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Executive Summary

1.The Government of Lebanon set at US$ 72 billion what it called the “gap” (“al fajwa”) of the banking sector, i.e. the Banque
du Liban (“BDL’) and the commercial banks. The term “gap” that is used by the Government is interesting in that it does not
correspond to any legal, accounting or financial concept. This linguistic vagueness has led, since 2019, to a legal vagueness around
both the diagnosis and the proposed solutions.

2.The Government has expressly acknowledged that the “gap” is due to its own actions and those of BDL: “Disorganized finan
cial policies”; “Huge losses suffered by BDL as a consequence of financial operations it undertook with the aim of
attracting capital flows to maintain a fixed conversion rate (of the LBP) and to finance the budget deficit of the State’;
etc. (as stated by the Government).

3. The balance sheet of BDL and t.he consolidated balance sheet of the Lebanese banks as established by the World
Bank, show that the value of the commercial banks’ “deposits” with BDL corresponded to the value of the depositors’
deposits with the banks. There are therefore two blocks of debt: debts of BDL and the State owed jointly and severally
to the banks; and debts of banks owed to the depositors. The link between these creditors and debtors is clear; and the
rights and debts of each of them are equally clear.

4. The State is the sole owner of BDL (article 15 of the Code of Money and Credit), and it is also expressly required
to cover BDL’s deficit and losses (article 113 of the Code). It is obvious that what BDL has spent was not for its own
needs, but rather to cover the State’s needs.

5. There are therefore “deposits” (investments, reserves, etc.) of the banks with BDL; and there is a “gap” for which the
State has recognized responsibility, jointly and severally with BDL. The equation is therefore as follows: either BDL
reimburses the banks for their deposits with it and the State bears the burden of the “gap”, and then it may be possible
for the depositors to eventually recover all or part of their deposits with the banks; or, on the contrary, BDL does not
reimburse their deposits to the banks and the State does not bear the burden of the “gap”, and then, in all certainty,
the depositors will not recover their deposits.

6. The State’s position is clear, express, and public since the Lazard project of April 2020: the State does not want to
bear the burden of the “gap” at all, as it does not want BDL to reimburse the banks’ deposits. “Cancellation of
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deposits”; “Dissipation of property (deposits)”; “Reduction in the value of banks’ investments with BDL’; “State par
ticipation” in filling the “gap” with a ridiculously low and non-monetary amount (in treasury bonds) worth US$ 2.5
billion (representing barely 3% of the “gap”), are expressions used by the State in its various plans, declarations and
bills (with the latest, and most dangerous todate, because it legalizes the cancellation of deposits, being the Law on the
rebalancing of the financial sector - Gap Resolution Law).

7. Consequently, the State has decided to grant itself a discharge and to grant one to BDL, thus freeing itself of all
responsibility, and to make the depositors bear the entire burden of the “gap”: cancellation of banks deposits with BDL;
cancellation of depositors’ deposits with the banks; and reset of accounts.

8. Successive governments have drawn up plans and proposed draft laws, without ever making public (if they
exist) the reports of the three foreign companies with which it had contracted in September 2020: Alvarez &
Marsal, KPMG, and Oliver Wyman. Only these reports are likely to give credible figures. One can only wonder where
the State got the following figures from: US$ 72 billion for the “gap”; US$ 2.5 billion for the State’s participation in
filling the “gap”; US$100,000 to determine what is arbitrarily qualified as “small accounts” (estimated at several tens of
billions of US$); needs of students abroad. And then, one can also wonder what is the amount or the proportion of the
Lirafication, the Haircut, or the reduction in value of the banks’ investments with BDL. Finally and above all, one can
wonder how, in the total absence of credible figures, the Representatives of the Nation can discuss, in Parliament, bills
that are mainly based on figures.

9. This is a unique case, in which a person (the depositor) bears on their property the responsibility for acts which they
did not commit and of which they are not even the (sole) beneficiary. If there is only one party in the equation who
is not responsible for the “gap”, it is the depositor. The State is responsible; BDL is responsible; banks are responsi-
ble - each in a proportion that is quite possible to determine. The depositors, on the other hand, are not responsible,
but, by magic, they alone are allocated the entire burden of the “gap’.

10. If there is one fundamental point that needs to be established, it would be the following: all persons residing on the
Lebanese territory took advantage of the “gap”. All residents have indeed benefited from State funding; subsidies for electric-
ity, telephone and medicine; maintenance of the LBP conversion rate; etc. It is therefore only logical and fair not to make
depositors bear alone the burden of the “gap”, and to call on the State to assume its responsibilities with regard to depositors
(who, as citizens, are worthy of protection). The heresy of the distinction between “large” and “small” deposits (rather than
legitimate and illegitimate) is devoid of any legal and ethical value, and stems from a political and dogmatic posture. The
invention of concepts, such as the “hierarchy of responsibilities” outside any legal framework, has the same pitfalls. This
heresy and invention are, moreover, devoid of any economic value, since many “large” (and legitimate) deposits are the
property of economic and social sectors that are vital to the Lebanese economy and without which no recovery would be po
ssible: factories ; hospitals; importers; unions and orders; mutual funds; etc. No distinction (discrimination) between
Lebaneseis allowed: this is what the Constitution (article 7) provides for, and this is what the Constitutional Councilrecalledin a
judgment handed down very recently, in December 2022. If it is correct to say, as some do, that the State assets are the property
of all Lebanese people, and not that of depositors alone, it is equally correct to say, as we do, that the “gap” is the responsibility
of all Lebanese people and not that of the depositors alone: equal rights and equal burdens. It is important to note
that the European Court of Human Rights (ECHR) considers that bank deposits constitute property protected by the
European Convention on Human Rights. The ECHR goes so far as to link the issue to the depositors’ fundamental
rights. The Lebanese State must draw a lesson from this.

11. In the face of the systemic crisis that is racking Lebanon, the calls made by some to “bankrupt” (lato
sensu) the banks and to apply to them the laws of 1967 (which were promulgated for individual cases of cessation of
payments) lack legal and accounting foundations. Moreover, these appeals are detrimental to the depositors, since the
fate of each deposit will depend on each bank taken separately, even though the fate of all banks is directly linked to a
single and common fact: the “gap”. And it is legitimate to ask those who call for the “bankruptcy” of banks if they
have done the exercise of calculating the total consolidated amount of recoveries that would be available to depositors
after the bankruptcy of all the banks; and, if so, whether they compared that amount to the US$72 billion “gap”. These
simple calculations help put things into perspective. Moreover, the “bankruptcy” of all banks would jeopardize the very
possibility of reviving the national economy, for a very long time.

12. No one is calling for the sale of State assets, but only for their exploitation and management in a way that allows
the “gap” to be filled fairly. The question should not be dealt with on political and dogmatic bases, but rather on
purely legal and economic bases.
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