in imports. Following the informal capital 
controls imposed by the banking sector and 
the sovereign default, capital inflows (apart  
from remittances) stopped. Although  
impacted by the misfunctioning banking sector 
along with the consequences of COVID-19 
lockdowns, inflowing remittances remained 
sort of stable due to their countercyclical 
nature (figure 6).

Figure 6. Share of remittances of GDP, 2013-2020 

 
Source: World Bank, n.d.a. 

 
18 Ibid., p. 3. 
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2. Lebanon’s Trading Sector 

Lebanon is an import-based economy with the 
service sector, above all tourism, being the main 
contributor to its economic growth. The collapse 
of the economy along with the depreciation of 
the exchange rate led to a severe contraction in 
Lebanon’s trading sector and exposed certain 
structural weaknesses that have contributed to 
its collapse. 

A. Foreign trade policies and trade 
infrastructure 

Lebanon is considered a developing economy 
that has depended heavily on a strong 
contribution from its vibrant private sector. The 
country has enjoyed a competitive and free 
market system with a strong and unrestrictive 
commercial sector. However, the adverse 
reaction that the compounded crises had on its 
economy have affected its economic standing 
and the development of all its productive 
sectors including the private sector. The 
Lebanese economy has always been service-
dependent, with banking and tourism 
constituting the main two sectors of growth, 
with an average contribution to the GDP of 65 
per cent and 20 per cent, respectively, during 
2009-2019.19 

Up till the crises of October 2019, Lebanon was 
pursuing its accession to the World Trade 

 
19 World Bank, 2020a. GDP Growth (annual %) – Lebanon. Available at 

https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG?locations=LB. 
20 World Trade Organization, 2021. Lebanese Republic. Available at 

https://www.wto.org/english/thewto_e/acc_e/a1_liban_e.htm. 

Organization (WTO), whose application for 
accession had been pending since 1999. In the 
hope of accelerating Lebanon’s accession, WTO, 
in 2015, opened an accession office at the 
Lebanese Ministry of Economy and Trade with 
the aim to raise awareness on WTO issues in 
the country.20 

In support of its liberalized trading sectors, 
Lebanon signed the following trade policies as 
part of its comprehensive economic strategy to 
further integrate into the global economy: trade 
agreements with Arab countries and the 
European Union (Euro-Mediterranean 
Partnership Initiative); free trade agreements 
with the European Free Trade Association 
(EFTA) and the Greater Arab Free Trade Area 
(GAFTA); and several bilateral investment 
agreements for the promotion and protection of 
investments. Some of the trading partners of 
Lebanon include China, France, Italy, Saudi 
Arabia, South Africa, Switzerland, the United 
Arab Emirates, and the United States. 

Following is an overview of the main three trade 
agreements that are currently active in Lebanon: 

• Euro-Mediterranean Partnership 
Initiative: In June 2002, Lebanon signed an 
association agreement with the European 
Union with a view to creating a bilateral free 
trade area, which came into effect in 2006. 
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As a result of this agreement, all Lebanese 
industrial and agricultural products 
benefitted from free access to the market of 
the European Union. This agreement 
progressively liberalized trade in goods 
between the European Union and Lebanon, 
and it was gradually implemented during 
2008-2014. By 2020, Lebanon was the 54th 
trading partner of the European Union, while 
the European Union constituted the biggest 
trading partner of Lebanon, accounting for 
30.3 per cent of its total trade in goods, with 
38 per cent of Lebanon’s imports originating 
from the European Union and 9.7 per cent of 
Lebanon’s exports destined to the European 
Union.21 

• Free Trade Agreement with the 
European Free Trade Association 
(EFTA): This agreement was concluded 
between Lebanon and the EFTA member 
States, namely, Iceland, Liechtenstein, 
Norway, and Switzerland. The EFTA-Lebanon 
Free Trade Agreement covers trade in 
industrial goods, including fish and other 
marine products, as well as processed 
agricultural products. In addition, bilateral 
agreements covering basic agricultural 
products were concluded between the 
individual EFTA member countries and 
Lebanon, which form part of the instruments 
creating the free trade area. Between 2006 
and 2012, total bilateral merchandise trade 
between the EFTA States and Lebanon 
amounted to $3,431 million, constituting 14 
per cent of Lebanon’s exports. However, 

 
21 European Commission, n.d. Countries and Regions – Lebanon. Available at https://ec.europa.eu/trade/policy/countries-and-

regions/countries/lebanon/. 
22 European Free Trade Association, 2007. EFTA – Lebanon Free Trade Agreement enters into force. Available at 

https://www.efta.int/Free-Trade/news/EFTA-Lebanon-Free-Trade-Agreement-enters-force-2398. 
23 Ministry of Economy and Trade, n.d. Greater Arab Free Trade Area. Available at http://www.economy.gov.lb/en/what-we-

provide/trade/foreign-trade-department/international-agreements/gafta/ (accessed on 21 October 2021). 

during 2013-2017, this share dropped to 3.4 
per cent. The main EFTA imports from 
Lebanon include precious metals and stones, 
clocks and watches, and tobacco products, 
while the principal EFTA export products are 
precious metals and stones, pharmaceutical 
products, and clocks and watches.22 

• Greater Arab Free Trade Area (GAFTA) 
agreement: This agreement was declared 
within the Social and Economic Council of 
the Arab League as an executive 
programme to activate the Trade Facilitation 
and Development Agreement that had been 
in force since January 1, 1998. GAFTA 
members include 18 Arab countries, 
namely, Algeria, Bahrain, Egypt, Iraq, 
Jordan, Kuwait, Lebanon, Libya, Morocco, 
Oman, the State of Palestine, Qatar, Saudi 
Arabia, the Sudan, the Syrian Arab 
Republic, Tunisia, the United Arab Emirates, 
and Yemen. The agreement came into effect 
in 1998 and its gradual implementation was 
finalized in 2005. During the liberalization 
stage, member countries were allowed to 
schedule certain commodities for 
immediate liberalization. The free trade 
agreement covers all animal and 
agricultural products in their raw and 
processed form, and starting January 1, 
2005, all agricultural products became 
exempt from customs duties and other fees 
and charges.23 Over the last two decades, 
Lebanon’s exports to GAFTA members have 
constituted an average share of 48 per cent 
of total exports. 
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B. Trade structure: an import-based 
economy in crisis 

By the end of 2019, Lebanon ranked 124 (out of 
225) in terms of exports value globally.24 Lebanese 
exports of goods reached $3.7 billion, up by 26 
per cent from $2.9 billion in 2018.25 The main 
exported products, as highlighted in figure 7, were 
jewellery (32 per cent), machinery and electrical 
equipment (10 per cent), food products (9 
per cent), metal and metal products (9 per cent), 
chemical products (8 per cent), vegetables 
(6 per cent), plastics (5 per cent), and paper and 
paper products (4 per cent). While the main 
exporting destinations (figure 8), over the same 
period, were Switzerland (23 per cent),  South 
Korea (10 per cent), the United Arab Emirates (10 
per cent), Saudi Arabia (6 per cent), the Syrian 
Arab Republic (4 per cent) and Qatar (3 per cent).25F

26 

By the end of 2018, the industrial sector 
accounted for 8 per cent of GDP and employed 
20 per cent of the local labour force. Lebanon 
was home to a total of 4,700 companies, out of 
which 26 per cent were in the agrifood sector, 12 
per cent in the construction sector and 8 per cent 
in the chemical sector. By 2019, production of the 
industrial sector constituted 95 per cent of 
Lebanon’s overall exports basket amounting to 
$3.5 billion. Although the level of sophistication 
in production is still partly low, and such 
production is highly dependent on imports, the 
share of medium-to-high technology exports to 
overall exports, by 2018, stood at 21 per cent. 
Since the exports basket and its composition did 
not change during 2018 and 2019, the share of 
medium-to-high technology exports of exports 
in general can be estimated to have remained 
the same during that period.27 

Figure 7. Lebanon’s main exports, 2019 (Percentage) 

 
Source: Observatory of Economic Complexity (OEC), 2019. Lebanon. Available at https://oec.world/en/profile/country/lbn. 

 
24 Observatory of Economic Complexity (OEC), 2019. Lebanon. Available at https://oec.world/en/profile/country/lbn. 
25 Ibid., p. 8. 
26 Customs Administration, Republic of Lebanon, n.d. Annual Statistics. Available at 

http://www.customs.gov.lb/Trade_Statistics/Yearly/Yearly_Statistics.aspx. 
27 IDAL, n.d. Industry. Available at https://investinlebanon.gov.lb/en/sectors_in_focus/industry. 
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Figure 8. Lebanon’s main export destinations, 2019 (Percentage) 

 
Source: OEC, 2019. 

