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Rania Itani (UAE), Muhammad Azeem (UAE), Nawazish Mirza (France)

ARAB SPRING AND COVID-19:
EX POST FACTO EXAMINATION
OF THE LEBANESE BANKING
SECTOR (THE CONTEMPORARY
STAKEHOLDER ANALYSIS)

Abstract

The purpose of this study is to examine the potential of Lebanese banks to address the
economic challenges posed by COVID-19. These banks faced the disturbances of the
2011 Arab Spring, and these two crises have resulted in similar economic conditions,
leading to an assessment of how Lebanese banks are dealing with the pandemic-led
challenges. Exploratory analysis revealed the common features in the two events, and
confirmatory analysis examined the hypotheses underlying a theoretical framework.
Triangulation of qualitative and quantitative data helped to scrutinize the two events.
Content analysis of data collected from semi-structured interviews with seven senior
banking professionals confirms that the Lebanese banking sector’s experience gained
during the Arab Spring is a valuable asset for bankers, the Banque du Liban (BDL), and
the government, which can be used to anticipate and deal with the COVID-driven eco-
nomic crisis. The study finds three key moderating factors: trust deficit, inherited char-
acteristics of the economy, and fiscal and monetary policy. Most of these conditions are
permanent in nature and require long-term planning. As this research was conducted
before the catastrophe caused by the August 2020 Beirut explosion, no aspects of the
financial consequences to the Lebanese banking sector and economy resulting from
this immerse shock are included.

Keywords pandemic, economy, Lebanese bank, trust deficit, public
policies
JEL Classification G01, G21, G28

INTRODUCTION

This study has its roots in the first spark of the Arab Spring, which
started in Tunisia in December 2010 and rapidly spread to many Arab
countries. The cost to the large population of the Middle East coun-
tries can be seen in both economic and psychological terms. A com-
mon cause identified in several studies was people’s mistrust and dis-
appointment in respective elite governments, unable to provide eco-
nomic stability (Kiregci, 2020; Boucekkine et. al., 2016; Echevarria, &
Garcia-Enriquez, 2019). On the other hand, the COVID-19 pandemic
has shaken the entire world and transformed every facet of society
(Iacus et. al.,, 2020; Zenker & Kock, 2020; Sigala, 2020; Saha et. al.,
2020; Liu & Chang, 2020; Sheth, 2020). It will have a domino effect,
and coming out of the immediate pandemic does not mean that the
crisis is over. Less developed economies (LDC) are vulnerable and will
be more affected by the pandemic. Countries like Lebanon, character-
ized by persistent political and economic turmoil, are in jeopardy. The
Lebanese banking sector has gone through the global financial crises
of 2008 and the Arab Spring of 2011, and the lessons learned from
these events have been driving the financial and business policies of
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commercial banks. The term Arab Spring in this study aims to distinguish a specific period known
for the socio-political changes and the economic turmoil in the Arab world, and specifically Lebanon.
However, it is important to note that the paper does not cover any political aspects related to the Arab
Spring period; instead it is used as a reference period to gain the common ground between the two
events in terms of economic crises, and to understand how previous experience is relevant to the cur-
rent challenges of the banking sector. The economic threat from COVID-19 has raised the question:
Can Lebanese banks rely on the experience learned from the Arab Spring to deal with the COVID-19
crisis? The literature on the Arab Spring provides no information that can help in mapping the two situ-
ations, Arab Spring and COVID-19, as there is yet no comparable research on COVID-19. Therefore, the
purpose of this study is to find the answer to the question: Can Lebanese banks rely on the experience
learned from the Arab Spring to deal with the COVID-19 crisis? To answer this question, it is important

to examine the literature to further clarify the case and to develop a theoretical framework.

