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Every now and then, global events and relevant develop-
ments grab our attention and spark interesting debates 
and conversations within our team at Global Gold. As we 
dig deeper into these topics and examine their wider 
impact, we often uncover valuable investment insights 
with imporant strategic implications. 

We therefore decided to share these analyses and 
insights with you, as they emerge, through our Special 
Reports. 

Picture: The Rock of Raouché, Beirut, Lebanon

For the last couple of months, Lebanon has 
been regularly in the news as the relentless 
protests in the country steadily spread, esca-
lated and culminated in a full-blown national 
crisis. To a large extent, the media coverage 
has been somewhat superficial and has failed 
to capture the bigger picture and to trace the 
roots of the unrest. Vaguely framed issues like 
political corruption, economic struggle and 
inequality are often identified as the primary 
sources of the citizens’ discontent, painting 
Lebanon with the same brush as every other 
protest-ridden country in recent months. 

To an outsider, by now desensitized to foot-
age of massive demonstrations in the Middle 
East, Latin America and Asia, there is very lit-
tle that sets Lebanon apart. 

That was largely the case for us too at Global 
Gold, until the topic came up during a conversa-
tion with an old friend and client who is familiar 
with the country’s dynamics and the realities on 
the ground. He drew our attention to the back-
ground, the context and the pre-existing, struc-
tural maladies that shone a light on the real 
causes of the current unrest. 

After taking a closer look and doing our research, 
it became clear that the situation in Lebanon can 
offer valuable lessons and pertinent warnings to 
investors everywhere. >>
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Political dysfunction 

While Lebanon’s problems go much deeper, it would 
be a mistake to dismiss the role that the country’s 
political system has played leading up to the current 
tensions. Among the many factors that set Lebanon 
apart from other states in the region is its unique 
approach to government formation. The country’s 
confessionalist system distributes political and insti-
tutional power proportionally among the different 
religious groups, while its constitution demands that 
the three highest political offices in the land must be 
divided among representatives of the three major 
religions. The Prime Minister must be a Sunni Muslim, 
the President must be a Maronite Christian and the 
Speaker of Parliament must be Shia Muslim. The 
seats in parliament are also allocated on a religious 
representation basis. 

This system, which has its roots in the Ottoman 
Empire, was initially developed as way of achieving 
a harmonious co-existence and fair allocation of 
political power. Back in the early 1930s, the seat allo-
cation slightly favored the Christians, with a 6:5 ratio, 
roughly reflective of the demographic makeup of 
the nation at the time. The system appeared to work 
for some time. However, by the mid-70s, the Muslim 
population had grown to a majority. The public dis-
content with the mismatch in parliamentary power 
was one of the reasons that led to the Lebanese civil 
war that rocked the country from 1975 until 1990. The 
quotas were then revised providing equal represen-
tation of Christians and Muslims, with each religious 
group getting 64 of the 128 seats. Although this did 
ease the tensions at the time, the demographic situ-
ation has continued to evolve since, while larger 
social shifts have had a meaningful impact as well. 
By now, Muslims have a clear majority, representing 
58% of Lebanon’s population, compared to a 37% 
Christian minority, according to the CIA Factbook. 

What is arguably even more important, however, is a 
much wider shift in society away from sectarianism 

and religious fanaticism. Although Hezbollah has 
risen as a political party after the 1980s war with 
Israel and the long occupation that followed, and 
currently holds 10% of parliamentary seats, the over-
all trend in the country is decisively towards unity 
and away from religious divisions. While the rest of 
the region is largely embracing more radical religious 
views, Lebanon’s Muslims go against the grain. 
According to Pew Research, only around half of Mus-
lims in Lebanon say religion is very important in their 
life, while 86% have a favorable view of Christians, 
which is by far the highest percentage compared to 
any other Muslim population. Conversely, 82% of 
Christians have a positive view of Muslims, which is 
also statistically remarkable, even compared to most 
Western nations. 

These shifts go a long way into explaining one of the 
main demands we see from protesters today, namely 
the abolition of the confessional system, a grievance 
that all Lebanese share, regardless of religious affili-
ation. For decades, this quota system has facilitated 
and largely encouraged widespread corruption and 
clientelism in Lebanon’s political stage, with inherited 
public offices, sectarian patronage and “family busi-
ness” politics. It also divided the population into 
those who were part of or had access to the coun-
try’s political elite and the vast majority that had to 
contend with absent public services, collapsing infra-
structure, frequent power cuts and even a lack of 
safe drinking water. This dysfunction repeatedly 
became evident in the many demonstrations that 
preceded the current one, and in the fact that the 
country has spent about 3 of the past 13 years with-
out a government, as its leaders consistently fail to 
cooperate and govern in an efficient way. 

