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The Banque du Liban (BdL), Lebanon’s central bank, 
is set to allow local banks to cash out certificates of 
deposit (CDs) early in order to free up liquidity to buy 

the government’s upcoming US dollardenominated bond. 
According to reports, BdL will subscribe to part of the up-to 
USD 3bn bond sale, but without directly putting up money. The 
funds from local banks will help repay Lebanon’s USD 1.5bn 
5.45% Eurobond maturing on 28 November.

Such releases of CDs are a usual occurrence ahead of most 
Lebanese Eurobond issuances, to maintain traditionally high 
rates of local bank participation in new government issues, 
a source close to the deal said. Yet the move illustrates the 
liquidity and funding issues the country faces and is another 
example of how much the finance ministry relies on BdL’s 
proactive intervention for its debt management, four market
participants told Debtwire.

Indeed, BdL has over the past years resorted to self-described
“financial engineering” exercises, which involved the swap of 
Lebanese pound treasury bills held in 
BdL’s portfolio with US dollar Eurobonds 
issued by the Ministry of Finance. BdL 
then sold these Eurobonds and issued 
CDs to local banks in exchange for 
US dollars. This allowed local banks 
to streamline their foreign cash from 
remittances to BdL and increased the 
central bank’s FX reserves.

But this new Eurobond transaction 
and the associated CD release is very 
different, those polled said. 

“It does not contain an FX component, it just shifts a liability 
from the BdL to the government,” said Carlos Abadi, managing 
director at financial advisory firm DecisionBoundaries.

Allowing the early redemption of CDs gives US dollar liquidity 
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to the banks, to enable them to buy the new Eurobond, Abadi 
explained. The banks will get a similar (around 14%) yield on 
Eurobonds than on the BDL CDs redeemed early, given the 
levels where most of Lebanon’s Eurobonds trade.

“This constitutes an incentive for the banks, since Eurobonds 
are governed by New York or English law, while BDL CDs are 

governed by Lebanese law, and therefore, 
their terms can be amended at the stroke 
of a pen,” Abadi continued. “In addition, 
Eurobonds are more liquid and there is 
still an offshore repo market for Lebanese 
Eurobonds that banks can tap to minimise 
the net US dollar consumption.”

The net result is that, by allowing the early 
redemption of BdL CDs, BdL engineers a 
lower reserve erosion than if it bought the 
Eurobond itself, since the resulting use of 
reserves will be the USD 1.5bn BdL loses

through the November Eurobond repayment minus whatever 
proceeds the banks get from repo-ing the new Eurobond, 
Abadi explained.

While the transaction suits the BdL and frees up US dollar 
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liquidity for local banks, it will not provide an external source 
of cash for the government, a Dubai-based portfolio manager 
said. In addition, the transaction shifts servicing costs from 
BdL to the government, therefore shifting invisible quasi-fiscal 
deficit to visible fiscal deficit, according to DecisionBoundaries’ 
Abadi.

“I see this transaction as a negative for Lebanon,” Abadi said. 
“The market’s working assumption was that the new [bond] was 
going to be subscribed with the proceeds from the redemption 
of the maturing one.” But this does not appear to be the case, 
given that BdL is providing the banks with at least part of the 
US dollars necessary to subscribe to the new bond, Abadi 
noted. This begs the question why local banks seemingly need 
both the Eurobond redemption proceeds and the cash from 
the BdL’s CD redemption, he said.

Part of the explanation lies in the fact that, unlike other 
predominantly locally-owned Lebanese Eurobonds, over 
two-thirds of Lebanon’s November maturity are in the hands of 
international fund managers, the source close to the deal said.

Since these funds are forced to hold Lebanese bonds to 
accurately trace major indexes like JPMorgan’s EMBI, they 
flock to the less risky shorter-end of the curve, the source 
close said. Although such index trackers may have to reinvest 
in Lebanon Eurobonds when the November bond matures, it is 
likely to be in other short-dated bonds ather than in the new 
issue.

“This makes the refinancing without the release of certificates 
of deposits much harder,” said the source close.

Between these liquidity measures and the political support 
being raised regionally, all possible efforts are being made 
to garner support for the deal from market participants away 
from the traditional international asset managers, said a 
Dubai-based portfolio manager.

“This is obviously in an attempt to keep the cost of the issue as 
low as possible, and ultimately well below what it would require 
to issue to the open market,” the portfolio manager continued. 
“This certainly is yet another sign of the concerns around 
liquidity and the funding situation in Lebanon.”

Lebanon has reached a preliminary agreement to work with 
Blom Bank, Standard Chartered, Citigroup and Societe 
Generale de Banque du Liban on its planned Eurobond 
issuance, as reported. The new deal is expected to launch in 
late October or early November.

Lebanon last issued Eurobonds in March 2017, when it printed 
a USD 1.25bn 6.85% 2027 bond, a USD 1bn 7% 2032 bond, 
and a USD 750m 7.25% 2037 bond.

Lebanon is rated B- by S&P Global, Caa1 by Moody’s and CCC 
by Fitch.
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