1. LITERATURE REVIEW

Using the search term “Arab Spring”, 1,673 English-
language articles published from 2012 to 2020 were
retrieved from the Scopus database. The following
articles were excluded: documents with fewer than
100 citations; those on political, psychological, and
non-economic issues; and those focusing on regions
outside the Arab world. Finally, only 29 articles were
explored. Most of the studies were written in the
context of Tunisia and Egypt (El-Haddad, 2020), but
further examination revealed differences due to lo-
cal and national conditions. According to Shehadeh
and Lai (2020), it appears that the crises were the re-
sult of movements seeking religious supremacy. The
over-emphasis on Western ideals reflected through
public policies without understanding the actual
cultural structure and epistemological traditions led
to skewed progress in society, preventing most of
the population from taking advantage of the system
(Lightfoot, 2015). The forces protecting the existing
status quo had a prolonged impact on the economy
(Aras & Falk, 2016). According to Malec et al. (2013),
the inherent characteristics of the economies also co-
existed with the new phenomena, fueling destabiliza-
tion. For example, Al-Rawashdeh et al. (2016) high-
lighted the mediating factors, including corruption,
lack of democracy, military spending, and foreign
funds outflow, which led to negative growth in the
oil- and mineral-rich countries of the MENA region.
Similarly, Devarajan (2020) identified the term “in-
equality puzzle” to explain that despite favorable in-
come inequality measures, the subjective well-being
measures in Arab countries were relatively low, fall-
ing sharply during the Arab Spring. The post-Arab
Spring economic situation offers real evidence of the
dominance of such permanent features in national
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economies. Falk (2020) predicts that it is likely that
the Middle East will continue to experience chaos as
a result of such inherited factors, unless a social con-
tract for economic uplift is written between states and
the people (Rougier, 2026). The revolution began in
Tunisia, and the impact in terms of loss in GDP dur-
ing 2011, 2012 and 2013 was 5.5%, 5.1% and 6.4%, re-
spectively (Matta et al., 2019). Investment volume was
the real cause of the adverse impact on economies
during the Arab Spring (Helmy, 2013). The size of
the shadow economy also reduced the impact of pol-
icy measures taken by governments, and this should
be controlled by promoting liberal economic policies
(Farzanegan, 2020). People’s trust and tolerance were
shaken during the Arab Spring, and that needed to
be addressed to control the influence of government
measures on the economy. The economic response al-
so depends on the level of spending by the public and
private sectors. Political unrest brings instability and
discourages revenue sources such as tourist income
(Lafferty & Youssef, 2015). Competition is an impor-
tant mediating factor, as it determines banks’ liquidity
creation. Abraheem et al. (2020) revealed that liquidity
creation was negatively related to competition before
the Arab Spring and positively related to it afterwards;
that is, the stability of a bank reduces liquidity creation.
In short, the factors contributing to the economic cri-
sis during the Arab Spring include the socio-political
systems of Middle East countries, people’s mistrust of
governments, skewed economic progress, the status
quo of the elite, the shadow economy, investment lev-
els, and levels of public spending (Gibson, 2020).

The two situations — Arab Spring and COVID-19 -
need to be examined at the structural level. The for-
mer led to economic crises in the regions affected by
revolution, while the latter is a health-related crisis,
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although its immediate impact is also economic re-
cession (Wells et. al., 2020; Goffman, 2020; Brown
& Rocha, 2020; Nzediegwu, 2020; Saha et. al., 2020;
Al-Awadhi et. al; Qian & Fan, 2020; Kadoya et, al.,
2020). According to the WHO (2020), coronavirus-
es are defined as a “large family of viruses that may
cause illness in animals or humans. The most re-
cently discovered coronavirus infectious disease is
known as COVID-19.” As of May 14, 2020, the WHO
reported the total number of confirmed cases to be
above four million (4,218,212), and the confirmed
deaths 290,242 worldwide. The total population of
Lebanon is 6,825,445, and according to WHO?s sta-
tistics, there were 878 confirmed cases of COVID-19
in the country, and 26 deaths, from February 21 to
Mayl4. Although the conditions in Lebanon were
not very serious compared to the rest of the world,
the country could not be separated from the global
economic impact of COVID-19.

In 2019, the real GDP of Lebanon was reported as
USD 40.16 billion, compared to the previous year’s
42.56 billion. The GDP growth rate was a nega-
tive 5%, equal to the GDP per capita growth rate.
Inflation was reduced from 6% in 2018 to 3% in 2019.
The interest rate in 2019 was reported as 8% and in
April 2020 as 6%. The unemployment rate remained
stable at 6%. The Lebanese Central Bank (Banque
du Liban or BDL) sets the interest rates for operat-
ing banks in line with its monetary policy. The ex-
change rate (USD/LBP) remained stable during 2010
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The Lebanese banking sector, comprising over 60
licensed banks, has been well managed despite
various economic challenges over the years. The
onus for governance, resilience and well-func-
tioning remains with BDL. The subprime cri-
sis of 2008 led to policies to protect local banks
from any significant negative impact. This was a
notable achievement, since in most of the Middle
Eastern banking sectors there was a major dete-
rioration in performance, asset quality and capi-
tal. In Lebanon, the banking system saw sustained
progress and development; it achieved extension
of deposits during a period when global banking
operations were encountering severe competition.
The second major test was during the Arab Spring,
and this time the Lebanese banking sector was af-
fected by the exposure of banking operations in
the most affected countries, mainly Syria, Egypt,
Tunisia, and Libya. Table 2 includes the major
financial indicators pertaining to Total Assets
(TA), Total Loans (TL), Total Deposits (TD), CAR
(Capital Adequacy Ratio), Average Spread, Total
Doubtful Loans (TDL) and Total number of li-
censed banks.