 

The agrifood sector is the highest contributor to 
the industrial sector, with total agrifood output 
constituting 38 per cent of overall industrial 
output and contributing 2.9 per cent to GDP. 
During 2010-2018, the agrifood sector grew at a 
compound annual growth rate of 9.5 per cent, 
reaching an overall value of $1.6 billion by end of 
2019. The sector comprised 1,245 companies, 
and agrifood exports accounted for 11.7 per cent 
of overall exports and 12.4 per cent of overall 
industrial exports, with Arab countries being the 
main destination markets (48 per cent). The top 
three agrifood products exported by Lebanon are 
dried fruits and nuts (10 per cent), processed 
chocolate (8 per cent), and vegetables and food 
preparation products (7 per cent). 

Lebanon is an import-based economy, with 
imports constituting more than 85 per cent of 

 
28 Ibid., p. 13. 

overall trading activity. By the end of 2019, 
Lebanon ranked 84 (out of 225 countries) in 
terms of imports value. Lebanese imports  
of goods reached $15.5 billion, down by 9  
per cent from $17.02 in 2018. This drop in 
imports is mainly attributed to a reduction in 
spending following the events of October 2019. 
The main products being imported are mineral 
products, including fuel for EDL (28 per cent), 
electrical equipment and products (10 
per cent), chemical products (10 per cent), 
vegetable products (7 per cent), transportation 
vehicles (7per cent), food products (6 per cent), 
jewellery (5 per cent), and metal products 
(5 per cent) (figure 9). The main countries of 
origin of Lebanese imports are China (9.3 
pecent), the United States (8.3 per cent), 
Greece (7 per cent), Italy (6.9 per cent), and 
Türkiye (5.8 per cent) (figure 10).28
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Figure 9. Lebanon’s main imports, 2019 (Percentage) 

 
Source: OEC, 2019. 

Figure 10. Main countries of origin of Lebanon’s imports, 2019 (Percentage) 

 
Source: OEC, 2019. 
 

In 2019, Lebanon’s trade-in-service balance 
share of GDP reached 51.9 per cent. Lebanon 
exported $13.5 billion worth of services, 
down by 12 per cent compared to 2018. The 
top exported services were personal travel 
(60 per cent), other business services (12 
per cent), financial services (6 per cent), and 

 
29 Ibid., p. 12. 

transportation (5 per cent). Lebanon imported 
services worth $13.3 billion, down by 7 per cent 
compared to 2018. The top imported services 
were personal travel (48 per cent), 
transportation (14 per cent), other business 
services (11 per cent), and financial services  
(10 per cent).29 
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Tourism is the largest services sector in 
Lebanon. Out of all sectors, it is the 
biggest contributor to the economy, 
amounting to 19.5 per cent of GDP in 2019, 
up from 19.1 per cent in 2018 and 
representing the second-highest ratio in 
the Middle East.30 Apart from the 
public sector, tourism is the largest 
employer in the country providing jobs to 
18.4 per cent of the total available labour 
force. During 2014-2018, the number of 
tourists visiting Lebanon increased at an 
average rate of 10 per cent. However, due to 
the events of October 2019, the number of 
tourists fell by 1 per cent from 2018 to 
2019 (figure 11). 

Imports, being highly dependent on 
foreign currency and on the banking 
sector for financing, were directly 
affected by the October 2019 crisis. 
Consequently, imports contracted by 18 per cent 
by the end of January 2020 and by 24 per cent 
by February 2020, compared to the same period 
in 2019. Contraction almost doubled by the end 
of March 2020, reaching 41 per cent, partly due 
to the COVID-19 pandemic and the global 
lockdowns, but also partly due to the default on 
the sovereign debt which added more pressure 
on the exchange rate peg leading to the 
emergence of multiple exchange rate platforms, 
along with the severe depreciation of the 
Lebanese pound (figure 12).31 

Figure 11. Number of tourists per year, 2014-2019 (Thousands) 

 
Source: Bank Audi, 2019. Lebanon Economic Report: Crisis Exists Still Possible, If Will to Reform Is Here. Fourth Quarter. 
Available at https://pwstg02.blob.core.windows.net/pwfiles/Library/Files/6d9c1248-acbb-46b1-9378-65291ba17a98.pdf. 

 
30 IDAL (2018). Infrastructure and Logistics Transportation. Available at 

http://www.databank.com.lb/docs/Infrastructure%20and%20Logistics%20Transportation%20in%20Lebanon%202019%20IDAL.p
df (accessed on 21 October 2021). 

31  Bank Audi (2020c). Lebanon Economic Report: For an Equitable Distribution of National Losses among Economic Agents. First 
Quarter. Available at https://pwstg02.blob.core.windows.net/pwfiles/Library/Files/723c400d-7174-4481-8bdf-09ae6f278eff.pdf. 
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Figure 12. Contraction of imports, 2020 (Percentage) 

 
Source: Bank Audi, 2020a. Lebanon Economic Report: Lebanon’s Economy Caught in Stagflation Apt to Face Significant 
Monetary/Financial Challenges in Year Ahead. Fourth Quarter. Available at 
https://pwstg02.blob.core.windows.net/pwfiles/Library/Files/0631314a-641a-41d5-ba60-7268027da695.pdf. 

 

The extent of the stand-alone effect of the 
COVID-19 pandemic on imports and on the 
whole economy over this period of time could 
not be easily assessed as several compounded 
factors have affected the economy 
simultaneously. The COVID-19 pandemic 
aggravated the economic activity in the country, 
and its effect was more direct and pronounced 
on the non-tradable sector, mainly the 
service sector. 

Just as the rest of world, Lebanon witnessed a 
serious contraction in its tourism sector by more 
than 77 per cent during the first half of 2020 
compared to the same period of 2019. The 
steepest drop was witnessed during the second 

 
32 Bank Audi (2020b). Lebanon Economic Report: The Stoppage of Monetary Drift Hinging upon the Containment of Foreign and 

Fiscal Deficits. Second Quarter. Available at https://pwstg02.blob.core.windows.net/pwfiles/Library/Files/1385826a-2470-420a-
abd8-7be5c55ed7e7.pdf. 

quarter of 2020 directly due to the COVID-19 
pandemic and the lockdowns imposed. The total 
number of passengers arriving to Beirut Rafik 
Hariri Airport dropped by 98 per cent during the 
second quarter of 2020, compared to a drop by 
34 per cent during the first quarter of 2020.32 

Lebanon’s agriculture and industry sectors 
reported a slowdown in 2020 as both came 
under pressure as a result of the economic crisis 
and the depreciation of the currency, which led 
to an increase in cost for both sectors. 
Agricultural imports contracted by 27.9 per cent 
while exports improved by 34.3 per cent during 
the first nine months of 2020. During 2020, the 
European Union, along with partners from the 
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United Nations, the United States Agency for 
International Development (USAID) and the 
Japanese Government, extended help in order 
to improve food security. As to the industrial 
sector, the depreciation of the currency led to an 
increase in the cost of production driven by an 
increase in the cost of imported raw material; 
both industrial exports and imports contracted 
during the first nine months of 2020.33 

Exports, which represent a small share of the 
whole trading activity, managed to maintain their 
steady increase and reached 41 per cent by 
January 2020 compared to January 2019. 
However, similarly to imports, by March 2020, 
export growth slowed down to 6 per cent and 
even became negative only to start contracting in 
April 2020 up till the end of the year. The steepest 
drop occurred during the period of May and 
August 2020, the former reflecting the effect of 

the COVID-19 lockdown on exports, while the 
latter reflects the effect of the Port of Beirut 
explosion. Generally speaking, exports contracted 
by approximately 6 per cent in 2020, registering 
the highest contractions in those products that 
are dependent on imports (figure 13).34 

C. Export performance: complexity 
and prospects of growth 

Lebanese exports increased fivefold during 
2000-2012, from $1 billion to $5 billion. 
However, recent regional turmoil along with 
local political tensions have highly affected the 
sector and have led to a reverse in its 
performance, which settled at $3.7 billion by 
2019. Despite this regression in its exports, 
Lebanon is still characterized by a well-
diversified export base in terms of products and 
market reach. 

Figure 13. Export growth, 2020 (Percentage of trade activity) 

 
Source: Bank Audi, 2020a. 

 
33 Ibid., p. 16. 
34 CMA CGM Group (2021). CMA CGM Group announces the acquisition of Tripoli Container Terminal Gulftainer Lebanon. 

Pressroom. Available at https://www.cma-cgm.com/local/lebanon/news/50/cma-cgm-group-announces-the-acquisition-of-
tripoli-container-terminal-s-gulftainer-lebanon (accessed on 19 October 2021). 
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Figure 14. Top six Arab countries in terms of export complexity ranking, 2019 

 
Source: OEC, 2019. 