An economic and financial avalanche

Although the political situation might already seem 
more than enough to explain the turmoil in the coun-
try, Lebanon’s economy is where the real systemic 
failures have their roots. The current crisis has been 
arguably inevitable and decades in the making. As is 
so often the case, it all began with monetary manip-
ulation, reckless government borrowing and blind 
spending. 

Lebanon has had a long list of national currencies, a 
result of its tumultuous history of conflict, occupa-
tion and geopolitical instability. The current one, the 
Lebanese pound (LBP), printed by Lebanon's central 
bank, Banque du Liban (BdL), also has a long >>    

"As is so often the case, it 
all began with monetary 
manipulation, reckless 
government borrowing and 
blind spending."
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and troubled history that stretches back to 1925. In 
the past, it has been pegged to the French Franc and 
later to the British Pound, but its current peg to the 
USD was established in 1997. The civil war had 
wreaked havoc with Lebanon’s economy and with its 
currency, which stood at 2.25 to the USD in 1975, but 
spiked wildly during the course of the conflict. As the 
country entered hyperinflation territory in the 80’s, 
the government decided to force stability by linking 
the LBP to the USD at an official exchange rate of 
1:1,507.5, which remains unchanged to this day. 
Pounds and dollars were used interchangeably in 
the country and it wasn’t unusual in daily life to pay 
in one currency and receive change in the other. 

From a policy perspective, pegged currencies can 
generally present limitations and challenges to any 
government’s and central bank’s ability to deal with 
economic downturns, but in the case of Lebanon, it 
spelled disaster. Due to the nation’s troubled history, 
the country’s economy has certain very particular 
and inherent vulnerabilities. For one thing, the near 
constant conflict and instability of the last century 
has resulted in far more Lebanese living outside the 
country than within. Lebanon’s internal population is 
estimated around 6 million, but its migrant and expat 
population is over 15.4 million, according to official 
government figures. 

www.globalgold.ch

As a result, remittances play a key role in the nation’s 
economy. During the past decade, remittance 
inflows have averaged over $6 billion a year, equal to 
16% of GDP, one of the highest such ratios in the 
world. According to IMF data, remittances constitute 
on average over 40% of the income of the families 
that receive them. More pertinently to the current 
situation, they also constitute a vital source of for-
eign exchange, bringing in 50% more foreign curren-
cies than the country’s merchandise exports. They 
have thus played a decisive part in maintaining a sta-
ble exchange rate, until recently.  

Apart from traditional remittances, Lebanon has 
heavily relied on its oversized banking industry as a 
whole and the steady inflow of foreign investments 
was a key source of funding for the government of 
the almost entirely import-dependent country. In 
what some economists have called a “Ponzi scheme”, 
Lebanese banks offered extremely attractive inter-
est rates that proved very popular with Lebanese 
expats and wealthy Gulf investors. They used their 
excess deposits to finance the government and to 
hold “liquidity” in the form of excess reserves at the 
central bank. Real estate also boomed, especially in 
Beirut, driven by a large wave of Saudi investments, 
while tourism also helped boost growth. >> 

Relative to the country's economy, Lebanon's banking system is the largest in the 
Middle East and one of the largest in the world 

Source: World Bank, Bloomberg



SPECIAL REPORT #1: LEBANON CRISIS 4

This plan worked for a few good years. The foreign 
deposits at the banks kept growing. The govern-
ment kept borrowing and spending, with 40% of 
government revenue being funneled into public sec-
tor salaries. Billions were wasted and lost to corrup-
tion, while none of the country’s pressing needs 
were actually being addressed, such as its crumbling 
infrastructure. Debt levels soon skyrocketed and 
economists and analysts the world over were 
astounded at the fact that the country still managed 
to evade what seemed like an inevitable financial 
meltdown. However, before long, this all changed, 
and a massive avalanche was triggered by a series 
of unfortunate events. 

Once the Syrian war erupted, it didn’t take long for 
Lebanon to experience serious knock on effects. It 
disrupted cross-border trade and caused tourism to 
plunge, while it also resulted in an estimated 1.5 mil-
lion refugee wave, that proved very hard to manage 
for a nation of 6 million. By 2017, World Bank esti-
mates put the financial and economic costs of the 
refugee influx at $4.5 billion per year. As the war 
went on, Lebanon’s public infrastructure was 
stretched to breaking point, the costs piled up and 
began exposing the serious structural and preexist-
ing problems in the economy. Growth evaporated 
and unemployment shot up. 