Table 2. Overview of financial performance
of Lebanese banks from 2014 to 2017

Financial Performance

! 2014 : 2015 : 2016 : 2017
Indicators : : : :

Total Number of Licensed Banks 71 69 67 65

Total Assets of Banks (millions

. 176 | 186 | 241 | 258
to 2019 at around 1,500, reflecting control from BDL ~ ofUsb)
over the Lebanese Pound through strict monetary  Total Deposits (millions of USD) | 148 | 155 189 | 196
policy measures (see Table 1). However, this figure  Total Loans (millions of USD) ©51 54 073 075
dramatically collapsed in April-May 2020, where the  Total Doubtful Loans (millions | - 1313
exchange rate reached 3,700, more than 50% weaker ~ °fYsb) ]
than the official peg. This means a huge devaluation /(%Tvleia?;)ijpitamdequacv Ratio 1,6 15 165 168
of the currency in the informal market during the 072
country’s severest financial crisis. Average Spread (190 192 192 194
Table 1. Economic outlook of Lebanon for 2009-2019

Economic Indicators = 2009 : 2010 @ 2011 : 2012 : 2013 @ 2014 : 2015 @ 2016 . 2017 : 2018 = 2019
_GDP (2010 USD bin) 356384 387 397 1 412 422 | 423 430 434 | 425 401

GDP (current USD)

_GDPgrowth fannual %)
_GDPpercapitagrowth (%) @ 91 49 . -39 . -3¢
Inflation, consumer Pr. (%) -
Unemployment, total (% of

total labor force) 6.3 6.4 6.4 6.4

1239 49 65 | 48

_GDP per capita (2010 USD)  © 73975 77616 74538 7179.1 69789 67536 64879 64119 63708 62143 58582

481 | 499 512 . 531 . 549 | 533
1931.0 | 7,686.2  7,644.5  7,629.8  7,801.1 | 8,024.8 | 7,784.3
e e g
32 3% 1 06
LB BTL 0T A3
64 | 64 63 | 63 | 62 i 61 | 62
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Total assets increased from USD 176 million in
2014 to 258 million in 2017, although the number
of banks was reduced from 71 to 65 owing to con-
solidation in the banking sector through mergers.
Total deposits were augmented from 2014 to 2017
due to the increased volume of inwards remittanc-
es received from the Lebanese “Diaspora” living
outside the country. Lending was on a rise with
total loans increasing from 51 million in 2014 to
75 million in 2017. The sector maintained a high
capital adequacy with a sustained spread across
the years. The importance of the Lebanese bank-
ing sector lies in maintaining characteristics, in-
cluding high liquidity and solid capital adequacy.
In addition, it plays a key role in supporting the
Lebanese economy by instantaneously supporting
the public deficit, and enjoying an active private
sector. Therefore, it is appropriate to understand
how the banking sector handled the Arab Spring
and the lessons that can be learned from this tu-
multuous episode.

1.1. Moderating factors between

COVID-19 and the economic
crises

The literature on the economic impact of
COVID-19 was reviewed and based on the re-
searchers’ observations and limited data availa-
ble during January-May 2020. 20,759 documents
were identified from the Scopus database using the
search term COVID-I9. By applying query filters
for open access articles written in English in the
year 2020 in the fields of Economics and Finance,
Social Sciences, and Business, the figure was re-
duced to 766. The final count of the articles in-
cluded in this study was 54. There was no research
paper written exclusively on the Lebanese bank-
ing sector with reference to COVID-19. Therefore,
the inductive approach has been adopted to gather
evidence about moderators in the relationship be-
tween COVID-19 and the economic crises, from
other closely related fields in business, commerce,
and economics.