 
Lebanon’s economic complexity index (ECI) 
stands at 0.29, ranking Lebanon 54 out of 146 
countries and highlighting the medium-to-low 
level of complexity of its exports. ECI measures 
the productive capability of a large economic 
system, in this case a country. The index is 
calculated considering the diversity of exports a 
country can produce and their ubiquity, 
meaning the number of countries who are also 
able to produce the same exports. Complex 
products such as heavy machinery and high-end 
technological products will be less common as 
they require special know-how for their 
production. In 2019, Lebanon ranked third in 
terms of ECI among all Arab countries, with 
Saudi Arabia and Bahrain ranking first and 
second (figure 14).35 

Even though Lebanon’s ECI does not reflect a 
high complexity of its productive sector, 
studies show that Lebanon exports 38 out of 

 
35 Ibid., p. 15. 
36 Atallah, S. and N. Ezzeddine (2019). Promoting Lebanese Complex Exports through Upgrading Productive Knowledge (August 

26). Lebanese Centre for Policy Studies. Available at https://www.lcps-lebanon.org/articles/details/2168/promoting-lebanese-
complex-exports-through-upgrading-productive-knowledge. 

37 Ibid., p. 19. 

the 100 most complex products in the world.36 
Lebanon’s product space maps out both the 
paths that the country can take to better 
diversify its production and its exports basket 
by identifying relatedness and available know-
how. It highlights, on the one hand, Lebanon’s 
presence in mainly jewelry, agrifood 
production and other processed foods and, on 
the other hand, its ability to have become more 
present in more complex and sophisticated 
sectors such as chemicals, machinery and 
metals (figure 15). 

It should be noted that most of the Lebanese 
exports, even the sophisticated ones, rely 
heavily on imports in the form of raw materials. 
Despite its reliance on imports, there is no 
doubt that the high level of know-how that 
exists among the Lebanese has allowed them to 
add value to the imports and produce better 
quality exports.37 
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Figure 15. Lebanon’s export product space, 2019 

 
Source: OEC, 2019. 

Figure 16. Export diversification, 2019 

 
Source: Atlas of Economic Complexity, n.d. CID website. Available at https://atlas.cid.harvard.edu/. 
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Lebanon’s export dynamics during the past 
fifteen years have been mainly driven by 
services, which have unfortunately taken the 
biggest hit as a result of the compounded crises. 
However, during 2004-2019, Lebanon has added 
nine new products to its export basket, which 
have added $8 in income/capita in 2019 
(figure 16). 

In order to grow and diversify further, 
Lebanon should intensify exploiting 
existing markets and products to enhance its 
exports base in order to reach the levels of 
integration required for a sustainable 
economic growth. 

The estimated total untapped potential for 
exports of Lebanon in 2019, based on the export 
potential assessment methodology of the 
International Trade Centre, stands at $141.3 
million, representing a share of 4 per cent of 
overall exports over the same period. The 
products with the greatest export potential that 
still remain untapped are live sheep (86 per cent), 
jewellery of precious metals (36 per cent) and 
nuts and other seeds (27 per cent). The markets 
with the greatest potential for Lebanon’s exports 
are Egypt (51 per cent), Saudi Arabia (46 per cent) 
and the United Arab Emirates (25 per cent), with 
the potential to add $103.7 million to the export 
income of Lebanon (figure 17). 

Figure 17. Potential markets for Lebanese products (Percentage) 

 
Source: Atlas of Economic Complexity, n.d. 
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3. Components, Players and Development  
of Trade Finance 

It is expected that the shortage in trade finance 
will negatively affect global trade from moving 
forward as the opening of economies post 
pandemic will require a significant injection of 
capital to allow production, operation and trade 
to resume. The speed of the recovery will 
depend on the speed of containing the  
COVID-19 pandemic through efficient roll-out of 
vaccines along with the implementation of 
growth-promoting fiscal strategies, underpinned 
by a strong medium-term debt management 
strategy. The challenges of recovery are larger 
for Lebanon in light of the absence of fiscal 
space, coupled with high debt levels, multiple 
exchange rates, and disruption along all its 
economic sectors, all this amid zero reform 
measures undertaken. 

A. Overview of trade finance: the main 
players 

The global exchange of goods depends on 
the availability of financial products called 
trade finance. In fact, according to WTO, 80-90 
per cent of world trade depends on trade and 
receivable finance allowing importers and 
exporters to mitigate the risks involved in 
international trade. A trade transaction involves 
two players, namely, exporters (sellers), who 
require payment for their products or services, 
and importers (buyers), who want to make sure 
that they receive what they have paid for in 
terms of quantity and quality. 

As international trade takes place across 
borders, with companies that are unlikely 
to be familiar with one another, there are 
various risks to deal with. The higher the 
risk, the higher the cost for trading, and in order 
to guarantee an efficient flow of goods and 
products, risk needs to be mitigated. The types 
of risks that can arise are the following: 

• Payment risks: are the risk for the exporter 
to be paid in full and on time, on the one 
hand, and the risk for the importer to get the 
goods they want, on the other hand. 

• Country risks: are a collection of risks 
associated with doing business with a 
foreign country and includes exchange rate 
risk, political risk and sovereign risk, among 
others. For example, in the case of Lebanon, 
post-crises, exchange rate, sovereign, and 
political risks exist, hence, hindering the 
availability of trade finance. 

• Corporate risks: are the risks associated 
with the companies involved 
(exporter/importer), their credit rating and 
their potential history of non-payment. 

Trade finance tools are the set of 
instruments used via commercial banks, 
insurance companies, IFIs and export 
credit agencies (ECAs), that act as 
intermediaries in order to facilitate trade 
operations while mitigating the related 
risk. Commercial banks account for 
approximately 80 per cent of all trade finance 
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activities.38 The amount and type of risk each 
market or country bears will have a great impact 
on the tools international exporters will be 
willing to accept. The main tools that are 
commonly used in Lebanon for trade finance 
operations are as follows: 

• Letter of credit: A letter of credit (LC) is a 
document that guarantees the buyer’s 
payment to the seller. It is issued by a bank 
and ensures timely and full payment to the 
seller. If the buyer is unable to make such a 
payment, the bank covers the full or 
remaining amount on behalf of the buyer. 

• Standby letter of credit: Similar to a letter 
of guarantee, a standby letter of credit is a 
legal document that guarantees a bank’s 
commitment of payment to a seller in the 
event the buyer defaults on the payment. 

• Open account: An open account 
transaction is a sale where the goods are 
shipped and delivered before payment is 
due. Obviously, this option is the most 
advantageous for the importer in terms of 
cash flow and cost, but it consequently 
presents a higher risk for the exporter. Such 
a payment tool requires high trust between 
the two parties involved. 

• Documentary collection: Under 
documentary collection payment, the 
exporter’s bank forwards documents to the 
importer’s bank and collects payment for 
shipped goods. 

• Advance cash payment: This method of 
payment means that the cost of the goods is 
paid upfront before the actual export of the 
goods. In other words, the cost of the goods 
is paid by the importer to the exporter before 

 
38 Committee on the Global Financial System, 2014. Trade finance: developments and issues. Basle: Bank for International 

Settlements. Available at https://www.econbiz.de/Record/trade-finance-developments-issues-report-submitted-study-group-
established-committee-global-financial-system-group-chaired-john-clark-federal-reserve/10010471953. 

39 European Bank for Reconstruction and Development, n.d. Trade Facilitation Programme. Available at 
https://www.ebrd.com/work-with-us/trade-facilitation-programme.html. 

the delivery of the goods either through a 
bank or other ways. It should be noted that 
this method of payment is the main method 
adopted by importers in Lebanon post-crises 
as international exporters are reluctant to 
carry the high country risk embedded in the 
other regular means of payment. 

Other supporters of trade finance include IFIs 
such as the European Bank for Reconstruction 
and Development (EBRD), IMF, World Bank, and 
the International Finance Corporation (IFC) that 
support trade finance development, mainly for 
developing economies. Their support is either 
via the creation of programmes specialized in 
trade finance that provide the required funding 
through commercial banks or governmental 
trading agencies, or via technical assistance and 
capacity-building projects. This report will focus 
mainly on the role of EBRD and IFC as they are 
the major players in trade finance in Lebanon. 