In the fall of 2017, relations with Saudi Arabia became 
severely strained, as the long-time backer of the 
state and mainly its Sunni allies became infuriated by 
the fast-growing influence of Iran-backed Hezbollah 
in Lebanon. This precarious situation culminated in 
one of the most bizarre diplomatic incidents in recent 
memory: Lebanese PM Hariri was reportedly kid-
napped by the Saudi state while he was on an official 
visit in Riyadh and announced his resignation, only to 
revoke that statement once he returned home. The 
crisis also involved threats by Saudi Arabia to expel 
Lebanese nationals working in the kingdom. The 
overall uncertainty caused a remittances drop of 7% 
and deposit outflows of around $2.6 billion. In 2018, 
an internal political crisis further destabilized the 
economy, as an impasse over cabinet formation pre-
vented much needed reforms, a last-ditch attempt at 
stopping or at least cushioning the impact of the 
meltdown.

As a result, Lebanon is now saddled with massive 
overseas liabilities and has the world’s third highest 
debt-to-GDP ratio, at 153%. Interest payments con-
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sume nearly half of government revenues. Youth 
unemployment has climbed to over 37% and a third 
of the population currently lives under the poverty 
line, according to World Bank figures. 

Boiling point 

The cracks in Lebanon’s state finances where clear to 
most analysts and observers long before the current 
crisis made headlines, but they became glaringly 
obvious to the public at the end of the summer, when 
importers first began complaining about a shortage 
of US dollars at the banks. As their voices got louder, 
the Lebanese pound started losing value against the 
dollar for the first time in over two decades in a 
newly established black market. As the central bank 
governor, Riad Salameh, confirmed, withdrawals 
from Lebanese banks already reached $3 billion 
even before any protests had taken place. Then, on 
October 14, an unprecedented wave of wildfires 
swept through the country. The government was 
unable to respond, and it was revealed that its fire-
fighting aircraft was unfit for duty due to a lack of 
funds. It was forced to ask for assistance from Cyprus, 
Greece and Jordan. Three days later, in what proved 
to be the straw that broke the camel’s back, the gov-
ernment announced a proposal for new taxes on 
fuel, tobacco and on calls via internet services and 
apps like WhatsApp.

The protests began on October 17 on a very small 
scale, concentrated mainly in the capital. The gov-
ernment quickly axed its plans for new taxes, but it 
was too little, too late. The crowds grew and spread 
fast until eventually, a third of the population took to 
the streets in more than 60 different locations.  At 
first, the public anger was squarely aimed at the 
leadership’s failure to effectively deal with the eco-
nomic crisis and at the politicians’ attempts to get 
the people to foot the bill, after decades of misman-
agement and corruption. However, the protests 
soon evolved into a country-wide, non-sectarian >> 

"The crowds grew and spread 
fast until eventually, a third of 
the population took to the 
streets in more than 60 different 
locations."
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reaction against the system as a whole. Demonstra-
tors demanded the end of sectarian rule and far 
from targeting a single official or party, they called 
for the resignation of the entire political class. They 
proved they meant it, as even the resignation of 
Prime Minister Hariri at the end of October failed to 
stop or even slow down the protests.  

As the crisis made international news, bank deposits 
dwindled, and outflows gathered pace. Fearing a 
bank run, the government moved to shut down the 
banks, which only further fueled public fury. The 
central bank governor tried to assuage the people's 
fears and repeatedly offered assurances that there 
would be no capital controls imposed. Once the 
banks reopened after two weeks, citizens found 
these assurances to be entirely hollow. The banks 
had placed hard limits on USD withdrawals and 
transfers out of the country and some froze credit 
lines for businesses. Predictably, the protests esca-
lated, which eventually led to yet another bank shut 
down. This time, upon reopening, police was 
deployed at bank branches and the Association of 
Banks in Lebanon officially announced that cash 
withdrawals would be limited to $1,000 per week 
and transfers abroad would be restricted to urgent 
personal expenses only.

Naturally, demand for the dollar skyrocketed, with 
the black-market rate 30% above the fixed exchange 
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rate. As the LBP continued to lose ground, endless 
queues were formed at gas stations and shops hiked 
prices of imported goods. Lebanese millers, who 
source their wheat from abroad, warned of an immi-
nent national bread shortage, due to the crunch on 
the USD. With a deep distrust of the government 
and the wartime memories still fresh in their minds, 
fears of food shortages caused Lebanese citizens to 
swarm grocery stores and supermarkets. Panic buy-
ing and stockpiling forced some supermarkets to 
impose rations, while pharmacies started enforcing 
similar limits, especially on items like baby milk for-
mula. 