The literature was explored for three areas:
Inherited characteristics of the economy, the trust
deficit among people about government perfor-
mance, and national fiscal and monetary policies.
Many authors have highlighted the role of perma-
nent features prevailing in less developed coun-
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tries that contributed to the impact of COVID-19
on their economies. The pandemic impact can be
seen at response, recovery, and reset stages (Sigala,
2020). For the less developed countries, the inher-
ent characteristics contribute to the crisis more
than in developed countries (Nzediegwu & Chang,
2020). For example, population size is one of the
factors and it adds to the government-level diffi-
culty in dealing with COVID-19 situations. These
countries have a high rate of positive COVID-19
cases, posing a real threat to their already strug-
gling economies, and exerting immense pressure
on the small number of front-line paramedical
staff and health missionaries (Sharma et al., 2020).
Sectors including travel and tourism (Morakabati,
2020), transportation, stock markets, and trading
are affected badly by the severe economic contrac-
tion, and if governments in these countries are
unable to establish a proper policy framework, the
problem is acute (Singh & Neog, 2020). The case of
local governments and NGOs is similar, and they
are also expecting serious financial planning chal-
lenges for years to come (Maher et al., 2020). The
banking sector is also characterized by inefficien-
cies. For example, Non-Performing Assets (NPA)
hamper banks’ performance (Gaur & Mohapatra,
2020). According to Francis and Pegg (2020), the
presence of corruption, money laundering, political
instability, violence, and environmental devasta-
tion are persistent features of the informal sectors
and co-exist with the formal sectors of the econ-
omy. These conditions are directly impacting gov-
ernment efforts to combat the pandemic. Forces of
the status quo ante have found their interests only
through the current setup, driven by the perceived
institutional barriers that impede entrepreneuri-
al action in existing organizations during crises
(Fisher et al., 2020). The readjustment process has
brought these polarized forces to the forefront,
protecting their own interest. The role of these
groups can be marginalized by cross-partisan
consensus (Merkley et al., 2020). The COVID-19
pandemic has also had an economic impact on
society by causing imbalance in the income and
regional disparities, and families from the more
affected COVID-19 regions have experienced
greater income losses (Qian & Fan, 2020). These
differences are due to existing structural dispari-
ties based on individual education level, family in-
come status, political affiliations, sector-level em-
ployment, and community/city size. People evalu-
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ate the country, the government, and its strategy
during the crises based on the past performance
in similar situations (Gopichandran et al., 2020).
During the pandemic, the narrative of ‘defensive
pessimism’ dominates, but the persistence of low
public risk perceptions and low levels of compli-
ance with government risk management meas-
ures bring to light the paradox of trust (Wong &
Jensen, 2020). The rapid spread of COVID-19 has
also caused dramatic impacts on financial mar-
kets all over the world, and has created an unprec-
edented level of risk, causing investors to suffer
significant losses in a very short period of time,
leading to economies like the US implementing
zero-percent interest rates and unlimited quan-
titative easing (QE), which has further escalated
uncertainty in global financial markets (Zhang &
Hu, 2020). The banks with greater portfolio diver-
sification potential are at lower risk than banks in
the advanced economies (Hernandez et al., 2020).
In the context of demographic classification, com-
munities in rural areas need a more careful ap-
proach in dealing with the epidemic situation by
critically developing an action plan, and strategies
engaging human resources and equipment (Tran
et al., 2020). During the period of COVID-19, the
optimal hedge ratios have increased significantly
due to the higher hedging costs (Akhtaruzzaman
et al., 2020). Financial markets and banks (e.g. in
the US) are expecting a slowdown in the new fi-
nancial regulations, which have been another ex-
tension of the state-finance nexus since the global
financial crisis of 2008 (Wojcik & Ioannou, 2020).
A study conducted on Canadian banks by Talbot
and Ordonez-Ponce (2020) identified three types
of banks’ actions during COVID-19: sweeping
actions, cautious actions, and wait and see. The
study claims that although the Canadian bank-
ing system is among the best in the world, with
the exception of three banks, it has done little for
their stakeholders, clients, and communities. The
role of financial policy makers is important to
relax the pessimistic view on the fiscal tighten-
ing and allow banks to breathe with confidence
(Heimberger, 2020). The investment decisions of
fund managers during COVID-19 in terms of size
and strategy have shifted in favor of low-risk op-
tions, as well as from high coronavirus cases to
the smaller number of cases (Rizvi et al., 2020).
Governments around the world are pushing hard
to stimulate spending by introducing poverty-al-
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leviating packages to families of the victims and
those who have lost their breadwinners or their
jobs. Unfortunately, such blanket solutions are
ineffective when applied to everyone indiscrim-
inately (Kadoya et al., 2020a). Even spending on
safer commodities has suffered (Ali et al., 2020).
In anticipation of post-pandemic recovery, public
policies need to be focused on more vulnerable
and marginalized segments of populations. The
inherited characteristics, trust deficit, and con-
servative fiscal and monetary policies can magnify
the vulnerability of the economies of Arab coun-
tries, whose characteristics are largely similar to
other LDCs.

Figure 1 explains the conceptual framework using
two simple structures to understand the case built
in this study. Models 1 and 2 represent the cases
of Arab Spring and COVID-19, respectively. The
outcome variables in the two models are the same,
that is the economic crises. The ex post facto ex-
amination of the cases suggests that the two situ-
ations can be mapped if moderating factors in the
two models are similar, and therefore it is possible
that the preemptive policies or strategies applied
to deal with the Arab Spring in Lebanon can be
considered valid for the case of COVID-19.