The Global Trade Finance Programme (GTFP) of 
IFC was launched in 2005. The programme 
extends and complements the capacity of banks 
to deliver trade financing by providing risk 
mitigation in new or challenging markets where 
trade lines may be constrained. Under GTFP, by 
the end of 2020, IFC had issued guarantees 
covering more than 68,000 transactions worth 
more than $66.5 billion.39 

The trade facilitation programme (TFP) of EBRD 
has been running since 1999 and has offered 
considerable support in the development of 
trade finance across the EBRD regions. The 
programme aims to promote foreign trade to, 
from and within EBRD regions by offering range 
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of products to facilitate trade, such as 
guarantees and trade-related cash advances.40 

In the case of Lebanon, IFC and EBRD have 
been very active in trade finance via their 
trade facilitation programmes. Their 
involvement will be further discussed below. 

In addition to the role of various IFIs in 
supporting trade finance around the world, 
national, regional and international ECAs play 
an equally important role in assisting trade 
activities. They provide the needed credit 
facilities or the required guarantees and 
insurance that work as collateral to lower the 
financing cost and facilitate its access. 

The facilitation of trade flows by ECAs is very 
important in supporting the needed economic 
growth and development of countries around 
the world. ECAs are either governmental 
agencies, quasi-governmental agencies or 
private commercial financial institutions. It is 
estimated that the members of the Berne Union, 
which is the largest association of export credit 
agencies and investment insurers, collectively 
finance some $2.5 trillion of trade activity on a 
yearly basis, representing 13 per cent of the 
world transboundary trade, which stresses the 
importance of ECAs.41 

In the Arab region, only 12 countries have 
Government-owned ECAs or export/import 
banks or particular programmes dedicated to 
trade finance. In addition to the national ECAs, 
two regional multilateral ECAs exist in the 
region. The first one, the Arab Investment and 
Export Credit Guarantee Corporation (Dhaman), 

 
40 Ibid. 
41 Committee on the Global Financial System, 2014. 
42 Dhaman, n.d. Position of Arab Countries in International Indicators. Available at https://www.dhaman.net/en/statistics/#stat-list 

(accessed on 15 August 2021). 

was established in Kuwait in 1974 as the first 
multilateral investment guarantee provider in 
the world. Dhaman is entirely owned by 21 Arab 
countries through a 58 per cent direct 
ownership and a 42 per cent indirect ownership 
through four main multilateral Arab financial 
institutions owned by Arab countries. Dhaman’s 
main mandate is to support the economic 
development of its member States by 
facilitating the flow of Arab and foreign 
investments among its member States in order 
to support investment and trade activities. 

The main tools provided by Dhaman are short-
term domestic and export guarantees as well as 
medium-term export and investment 
guarantees. Dhaman’s main trading assistance 
focuses on medium to long-term (MLT) 
financing that supports regional working capital 
facilities to larger projects. This focus is 
reflected in Dhaman’s portfolio distribution 
where the total value of short-term export credit 
guarantees constituted 39 per cent of total credit 
guarantees extended by Dhaman, and the 
remaining 61 per cent were extended for MLT 
(figure 18).42 

The second regional ECA is the Islamic 
Corporation for the Insurance of Investment and 
Export Credit (ICIEC), which was established in 
1994 as the official export credit and investment 
insurance arm of the Islamic Development Bank 
Group. ICIEC’s main mandate is to promote 
intertrade and facilitate FDI in the member 
countries of the Organization of Islamic 
Cooperation (OIC) through offering shari’a-
compliant trade credit and investment 
insurance. 
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Figure 18. Total value of Dhaman export credit guarantees, by type, 2012-2019 

 
Source: Dhaman, n.d. Postion of Arab Countries in International Indicators. Available at 
https://www.dhaman.net/en/statistics/#stat-list. 

Figure 19. ICIEC performance highlights, 2015-2019 

 
Source: Dhaman, n.d. 

 
ICIEC’s objective is to fill the gap and step in 
whenever risk appetite tightens up and is 
unmet by private providers. ICIEC engages 
with national, regional and multilateral credit 
and political-risk insurers to create 
additional insurance capacity through 
reinsurance. In 2019, ICIEC’s value of short-

 
43 Islamic Corporation for the Insurance of Investment and Export Credit, 2019. 2019 Annual Report. Available at 

https://iciec.isdb.org/annual-report-single-2019/. 

term insured businesses increased by 17 
per cent, while the value of MLT insured 
businesses increased by more than 400 
per cent, highlighting the important role ICIEC 
played in bridging the increasing trade gap in 
order to maintain efficient trade flow among 
its members (figure 19).43 
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B. Trade finance in Lebanon: 
implications of the crises 

1. Trade finance in Lebanon: main players 
before the crises 

For years, Lebanon relied on dollar inflows from 
abroad to finance imports and public spending 
and maintain the Lebanese pound-to-dollar peg. 
Those dollars were deposited in Lebanese 
banks, which, in turn, lent them to the State in 
the form of deposits at the BDL or Lebanese 
debt instruments. Up until the beginning of 
crisis at the end of 2019, 70-75 per cent of all 
commercial banking assets were tied to the 
sovereign debt in those two forms while the 
remaining 25-30 per cent constituted simple 
lending instruments for private activities such as 
personal, housing, car, or corporate loans as 
well as trade instruments such as LCs, letters of 
guarantee, and others.44 

Unlike some other Arab countries, Lebanon 
never had a Government-owned credit 
insurance institution or an export-import bank. 
As such, throughout its modern history, all the 
trade activities in the country have been 
supported by four main players: (a) local private 
commercial banks; (b) IFIs active in the country, 
namely EBRD and IFC; (c) the Lebanese Credit 
Insurance Company; and (d) institutional 
regional support such as Dhaman. 

(a) Private commercial banks 

Since the end of the civil war, most of the trade 
finance activities in the country were conducted 
through local private commercial banks. The total 
of utilized import LCs and inward bills for 

 
44 Banque du Liban, n.d.a. Statistics and Research. Available at https://www.bdl.gov.lb/tabs/index/6/189/Money-Market-

Instruments.html (accessed on 15 October 2021). 

45 Ministry of Finance, 2019. 

collection constituted 35 per cent of overall 
imports during 2017-2018, while utilized export 
LCs and outward bills for collection constituted 
approximately 95 per cent of overall exports.45 
It should be noted that the import finance figures 
above do not accurately reflect the important role 
of commercial banks in their support of trade 
finance, mainly since the biggest share of trade 
financing is conducted either via stand-by LCs 
(also known as LGs) or open accounts in the form 
of direct transfers mainly on behalf of big 
importers who have built a strong and 
trustworthy relationship with their 
counterparties. Both transactions are not 
captured by the financial system, yet constitute 
the majority of the overall trade finance activities. 

(b) International financial institutions and their 
trade programmes 

Over the past two decades, IFIs such as EBRD 
and IFC have played a critical role in facilitating 
trade finance activities in Lebanon by providing 
trade confirmation lines in support of Lebanese 
banking risk vis-à-vis their international 
counterparts across the globe. Their support 
was rendered under the following programmes: 

(i) IFC Global Trade Finance Programme 

In 2006, IFC launched its GTFP in Lebanon by 
partnering with the Bank of Beirut, which allowed 
the bank to expand its network relationships, 
resulting in the expansion of Lebanon’s share of 
global trade. Under GTFP, IFC provided partial or 
full guarantees against underlying trade 
instruments and covered the payment of the 
participating issuing bank. Of the overall 
commitment of $7.9 billion to support trade 

https://www.bdl.gov.lb/tabs/index/6/189/Money-Market-Instruments.html
https://www.bdl.gov.lb/tabs/index/6/189/Money-Market-Instruments.html
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finance in the Middle East and North Africa 
(MENA) region, IFC’s commitment for Lebanon 
amounted to $3.4 billion, or 43 per cent. From the 
period of its launch in Lebanon in 2006 until 
September 2019, the total number of guarantees 
extended by GTFP amounted to $5.5 billion 
divided into annual commitments of $550 million 
distributed among 10 partnering banks (box 1). 
However, by the end of September 2019, IFC 
decided to close GTFP in the country due to the 
perceived risk from the local Lebanese banks.46 

(ii) EBRD Trade Finance Programme 

In September 2017, Lebanon joined the Southern 
and Eastern Mediterranean region of EBRD. As a 
result of that, in 2018, EBRD launched its trade 
finance programme in Lebanon through 
disbursing approximately $225 million to  
four leading banks, namely, Fransabank, Bank 
Audi, BLOM Bank, and Byblos Bank. However,  
no data are available to assess the actual 
committed/booked guarantees that have been 
used to finance exports and imports throughout 
2017 and up till the crisis of October 2019. 