The crisis deeply undermined confidence in the gov-
ernment and its ability to repay its debt, while the 
foreign assets of the BdL continue to dwindle. Rating 
agencies downgraded Lebanon’s dollar bonds into 
junk territory, while the country’s debt risk, as 
reflected by credit default swaps, has spiked to more 
than 2,500 basis points, according to Bloomberg. 
Three of the major banks in the country were also 
downgraded by S&P Global Ratings, as concerns 
over liquidity continue to rise. There’s no sign of the 
outflows slowing down either. $6 billion had already 
been withdrawn from Lebanese banks in the four 
months up until the end of October, while inflows 
have been severely weakened, according to Salim 
Sfeir, chairman of the Association of Banks in Leba-
non. >>

Banque du Liban's shrinking foreign assets 

Source: Bloomberg
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As for the fate of the 22-year old dollar peg, the cen-
tral bank appears committed to defending it, come 
what may. Finally, at this point, outside help is appar-
ently challenging to secure. There’s already an $11 
billion aid package available, which former PM Hariri 
negotiated last year, but the government has not 
been unable to access it, since it failed to make the 
reforms required to unlock it. Further assistance is 
unlikely to come from the West, as there are serious 
political obstacles in funding a government that 
includes Hezbollah, a group designated as a terrorist 
organization by the US and many of its allies. The 
future thus appears bleak for the country and only 
time will tell when, how or if the crisis will be resolved.

The moral of the story 

For some Western investors, the tale of Lebanon 
might seem tragic but largely irrelevant. They may 
think our nations can never experience a financial 
crisis and economic deterioration on this level. How-
ever, such complacency can be dangerously naive. 
Thousands of Lebanese savers and foreign investors 
most likely had the very same attitude for the many 

“good” years the country managed to paper over its 
problems. For those enjoying high returns either liv-
ing abroad or in a booming Beirut, life was good. The 
BdL was, after all, very good at supporting the illu-
sion of stability through its financial engineering 
operations and thanks to its one saving grace, i.e. its 
high gold reserves relative to Lebanon’s economy. 
Thus, it’s understandable if many thought the coun-
try had reached a “permanently high plateau”, much 
like Irving Fischer thought (unfortunately out loud), a 
few days before the 1929 crash in the US. 

The shock to the banking system, the disruption of 
everyday operations and the inability to access 
one’s own money, also serve as a stern warning to 
those who discount the risk of a bank run or assume 
that none of this could happen in the West. At the 
same time, these events highlight the importance of 
healthy skepticism when it comes to officials’ prom-
ises and government assurances. We already saw 
strikingly similar cases in the EU. In Greece, capital 
controls, originally sold as a “temporary measure”, 
remained in place from 2015 until September of this 
year. In Cyprus, officials projected great confidence 
that “everything was under control”, until depositors 
woke up one day to find the government had directly 
taken money out of their accounts to pay its bills.
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Lebanon’s crisis also offers important lessons and 
admonitions over the widespread tendency to dis-
miss concerns over the national debt and budget 
deficits. Both investors and ordinary voters in most 
major Western economies nowadays see these 
issues as little more than political talking points, of 
merely theoretical and academic interest. Especially 
in the US, millennials often poke fun at the older gen-
erations and at conservatives who still care about 
government spending and reject such concerns as 
quaint and antiquated. After all, they’ve grown up 
with the printing press at full tilt and with the memo-
ries of 2008 all but entirely faded. Trillions were 
pumped into the economy, US debt hit a record $22 
trillion, yet stocks are at record highs and the econ-
omy seems to be doing alright. Much like their Leba-
nese peers, they reason nothing bad has happened, 
and thus, nothing bad can happen. 

For us, the unfolding crisis in Lebanon bears all the 
marks of a perfect storm, the kind of harsh crisis sce-
nario that Global Gold was built to protect its clients 
from. When deep, structural economic weaknesses 
are combined with geopolitical shocks, political cor-
ruption and chronically irresponsible financial mis-
management, systemic collapse can only be post-
poned, but never avoided. The banks are the first to 
fall, while fiat money, being wide open to manipula-
tion and under the state's control, is simply not up to 
the task when it comes to preserving value. It is only 
physical precious metals, stored outside the banking 
system and in a safe jurisdiction, that can help the 
individual investor and saver to protect their wealth.
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