The list of factors contributing to the COVID-
19-driven economic crises can readily be divid-
ed into three groups: Trust Deficit, Inherited
Characteristics of the Economy, and Fiscal and
Monetary policies. Figure 2 is an expansion of
model 1 in Figure 1, showing the list of moderators.
It guides the study to the next level and invites fur-
ther exploration of the literature on COVID-19 to
find if any alignment between the two models ex-
ists in terms of moderators.

Figure 3 shows a theoretical framework, explain-
ing the moderating role of three variables on the
path between COVID-19 and resulting econom-
ic crises. The framework explains that the impact
of each moderator can change the nature of the
relationship on the path. For example, the high
level of trust deficit cannot help governments to
take strict measures or even call for public sup-
port. Such support is only possible when the
confidence level is high. Likewise, the economies
with more positive inherited characteristics can
face the pandemic more easily than struggling
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Moderator (2) Model-1 (Arab Spring)

<
l
A 4

Socio-political reasons (X)

Economic crises (Y)

A 4

COVID-19 health reasons (X)

Economic crises (Y)

Model-2 (COVID-19) Moderator (Z)

Figure 1. Simple models of Arab Spring and COVID-19

Socio-political reasons L
. Economic crises
led to Arab Spring T

Moderators

— Trust deficit
Inherited characteristics of

the economy

L—» Fiscal and Monetary policies

Figure 2. Moderation on the path between Arab Spring and economic crises

Trust Deficit Inherited Economy

COVID-19 Y v

.| Pandemic Driven
i 7'} ”
Pandemic

Economic Crises

Fiscal & Monetary Policies

Figure 3. Theoretical framework (Moderation on the Path between COVID-19 and Economic Crises)

economies with poor indicators. Similarly, lib- The moderatorsidentified in the Arab Spring and
eral fiscal and monetary policies have a different the COVID-19 models are similar. This allows
impact on the economy than conservative poli- hypothesizing that the Lebanese banks have the
cies, depending on the stage of pandemic in the ability to deal with the COVID-19-driven eco-
country. nomic crises based on the experience from the
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Arab Spring. The following set of hypotheses is
framed:

1) The degree of trust deficit is the same during
COVID-19 and the Arab Spring in Lebanon.

2) 'The nature of the economy in terms of in-
herited characteristics has not significantly
changed over the last decade.

3) The conservative fiscal and monetary policies
that helped during the Arab Spring are also
in place to support combating the COVID-19-
driven economic challenges.

4) 'The conditions during COVID-19 for eco-
nomic reasons are not very different from
those during the Arab Spring.

5) Lebanon’s banking sector is able to deal with
the current economic threat.

2. METHODS

The study is exploratory in nature and concerns
the understanding of the moderators of the Arab
Spring and COVID-19 identified in the literature.
The study then uses a confirmatory approach to
test the hypotheses. That is, the methodology is
both inductive and deductive. The triangulation
in the analysis enables a thorough examination
of the two events based on both qualitative and
quantitative data. The interview data was ana-
lyzed quantitatively through the content analysis
technique in order to produce reliable and valid
evidence to examine the relationship and research
hypotheses (Krippendorff, 2004). The purposive
or judgment sampling technique was adopted to
reach the desired sample alongside the snowball
approach, with the objective of taking advantage
of the field specialist’s knowledge about the sec-
tor. The selection of the sampling units was made
with care so that the samples do not bias the an-
swers to the research questions. Due to the com-
mon nature of the subject matter, a smaller sam-
ple size does not pose any threat to reliability, and
therefore, assuming a 5% significance level of the
answers to the research question and an assumed
probability of relevant instances 10%, the sample
size of seven is considered sufficient (Heimberger,
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2020). To obtain face and content validity, the in-
terview was simulated and a set of questions were
sent to three experts in the field of banking and
finance. The focus was set in the interviews to cap-
ture information about when and how bankers
started to sense the Arab Spring in the Lebanese
banking sector, and its immediate impact on the
sector. Secondly, what factors were considered
important in causing economic crises during
the Arab Spring; and thirdly, how similar are the
factors causing economic crises during the Arab
Spring and COVID-19, and what was the status of
Lebanese banks in terms of their potential to deal
with the post-Covid-19 economic scenario?