Box 1. GTFP partnering banks in Lebanon 

• Bank of Beirut. 
• Banque Libano-Française. 
• Bank of Beirut and the Arab Countries (BBAC). 
• BLC Bank. 
• BLOM Bank. 
• Byblos Bank. 
• Credit Bank. 
• Credit Libanais. 
• Fransabank. 
• Société Générale de Banque au Liban Sal. 

(SGBL). 
Source: International Finance Corporation (IFC), n.d. 
GTFP Issuing Banks. Available at 
https://www.ifc.org/wps/wcm/connect/industry_ext_cont
ent/ifc_external_corporate_site/financial+institutions/pri
orities/global+trade/gtfp-banks. 

 
46 International Finance Corporation (2011). IFC Trade Finance Helps Banks in Lebanon Support Trade and Create Jobs. Available 

at https://pressroom.ifc.org/all/pages/PressDetail.aspx?ID=23711. 

(c) Lebanese Credit Insurer 

Lebanese Credit Insurer (LCI) is a privately-
owned credit insurance company, established in 
2001, covering domestic and export trade 
receivables for Lebanese companies across the 
globe. LCI is the first independent specialized 
trade credit insurer in Lebanon and the Middle 
East. Today, the company is present in 17 
countries and services the MENA, Eastern 
European and African regions. According to Mr. 
Karim Nasrallah, General Manager of LCI, by the 
end of 2019, LCI had insured a turnover worth 
$2.8 billion, with an actual outstanding exposure 
of more than $800 million, and total managed 
limits for more than 25,000 buyers. 

Since its establishment, LCI’s main mandate has 
been to focus on the short-term business of 
insuring companies’ accounts receivables, 
mainly short-term domestic and export trade 
credit. LCI was launched to fill an important 
institutional gap in Lebanon’s financial sector by 
assisting SMEs and domestic exporters with a 
new mechanism for managing asset risk and a 
cheaper financing alternative through insurance 
coverage on their trade credit. During 2018-
2020, LCI’s trade insurance activity mainly 
focused on domestic trading, which constituted 
a share of 81 per cent of its overall insurance 
turnover (table 1). 

Table 1. Turnover of LCI divided into domestic and 
export credits, 2018-2020 (Dollars) 

Year Domestic Export Total 

2018 1,893,162,871 282,886,406 2,176,049,277 

2019 2,316,358,826 538,420,080 2,854,778,906 

2020 1,357,951,118 448,298,252 1,806,249,370 

Source: LCI database https://lci.com.lb/publications/. 

https://lci.com.lb/publications/
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(d) Dhaman 

Lebanon holds 0.82 per cent of shares of 
Dhaman, which has provided modest support to 
Lebanon. Trade in Lebanon is ranked at fifth and 
third places among Arab countries in terms of 
the total value of its export and import 
guarantees provided by Dhaman. During 2019, 
the overall value of Lebanon export credit 
guarantees amounted to $15.3 million, 
representing a share of 1.1 per cent of export 
credit guarantees of all Arab countries, while the 
overall value of imports credit guarantees 
amounted to $322.5 million, representing a 
share of 24 per cent of that of Arab countries. 
Comparing Dhaman’s value of engagement with 
the overall value of Lebanon’s exports and 
imports reveals the minimal role of Dhaman in 
financing Lebanon’s trade finance operations, 
with barely a share of 0.4 per cent and 2 
per cent, respectively.47 

2. COVID-19 in Lebanon: a pandemic at  
the heel of an economic collapse – 
Government response and the effect  
on trade finance 

As explained earlier, while the macroeconomic 
framework of Lebanon had already exhibited 
vulnerabilities before October 2019, the events 
that followed further exacerbated both the 
economic and financial standing of the 
country and its monitory policy. As BDL 
stopped supplying local commercial banks 
with the needed liquidity in dollars resulting 
in the inability of commercial banks to keep 
up with the depositors’ demand to withdraw 
their dollar deposits after October 2019, 

 

47 Dhaman, n.d. 

all commercial banks were forced to impose 
informal capital control measures in order to 
avoid a complete collapse of the system. This 
immediately led to the creation of a parallel 
exchange rate between dollars and Lebanese 
pounds in the market after more than 22 years 
of a fixed stable exchange rate that had been 
set at LBP1,507 per $1 in 1997. 

The Government default on its Eurobond 
obligation in March 2020 further aggravated 
the trust in Lebanon and its financial system, 
which, in turn, led to additional pressure  
on the exchange rate, drastically decreasing 
the value of the Lebanese pound on the  
black market. BDL made several attempts  
to stabilize the exchange rate; however,  
with the lack of needed foreign currency 
liquidity in the system, all attempts were  
forced to fail and led to the establishment of 
several exchange rates in addition to the 
official one (box 2). 

Box 2. Different Lebanese pound/dollar exchange 
rates, by 2020 

• Official exchange rate: LBP1,507.5/dollar for 
Government transactions only. 

• E-platform rate: LBP3,900/dollar used to 
withdraw the electronic dollars from banks 
accounts. 

• Black market rate: prevailing rate used for most 
transactions. 

• New platform rate under Circular 158: 
LBP12,000/dollar for withdrawals of electronic 
dollars by qualified depositors. 

Source: BDL Website 

https://www.bdl.gov.lb/news/index/5/64/Public-

Announcements.html. 

https://www.bdl.gov.lb/news/index/5/64/Public-Announcements.html
https://www.bdl.gov.lb/news/index/5/64/Public-Announcements.html
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As a result of this collapse, three different 
currencies emerged, namely, electronic dollar, 
fresh dollar and Lebanese pound: 

• Electronic dollars (Lolar): dollars deposited at 
commercial banks prior to the October 17, 
2019 events and prior to the implementation 
of the informal capital controls. The 
withdrawal of these “Lolars” in dollar 
currency is restricted, and the only way to 
withdraw them is in Lebanese currency at a 
rate LBP3,900/dollar as per BDL Circular 151, 
with specific restrictions on monthly 
withdrawals, namely, a maximum of 5,000 
electronic dollars. 

• Fresh dollars (dollars): actual dollar bills 
transferred into or deposited in designated 
fresh dollar accounts after October 2019. 

• Lebanese pounds (LBP): Lebanese pound 
accounts at commercial banks also follow 
some restrictions in terms of withdrawal in 
an attempt to contain the levels of money in 
circulation and to avoid further inflation. 

The COVID-19 pandemic came at a time when 
Lebanon was experiencing among the worst 
economic, financial and political crises in its 
modern history. For this reason, it is hard to 
estimate with accuracy the additional impact  
of the pandemic on the already dire situation. 
Even before the pandemic, many businesses  
had closed their doors in response to the 
economic downturn. While the economic crisis 
had impacted all sectors of the economy, the 
COVID-19 pandemic worsened the situation for 
the non-tradable sectors such as tourism, 

 
48 World Bank, 2020d. Lebanon Economic Monitor, Fall 2020: The Deliberate Depression. Washington, D.C.: World Bank. Available 

at https://www.worldbank.org/en/country/lebanon/publication/lebanon-economic-monitor-fall-2020. 
49 Abi-Rashed, J. M. and I. Diwan, 2020. The Socioeconomic Impact of COVID-19 on Lebanon: A Crisis Within Crises. 

EUROMESCO Spot-On No. 19, June. Available at https://www.euromesco.net/wp-content/uploads/2020/06/Spot-On19-The-
Socioeconomic-Impact-of-Covid19-on-Lebanon-A-Crisis-within-Crises-Joelle-M.-Abi-Rachel-and-Ishac-Diwan.pdf. 

50 Ibid., p. 3. 
51 Banque du Liban, n.d.b. Statistics and Research: Daily Exchange Rates. Available at 

https://www.bdl.gov.lb/tabs/index/6/289/Daily-Exchange-Rates.html. 

hospitality and transport. In the Lebanon 
Economic Monitor, Fall 2020,48 the World Bank 
used mixed-data sampling models to nowcasting 
and forecasting GDP with and without the effects 
of the COVID-19 pandemic in an attempt to 
isolate and measure the effect of the COVID-19 
pandemic. The study showed that the estimated 
COVID-19 impact averaged at 2.5 per cent of GDP 
in 2020 and 1.1 per cent of GDP in 2021. The 
Ministry of Social Affairs, however, estimated 
that the impact of the COVID-19 pandemic on 
poverty and unemployment would lead to an 
additional downturn of 5 per cent, increasing 
unemployment and poverty rates to 50 per cent.49 

As a first response to the crisis, BDL resorted to 
expanding its subsidies. In addition to fuel, 
electricity and wheat, pharmaceutical and 
medical supplies were added to the list. By mid-
April 2020, as a response to the COVID-19 
pandemic, more items were added to the 
subsidy list, mainly food and essential need 
items. By the end of 2020, the annual cost of 
these subsidies was estimated at approximately 
$4 billion.50 The decision of BDL to increase 
subsidies came as a response to decreasing 
capital inflows and increasing importation 
needs, with the aim to preserve the purchasing 
power of the population. This decision created 
an import/foreign reserve trade-off that led to 
the further decline of foreign reserves by $13.8 
billion since 2019, reaching $23.5 billion (and 
$14 billion by November 2021).51 

However, these subsidies, in the presence of 
multiple exchange rates with the black-market 
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rate being the prevailing one, lead to price 
distortion, hoarding and smuggling, and the 
main purpose of subsidies to preserve the 
purchasing power of the population was 
defeated. The subsidized items were either  
not found in supermarkets or sold at prices 
higher than intended. Under such 
circumstances, the subsidy programme proved 
to be regressive as it benefitted the rich far 
more than the economically marginalized 
segments of the population. 