3. RESULTS

The textual data from seven semi-structured inter-
views with experts from Lebanese banks was cod-
ed according to their distinctness and relevance to
the study. The text was examined for propositional
distinction with respect to the perception, recog-
nition, justification, evaluation, and assurance of
the interviewee. Three themes were derived from
the text, based on the moderating variables iden-
tified in the theoretical framework: Trust Deficit,
Inherited Characteristics of the Economy, and
Fiscal and Monetary Policies. The confirmatory
approach to the content analysis was adopted by
predefining the themes and underlying categories
and a list of possible terms. Each moderator was
considered as a theme, and it was chained to the
respective categories and terms found in the inter-
view data. The categories can be considered as the
latent variables during the visible manifestation in
terms of sentences and sets of terms.

3.1. Themes

Following the thematic tree diagram shows the
latent categories of trust deficit. Four categories
were hypothesized based on the literature review:
Fairness, Integrity, Competence, and Reliability
(see Figure 4).

Each category can be considered as a latent con-
struct with its manifestation through the group of
terms derived from the statements extracted from
the interview data. The arrows from the latent
variable show that the terms act as the items or a
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Theme of Trust-Deficit

Economic rights Large population was unable to protect their economic rights

Fairness
Haves and have nots The class conflict was acute, and it was between haves and have nots
Corruption Corruption was high
i i Governments were dishonest
Integrity Dishonesty ‘
Meet promises Unable to meet the promises
Self-interests Leaders focus on their own self-interests
People doubt the ability of government
Ability Banks are not able to persistently support government in funding
bi the budget deficit
Competence Incapable Incapable to serve the people
Failing Fail to provide any solution to the unemployment
Incorrectness The information provided to people was incorrect
There are concerns for the currency stability
BDL is taking measures to restore the confidence of the bank
customers
) The policies remain inconsistent over the years
Reliability Inconsistency

Strikes and public protests are common and can force the
government to compromise

Loss of trust affects liquidity in the banking sector

Figure 4. Thematic construct of Trust Deficit

Theme of Inherited Characteristics of the Economy

Informal sector The informal sector of the economy coexists with the formal sector
Black marketers remained active

Black market
Shadow Economy Money lending should be stopped

Money laundering  Capital outflow is not under control

Perceived corruption and money laundering cannot afford to build confidence

Corruption on the monetary system

Disparities The gap between rich and poor was widened

Less opportunities The Syrian crisis has caused income inequality

Unequal Distribution . .
Lack of opportunities for majority of degree holders

128

of Wealth Low productivity
Shortage of skilled labor causing low productivity
Primary sector
dependence Dependence on the primary sector was high
Ante change There are forces that do not want change
Status Quo Ante Compromise People have compromised on the current state

Socio-Economic
Factors

Institutional stakes

Unemployment
Inflation
Remittances
Syrian Crises
Infrastructure

Unrest

Institutions have stakes in the current state

Unskilled labor force has high unemployment rate
Inflation has increased and interest rates are in double figures

The fall in oil prices caused a drop in foreign remittances from the Gulf countries
by about 6%

The Syrian crisis is permanent and has been prevalent since 2011
We have over 1.5 million Syrian refugees, putting a heavy burden on the economy
Poor condition of the public transport system also causes regional disparities

There is persistent load shedding preventing the industrial sector from working

Strikes and public protests are common and can force the government to compromise

Figure 5. Thematic construct of Inherited Characteristics of the Economy
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term. For example, the statement “Large popula-
tion was unable to protect their economic rights”
can be represented by the term Economic Rights
under the category Fairness in the group Trust
Deficit. The fairness construct explains that the
respondent feels that the economic crises during
the COVID-19 pandemic may be accelerated by
the feeling of lack of fairness in society.

Figure 5 shows the theme Inherited Characteristics
of the Economy in terms of four latent constructs
measured by 17 manifest terms (or codes) repre-
senting the impressions derived from the respec-
tive quotations. For example, the quotation “There
are forces that do not want to change” is coded as
Ante Change and derived through the latent con-
struct Status Quo Ante. Similarly, “The gap be-
tween rich and poor was widened” is coded as
Disparities. It is also an expansible concept and
covers disparities in both income and regional
disparities in the country.

Banks and Bank Systems, Volume 15, Issue 4, 2020

The theme of Fiscal and Monetary Policies is
shown in Figure 6. There are four latent constructs
measured through 12 manifest terms. The con-
struct of Indebtedness is a single item factor. FDI
measures foreign direct investment and represses
the impression of poor performance in this area.

4. DESCRIPTIVE STATISTICS

The terms used in the interviews are described
using the word cloud and Term Frequency (TF)
chart. These visual displays were obtained by us-
ing text mining algorithms in R-Programming
language after preparing the text corpus of sev-
en interview files taking through the punctuation
removal, lower case conversion, digits and white
space removals, and removing the stop words pro-
cesses simultaneously. Term Document Matrix
(TDM) and Document Term Matrices (DTM)
were obtained respectively to further analyze

Theme of Fiscal & Monetary Policies

It is now one of the world’s largest indebted economy

Every child born in the country has a debt

Indebtedness Debt Burden
Foreign Exchange
Reserves
Investment FDI

Public Spending

Conservativeness

Economic slowdown

High interest rates

Infrastructure
building
Reducing
unemployment

Deficit financing

High Control

Foreign exchange
Restrictions

High Interest
rates

Restricting Money
Supply
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Debt-to-GDP ratio is close to 150%, which is among top three nations of the
world after Japan and Greece
Large chunk of public revenue goes to the debt payment, which is about 50%

There are concerns for the currency stability

Loan in dollars are paid back in the same currency, which needs high volume
of foreign exchange reserves

The capital inflow to the country and FDI is going down every year
The level of investment was low in the country due to economic slowdown

High interest rate was discouraging investors

Governments were unable to spend on infrastructure

High unemployment rate was due to less public spending

High cost of living causes deposits to the lowest in this year, and this will
increase the pressure on the budget deficit

More control means banks will not be able to extend internal loans to the
government for deficit financing

Strict monetary policy were adopted after the Arab Spring

Control on dollar withdrawal and transfer damages the confidence of
customers

Interest rates are very high in the country

Restricting excessive money supply by increasing taxes

Figure 6. Thematic construct of Fiscal and Monetary Policies
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Figure 7. Interview data word cloud

the text. Bag of Words (BOW) was obtained to
use it for further noise removal from the data be-
fore obtaining Words cloud (Figure 7) and histo-
gram (Figure 8). Following is the output of [head
()] function applied on the TDM, which provides
first few rows (terms) from the matrix of terms X
document(interview).

Word cloud in Figure 7 shows the impression
about the contents taken up in the interviews. The
term ‘Lebanon’ indicates the key context of the
discussion, which is the country of Lebanon. Two
terms — ‘arab’ and ‘spring’ - represent the com-
posite term ‘Arab Spring’, which is technically sep-
arated in the text mining scheme. Likewise, the
terms ‘government, economy, economic, regula-
tions, system, provisions, public, bdl (or BDL), sta-
bility, deficit, unemployment’ are the impressions
of the public policies, e.g. Fiscal and Monetary
policies. The terms of crises, debt, basel, bank, test,
treasury, capital, interest, markets, regulators, ra-
tios, and rate are the impressions of banks’ efforts
to deal with the crises. Similarly, the terms like
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bad, low, deficit, concern, issue, problem, cost, po-
litical, and confidence are the impressions of trust
deficit. Figure 8 shows the histogram of the word
frequencies ranging between 5 and 40.

4.1. Risk analysis

Risk analysis (Figure 9) of the interview text pro-
vides the banks’ position with respect to the lev-
el of risk involved in terms of three moderators.
The risk map allocates various interviews’ quotes
to the low, moderate, and high-risk zones, based
on the probability of co-occurrence of impact and
likelihood of the impression reflected through the
quotes. The impact and likelihoods are measured
on the scale from 1 to 5, and the covariance value
distributes the quote into low, moderate, and high-
risk zones. The left bottom green shade shows the
low risk zone, and they can be mitigated. It covers
the concerns relating to the bank and monetary
policy issues. They are considered low risk due
to the degree of control in the hand of stakehold-
ers, including banks and BDL. The middle yellow
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Figure 8. Histogram of terms used in the interview

istics of the economy. The concerns shown in the
top right red zone are the high-risk factors. They
are considered high risk, since they cannot be mit-
igated easily. These concerns are due to the trust