As a result of the economic downturn, formal 
trade financing came to a near halt, partly due 
to the severe contraction in the liquidity of 
commercial banks, and partly due to the 
restrictions imposed by correspondent banks 
as a response to the increased financial risk of 
dealing with Lebanon. According to Mr. Gabriel 
Drouby, Group Head of Financial Institutions 
and Correspondent Banking at Bank Audi, 
corresponding banks stopped accepting 
regular LCs and required cash collateral for 
every trade transaction instead. These 
restrictions have translated into sharp 
contractions in trade finance and a sharp 
increase in costs associated with it. By the end 
of 2020, import LCs and inwards bills for 
collection dropped by 92 per cent and 62 
per cent, respectively, compared to 2019, while 
export LCs and outward bills for collection 
contracted by 86 per cent and 97 per cent, 
respectively. With the persistence of the crises, 
the economy transformed into a cash economy 
and formal trade finance tools were completely 
marginalized. 

While the blanket subsidy, in the form of 
providing the needed foreign exchange liquidity 
to allow importers to import certain items at a 

fixed exchange rate (the official rate), could be 
seen as some sort of support to enable 
importers to continue importing such items 
without the need to worry about the availability 
of foreign exchange liquidity, it put a huge 
strain on the foreign exchange reserve at the 
Central Bank and was not sustainable without 
inflows of foreign exchange into the country. 

At times of crisis such as the COVID-19 
pandemic, countercyclical IFIs and other 
multilateral trade finance providers would 
usually attempt to inject liquidity into the market 
in order to maintain the flow of trade and assist 
countries in such difficult times. However, in the 
case of Lebanon, the creation of the multiple 
exchange rates and the sharp depreciation of the 
currency, amid a complete absence of any 
Government reforms, made it impossible to 
assess the level of risk associated with any 
financial dealings in the country. For instance, 
there is a lot of ambiguity about which exchange 
rate should to be used legally for various 
transactions, which, in the absence of any clear 
legislative directive, increases the transacting risk 
of businesses and commercial banks. 

By the end of the third quarter of 2021, the 
Lebanese pound had lost more than 85 per cent 
of its value. With the lack of available foreign 
reserves, the Government was forced to stop 
most of the subsidies, except some on certain 
pharmaceutical products and wheat, and yet did 
not propose a concrete reform strategy to 
address the near social and economic collapse. 
Accordingly, it is expected that inflationary 
pressures will persist and even worsen, eroding 
the purchasing power of consumers and, hence, 
further negatively affecting trade finance and 
the demand for goods.
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Table 2. Documentary credits for import financing (Millions of dollars) 

 2019 2020 2019/2020 7M-2020 7M-2021 7M-20/7M-21 

Documentary letters of credit 

Opened credits 5,657 342.9 -93.94% 314.0 44.3 -85.9% 

Utilized credits 5,547 443.7 -92.00% 386.8 33.2 -91.4% 

Outstanding credits 10,878 2,017.9 -81.45% 1,556.0 360.7 -76.8% 

Bills for collection 

Inward bills 814.1 307.8 -62.19% 180.9 145.4 -19.6% 

Outstanding bills 685.4 410.6 -40.09% 240.6 323.0 34.2% 

Source: BDL, Bank Audi's Group Research Department. Available at https://www.bankaudigroup.com/group/audi-research. 

Table 3. Documentary credits for export financing (Millions of dollars) 

 2019 2020 2019/2020 7M-2020 7M-2021 7M-20/7M-21 

Documentary letters of credit 

Opened credits 2,854 188.5 -93.40% 149.6 71.6 -52.1% 

Utilized credits 2,862 408.6 -85.72% 328.8 44.6 -86.4% 

Outstanding credits 9,881 3,403.3 -65.56% 2,420.4 966.9 -60.1% 

Bills for collection 

Outward bills 905.8 272.2 -69.95% 184.9 120.9 -34.6% 

Outstanding bills 4,416.7 2,721.1 -38.39% 1,826.0 1,496.8 -18.0% 

Source: BDL, Bank Audi's Group Research Department https://www.bankaudigroup.com/group/audi-research. 

 

  

https://www.bankaudigroup.com/group/audi-research
https://www.bankaudigroup.com/group/audi-research
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C. Global and regional trade finance 
performance after the COVID-19 
pandemic: lessons from past crises 

Trade is an engine of growth that contributes to 
the creation of better jobs, reduction of poverty 
and increase of economic opportunity across 
the globe. In 2019, the trade value of all goods 
exported across the world amounted to 
approximately $19 trillion in current prices, 
compared to $6.45 trillion in 2000, recording a 
growth of almost 200 per cent over a decade.52 
However, as a result of the COVID-19 pandemic 
and the global lockdowns imposed across 
economies, the total volume of trade fell to 
$17.87 trillion in 2020. Global service trade was 

the most impacted with a year-on-year decline 
amounting to 23 per cent, which is more than 
twice the decline registered during the financial 
crisis of 2008-2009.53 

Globally, as per the World Bank data on trade, 
by 2019, trade contributed 58 per cent of the 
world’s GDP, marking an estimated growth rate 
of 200 per cent during 2000-2019 (figure 20). 
However, as a result of the COVID-19 pandemic 
that has led to global economic restrictions and 
lockdowns, global trading activity contracted  
by 10.9 per cent by 2020, generating an 
estimated trading finance need of $1.9-$5 trillion 
in order to return to the 2019 trade finance 
supply levels.54

Figure 20. Global trade as percentage of GDP, 2000-2019 

 
Source: World Bank, n.d.b. Trade (% of GDP). Available at https://data.worldbank.org/indicator/NE.TRD.GNFS.ZS. 

 

52 Statista, 2021. Trends in global export value of trade in goods from 1950 to 2020. Available at 
https://www.statista.com/statistics/264682/worldwide-export-volume-in-the-trade-since-
1950/#:~:text=In%202019%2C%20the%20global%20trade,trillion%20U.S.%20dollars%20in%202000. 
https://www.statista.com/statistics/264682/worldwide-export-volume-in-the-trade-since-
1950/#:~:text=In%202019%2C%20the%20global%20trade,trillion%20U.S.%20dollars%20in%202000 (accessed on 30 October 2021). 

53 Trading Economics, n.d. Balance of Trade. Available at https://tradingeconomics.com/country-list/balance-of-trade. 
54 Organisation for Economic Co-operation and Development (OECD), 2021. Trade finance in the COVID era: Current and future 

challenges. Available at https://www.oecd.org/coronavirus/policy-responses/trade-finance-in-the-covid-era-current-and-
future-challenges-79daca94/. 
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Commercial banks account for some 80 per cent 
of all trade finance activities, along with other 
financial institutions such as ECAs, private 
insurance companies and IFIs such as the World 
Bank Group. The role of commercial banks, 
ECAs and even IFIs is to help Governments and 
companies engage in world trade, by offering 
credit and guarantees that help in mitigating 
risks so that goods and services can flow across 
the globe in a smooth and secure manner. 
However, in times of crises and economic 
turmoil, the regular flow of trade finance tends 
to shrink significantly. This is when IFIs and 
ECAs step in to provide the support required to 
close the gap and maintain the flow of goods 
and services across the globe. This was very 
apparent during the 2008-2009 global financial 
crisis as well as during the current COVID-19 
pandemic. This shrinkage is usually driven by a 
rise in the cost of trade, highlighting the 
problem of affordability and accessibility for 
exporters, especially those based in emerging 
markets where inherited risks are higher. Under 
such economic downturns, Governments across 
the globe formulated measures and tools to 
reduce the effect of the pandemic on their 
economies.55 

Preserving international trade flows became one 
of the main concerns for all Governments around 
the world while fighting a major global 
pandemic. The main objective was to keep the 
necessary liquidity required to support trade 
finance across countries in order to limit 
economic contraction. The world has 
experienced many financial shocks in modern 
history, including that of the Great Recession of 

 
55 Arezki, R. and others, 2020. Trading Together: Reviving Middle East and North Africa Regional Integration in the Post-COVID 

Era. Middle East and North Africa Economic Update, October. Washington, D.C.: World Bank. Available at 
https://openknowledge.worldbank.org/handle/10986/34516. 

56 International Chamber of Commerce, 2020. Trade Financing and COVID-19: Priming the market to drive a rapid economic 
recovery. Available at https://iccwbo.org/content/uploads/sites/3/2020/05/icc-trade-financing-covid19.pdf. 

2007-2009, during which Governments rushed to 
provide different types of liquidity support to 
their economies in order to reduce the impact on 
their exports, hence limiting the reduction of their 
foreign currency income. However, the COVID-19 
pandemic, which brought forward an 
unforeseeable single shock, is unlike any other 
previous recession. It caused a crisis that is not 
the result of a series of poor fiscal or monetary 
policies, but rather an external global shock that 
has crippled global activity. This meant that each 
Government had to run a full assessment of the 
effects of the pandemic on its economy and fully 
understand the disruptions created in order to be 
able to formulate the right responses be it social 
support, export facilitation or the fiscal stimulus 
needed to limit the downturn and restart the 
necessary growth. 

While the COVID-19 pandemic, similar to any 
global crisis, led to the contraction in the supply 
and demand for trade finance, it also contributed 
to the widening of the already existing structural 
trade finance gap. In 2017, the Asian 
Development Bank estimated a yearly trade 
finance gap amounting to $1.5 trillion in terms of 
trade finance products. In 2020, and as a result of 
the COVID-19 pandemic, the International 
Chamber of Commerce estimated a need for an 
increase in trade financing of $1.9-$5 trillion for 
the global economy to resume trade finance 
supply levels of 2019 (International Chamber for 
Commerce, Trade financing and COVID-19).56 
While the COVID-19 pandemic led to a 200 
per cent increase in the financing gap for trade 
finance, the 2008-2009 financial crisis contributed 
to approximately 20 per cent of the trade collapse. 
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Explaining the difference between the 
effect of the COVID-19 crisis and that of 
the 2008-2009 financial crisis on trade 
finance. 

While the decline in trade finance during the 
financial crisis of 2008-2009 was mainly due to the 
decrease in the liquidity of private institutions, 
which were the main provider of such trade-
facilitating products, the decline in trade finance 
during the COVID-19 pandemic was mainly due to 
the supply crunch of trade finance guarantees and 
credits as a result of an increase in the perceived 
risk, thus affecting the cost of the short-term trade 
finance tools and their availability to high-risk 
exporters. 

This difference between the two crises 
becomes evident when comparing the level of 
Treasury-EuroDollar (TED) spreads (the 
difference between the three-month LIBOR 
rate and the three-month T-bill interest rate),57 

which usually varies between 10 basis points 
(bp) (0.1 per cent) and 50 bp (0.5 per cent). 
During the crisis of 2008-2009, the TED 
fluctuated between 1 per cent and 2 per cent 
and reached a high rate of 4 per cent, while 
the TED spread evenly at the beginning of the 
COVID-19 pandemic, surged to 1.46 per cent58 
and then quickly dropped to its pre-pandemic 
levels and has remained low throughout 
(figure 21), indicating that the pandemic has 
not led to a liquidity crunch within private 
institutions. This conclusion regarding the 
decrease in supply is also supported by the 60 
per cent increase in the reported rate of 
rejected applications for trade credit 
insurance; and the decrease in the risk 
appetite among private institutions translated 
into a retrenchment from advancing trade 
finance facilities to perceived high-risk sector 
and the increase in the cost of short-term 
financing, mainly for small and medium-sized 
enterprises (SMEs).59

Figure 21. TED spread, 2016-2021 (Percentage) 

 
Source: Federal Reserve Bank of St. Louis, n.d. TED Spread. Available at https://fred.stlouisfed.org/series/TEDRATE. 

 
57 LIBOR stands for London inter-bank offered rate, and T-bill stands for treasury bill. 
58 OECD, 2021. 
59 Steinberg, J. and J. Wallace, 2020. Insurance Freeze Snarls U.S. Supply Chains. Wall Street Journal. Available at 

https://www.wsj.com/articles/insurance-freeze-snarls-u-s-supply-chains-11600772974. 
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Regionally, trade, so far, has not fulfilled 
its potential role in enhancing sustainable 
growth and development in the Arab 
region when compared to other regions in 
the world. Most Arab countries still have a 
long way to go to advance trade logistics and 
reap the benefits of trade in services and digital 
trade. While the Arab region accounts for 5.5 
per cent and 3.9 per cent of the world’s 
population and GDP, respectively, it trades far 
less proportionally to the rest of the world. The 
Arab region’s share of the world trade is 
approximately 1.8 per cent excluding oil and 6.2 
per cent when oil is factored in.60 The main 

reasons behind this lag are the lack of the 
required support for trade finance, on the one 
hand, and the high level of political conflicts that 
materially hinders the potential for regional 
cooperation, on the other hand. These 
limitations, along with other political and 
economic factors, such as the persistence of 
high non-tariff trade costs, the quality, 
complexity and complementarity of exports, 
and the lack of required reforms at the level of 
the legal framework, have put the Arab region at 
a major disadvantage compared to other 
regions across the world when it comes to trade 
finance activities. 

Figure 22. Time to export: border compliance (Hours) 

 
Source: World Bank, 2020b. 

  

 
60 Rouis, M., S. Tabor and R. Steven, 2013. Regional Economic Integration in the Middle East and North Africa: Beyond Trade 

Reform. Directions in development: trade. Washington, D.C.: World Bank. Available at 
https://openknowledge.worldbank.org/handle/10986/12220. 
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Figure 23. Cost to export: border compliance (Dollars) 

 
Source: World Bank, 2020b. 

 

Trade in the Arab region is mainly affected 
by the oil market which makes up on 
average 45 per cent of total merchandise 
exported. The Arab region is a net food 
importer and still has not reached its potential in 
services, mainly tourism and transport. The 
region is not an active player in the value chain, 
both regionally and globally. According to the 
World Bank,61 the Arab region ranks 127 on the 
trading-across-borders indicator and worse than 
all other regions on all trade-related factors such 
as time and cost to export (figure 22 and figure 
23). Those indicators highlight the need for the 
Arab region to invest in developing its trade 

 
61 World Bank, 2020b. Doing Business: Comparing Business Regulation in 190 Economies. Washington, D.C.: World Bank. 

Available at https://documents1.worldbank.org/curated/en/688761571934946384/pdf/Doing-Business-2020-Comparing-
Business-Regulation-in-190-Economies.pdf. 

62 World Bank, 2020c. World Bank Predicts Sharpest Decline of Remittances in Recent History. Press Release NO: 2020/175/SPJ. 
Washington, D.C.: World Bank. Available at https://www.worldbank.org/en/news/press-release/2020/04/22/world-bank-
predicts-sharpest-decline-of-remittances-in-recent-
history#:~:text=Due%20to%20the%20COVID%2D19,percent%20is%20expected%20in%202021. 

logistics and confirm the need for legal and 
policy reforms in order to develop the trading 
sector. The COVID-19 pandemic further exposed 
the shortcomings in the Arab trading 
performance and highlighted the need for the 
development of an efficient and well-integrated 
trading sector. 

The COVID-19 pandemic had a dual effect on oil-
exporting countries: first, the sharp decrease in 
oil prices which went down by 52 per cent when 
compared to the 2019 annual price average; and 
second, the increase in fiscal expenditures and 
the decrease in exports revenues.62 
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Countries in the Arab region experienced sharp 
declines in their economic activity as a result of 
the decline in tourism, oil production and 
remittances. Disruptions in the global value 
chain along with capital flows also impacted 
their domestic production and demand. On the 
back of these material economic contractions, 
many Arab Governments formulated fiscal and 
monetary measures to protect households and 
businesses from going bankrupt. These 
measures have affected the fiscal and current 
account balance of these countries, sometimes 
leading to an increase in sovereign debt. The 
total sovereign debt of the region increased 
by 8 percentage points from approximately 

46 per cent of GDP in 2019 to 54 per cent of GDP 
in 2021 (figure 24).63 

The region’s current account balance reached a 
negative 4.8 per cent of GDP in 2020, 
significantly down from 1 per cent registered in 
October 2019. Additionally, trade activities in the 
region dropped by 40 per cent between 2019 
and the end of 2020. That said, as the 
vaccination efforts in the region have picked up, 
trade activities are expected to pick up and go 
back to their pre-2019 levels by the fourth 
quarter of 2021, especially in sectors of strong 
value chains such as automotive and textile 
industries.64

Figure 24. National debt share of GDP in the Arab region, 2020 (Percentage) 

 
Source: Statista, n.d. Arab World: National debt in 2020, in relation to gross domestic product (GDP), by countries. Available 
at https://www.statista.com/statistics/806188/national-debt-of-the-arab-world-in-relation-to-gross-domestic-product-gdp/. 

 

 
63 Ibid. 
64 Ibid. 

0%

50%

100%

150%

200%

250%

300%

Country



39 

4. Policy Recommendations 

Developments in trade finance in 2020 were 
largely driven by the impact of the COVID-19 
pandemic. One decade after the great financial 
crisis of 2008-2009, disruptions re-emerged 
throughout the entire value chain of trade 
finance which need to be addressed urgently. 
Unlike the great financial crisis, the current 
situation is the result of an unforeseeable single 
shock that has crippled the entire world. 
It became evident that Governments, export 
credit agencies and IFIs, including multilateral 
development banks, are needed to ease the 
pressure and reduce disruptions in the global 
flow of goods and services. 

For Lebanon, the COVID-19 pandemic came at 
the heel of an already existing grave economic 
crisis that had affected all operating sectors of 
the country and revealed the structural 
weakness of the country’s fiscal and monetary 
framework. The severity of the situation has 
been categorized by the World Bank as one of 
the worst top three crises since the mid-19th 
century. The meltdown, which started as a 
banking crisis, has exposed many years of 
mismanagement and hidden losses stemming 
from the inability to reform the country at all 
levels. The pressure generated by the crisis on 
the country’s banking sector and its monetary 
policy resulted in the creation of a system of 
multiple exchange rates, which weighed heavily 
on all trading activities between Lebanon and 
the rest of the world. This by itself made it 
almost impossible for importers or exporters to 
trade into and from Lebanon. 

To find a way out it this calamity, it will not 
suffice to reform one particular sector only. 
Lebanon needs to adopt and implement a 
credible, comprehensive and coordinated 
strategy towards macrofinancial stability at 
medium term in order to recuperate, build on 
and expand growth and development across the 
country’s productive sectors. The following 
recommendations could go hand in hand with a 
credible IMF programme that could start with a 
macrostabilization effort and continue with a 
strong reform programme targeting all public-
sector policies and leading to a better, more 
efficient and sustainable delivery of services to 
the citizens of Lebanon. Without such a 
comprehensive reform programme that is 
supported by the IMF, it is impossible to foresee 
a reasonable relaunch of Lebanon’s trading 
activities even after the COVID-19 pandemic. 

• Political and judicial reforms to 
enhance accountability and reduce 
corruption in order to re-establish trust 
and confidence in the country’s 
political system. These reforms are the 
cornerstone for the success and 
implementation of all other reforms whether 
related to trade finance or not. No reform will 
be successful unless accompanied by serious 
changes at the political and governance 
level, which would restore credibility in 
Lebanon’s political system. In 2019, Lebanon 
ranked among the 50 most corrupt countries 
in the world according to the Corruption 
Perceptions Index. Reforms at the political 
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and judicial levels would boost efficiency in 
public financial management, provide 
judicial independence, reduce corruption, 
and strengthen oversight bodies, enhancing 
Lebanon’s competitiveness and ability to 
reattract the FDI needed for the development 
of its economic productivity. 

• Unification of the exchange rate 
coupled with restructuring of the 
country’s banking system. It would be 
inconceivable to restart any sort of credible 
economic activities, including trading 
activities, in the country without a clear and 
unified exchange rate. The principle of trade 
finance is based on dealings with external 
parties with payments and associated risks 
being dictated in foreign international 
currencies. As such, it would be impossible 
to resume normal trading activities between 
Lebanon and the rest of the globe without 
solving the issue of multiple exchange rates. 
Moreover, with commercial banks being the 
main conduit to finance the private sector 
and trade, the Government’s utmost priority 
should be to formulate a well-balanced 
restructuring strategy that recognizes and 
distributes losses among all stakeholders 
while preserving the solvency and well-being 
of the banking sector. As soon as trust in the 
banking sector is regained, trade finance 
along with all other types of financing can be 
resumed, and the pressure on the exchange 
rate will lessen. 

• Reform of the energy sector and the 
State-owned EDL company, coupled 
with measures to deepen the revenue 
base while consolidating public 
expenditure. For more than two decades, 
the Government has been spending 
approximately $1.5-2 billion annually to 
compensate losses by EDL stemming from 
the difference between the cost of electricity 
generation and the price invoiced to the 

public, without even reaching the capacity to 
provide electricity for more than 10-12 hours 
per day. This led to citizens relying on two 
sources of electricity, one being EDL 
providing subsidized electricity and the other 
being private generators producing 
electricity at a much higher cost. The final 
average cost to the citizens when combining 
these two sources of electricity amounts to a 
price that is one of the highest in the world 
and much higher than the price having been 
invoiced by EDL for years. Given the subsidy 
scheme that EDL had been running for years, 
the accumulated yearly losses at EDL until 
2020 amounted to some $40 billion. This is 
1,000 times more than the cost of actually 
building a new power plant that could 
provide the country with 24 hours of 
electricity per day. 

Nowadays, given the lack of available foreign 
exchange needed to precure the fuel for EDL’s 
power plants, the company is only able to 
supply electricity for two to four hours per day, 
which has resulted in most citizens and 
companies outsourcing electricity supply 
through private generators at very high cost. 
Electricity is a key infrastructure necessity to 
support and develop all economic sectors from 
health to industry and entertainment and to 
expand the country’s export base. Without 
sustainable electricity supply at a reasonable 
cost, it would be very challenging to make 
Lebanon a competitive trading market. 
Reforming the electricity sector would have 
many benefits for the country. For instance, it 
would provide uninterrupted electricity at a 
reasonable cost, enabling businesses to run 
smoothly and be competitive both locally and 
internationally; and it would reduce the 
Government deficit, hence reducing the risk 
profile of the country vis-à-vis the international 
players, which would increase the appetite of 
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international banks to operate and support 
importers and exporters of Lebanon. 

• Reform measures to boost exports and 
enhance competitiveness. In order to boost 
its export sector, Lebanon should take 
advantage of the high level of know-how that 
exists among its population in order to invest 
into manufacturing more complex products 
with high added value and that are part of the 
value chain of their main trading partners. 
In order to improve its competitiveness, 
Lebanon should enhance its ICT infrastructure 
and digitalize all trade-related procedures, 
which would render all trade transactions more 
transparent, efficient and less time consuming. 
ICT development would improve productivity 
of the entire value chain (public and private-
sector players). Finally, the country should 
formulate a thorough export strategy 
identifying the exports with the highest added 
value on GDP and growth in order to limit 
imports that do not feed into such exports. 

• Upgrading the ailing infrastructure, 
capitalizing on the geographic 
location of the country. Lebanon needs 
to and upgrade its road and port networks 
to improve international connectivity. 
Lebanon’s location is very strategic as it 
lies between the East and West at the 
most eastern point of the Mediterranean 
Sea. This strategically important location 
carries a great potential to turn the 
country into a true trading hub between 
Europe and the Arab region, in particular, 
Iran, Iraq, Jordan and the Gulf States. 
That said, Lebanon has not invested in 
upgrading its international road and port 
networks, which makes it very costly and 
inefficient to trade through Lebanon. The 
lack in proper investment in infrastructure 
is clearly reflected in the poor ranking of 
both road quality and port infrastructure 
in the components of the Global 
Competitiveness Index (ranking 126/138 
and 91/139, respectively).
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The COVID-19 pandemic came at the heel of an already existing grave economic crisis that has affected 
all operating sectors of Lebanon and has revealed the structural weaknesses of the country’s fiscal and 
monetary framework. The pressure generated by the crisis on the country’s banking sector and its 
monetary policy resulted in the creation of a system of multiple exchange rates, which have weighed 
heavily on all trading activities between Lebanon and the rest of the world. 

Trade finance activity, in the once fully dollarized economy, has been hindered by an impaired banking 
sector, foreign exchange shortage and fast collapsing currency leading to a more than 80 per cent 
decrease in trading activity. Until today, with the absence of an efficient and well-functioning 
macroeconomic stabilization plan, recovery from this economic meltdown appears to still be 
challenging. Lebanon needs to adopt a comprehensive and coordinated strategy that brings financial 
stability in order to promote growth and development across the country’s productive sectors. Without 
such a comprehensive reform programme, it is impossible to foresee a reasonable relaunch of 
Lebanon’s trading activity even after the COVID-19 pandemic. 
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