Risk Matrix

e structure of the
Lebanon is not
5 ready
* not enough buffer
to face crises

* economic factors add
to the problem

e Institutions had stakes
in the current state

e the informal sector of
the economy

 poor governance
¢ people doubt the
ability of government

e policies are driven by
self-interests

* people had
compromised on
current state

e incorrect information

o |ess job opportunities
creates anger

¢ conflict between haves
and haves not

o for economy, the
challenge is bigger

4 | e inflation rate has
increased

e high cost of living

 high debt payment
« falling oil prices

e Syrian crises still exist

* the gap between rich
and poor

¢ problem of refugees

e |oss of trust is affecting
liquidity

o strikes and public
protests

e tourism is down

¢ black market

e corruption

* money laundering

® bank subsidiaries

are manageable
3 | e lesser operations
e decreasing

¢ debt-to-GDP ratio is
close to 150%

e interest rates were in
double figures

¢ low productivity
e tourism is down

¢ low level of investment

e poor infrastructure

¢ high unemployment
rate

e state was incapable to
serve the people

exposure
e low financial impact | e conservative plan o there were forces who | e banks limitations to e instable currency
P on bank ® precautionary did not want change fund budget deficit * low public spending
e cut on the new measures have taken ¢ high direct tax
lending
* no loss but less e strict monetary policy | ¢ IMF ® FDIl is low * one of the world’s
profits * need monitoring the * confidence and largest indebted
1 | banks are cautious liquidity flow liquidity are the economy
concerns * dependence on the
primary sector
1 2 3 4 5
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Figure 9. Risk matrix
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deficit based on the past performance of the insti-
tutions. The high risk and moderate risk zones can
be managed through effective fiscal and monetary
measures in the short run and long-term econom-
ic measures in the long run.

5. DISCUSSION

This study was an effort to understand the po-
tential of Lebanese banks to successfully survive
the COVID-19 situation based on the experiences
they have learned during and after the 2011 Arab
Spring. The limited research on the topic, espe-
cially in terms of COVID-19 and Lebanon, has
led to the inductive approach to develop the case
for examination. The theoretical framework was
then tested through the deductive methodology.
The success of inductive approach depends on the
strong rationale justifying the researcher’s point of
view. The rationale in this study was based on the
conceptual framework (Figures 1 and 3) direct-
ing towards the study of similarity of the moder-
ating factors between two cases (Arab Spring and
COVID-19). The assumption was that the similar-
ity of the moderators in the two cases can allow
a researcher to hypothesize that the ability of the
Lebanese banking sector to deal with the COVID-
driven economic crises is justified. Therefore, the
aim of this study is to find the answers to the ques-
tions: Can Lebanese banks rely on the experience
they have learned from the Arab Spring to deal
with the COVID-19 crises? and Are moderators
in the Arab Spring and COVID-19 models are
aligned? The similarity of the moderators identi-
fied in the Arab Spring model and the COVID-19
allows hypothesizing that Lebanese banks have
the ability to deal with the COVID-19 driven eco-
nomic crises based on the experience from the
Arab Spring.

HI:  The degree of trust deficit is the same during
COVID-19 and the Arab Spring in Lebanon.

The four constructs identified in the thematic di-
agram (Figure 7), Fairness, Integrity, Competence,
and Reliability, confirm the prevailing impres-
sions among bankers about the trust deficit in gov-
ernment performance during the Arab Spring and
COVID-19. The impressions were that corruption,
dishonesty, and failure to meet promises or to
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solve unemployment problems led to popular lack
of confidence in the public sector’s ability to per-
form in the crisis. The income disparities raised
concerns about the success of public measures to
deal with crises when strikes and public protests
are common, increasing pressure on the govern-
ment to compromise. The banking sector even
finds difficulty in funding the government’s fiscal
deficit. These impressions are also clustered in the
high-risk zone (Figure 9), showing the real threat
to the government efforts in the COVID-19-led
economic crisis. The conditions of trust deficit are
similar during the Arab Spring and COVID-19,
and bankers need to go an extra mile to deal with
them.
H2: The nature of the economy in terms of in-
herited characteristics has not significantly
changed over the last decade.

The Lebanese economy has inherited character-
istics that pose a challenge to the government’s
efforts to deal with crises. The four constructs
identified are the shadow economy, unequal dis-
tribution of wealth, status quo ante, and socio-eco-
nomic factors. The informal sector of the economy
coexists with the formal sector. Refugees from the
Syrian war are adding to the crisis, with over 1.5
million considered as a permanent issue. Similarly,
dependence on the primary sector and underde-
veloped infrastructure have been seen for many
years, even before the Arab Spring. With these
conditions, fall in oil prices causes a reduction
in foreign remittances. Most of these conditions
are in the moderate-risk zone (Figure 9), which
requires long-term strategies on the part of gov-
ernment to improve the infrastructure and bring
social uplift to the underdeveloped sectors of the
economy. These conditions are similar for both
situations, and banks can take advantage of their
experience in handling them.

H3:  The conservative fiscal and monetary policies
that helped during the Arab Spring are also
in place to support combating the COVID-
19-driven economic challenge.

Fiscal and monetary policies are considered as
low-risk factors in this study (Figure 9), as con-
trollable factors that pose no serious threat in the
COVID-19 crisis. The high debt burden is the re-
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sult of persistent deficit budgets financed by ex-
ternal loans. This also indicates the limitations of
the BDL or commercial banks to finance the fiscal
deficit. The Debt-to-GDP ratio is 150%, third in
the world after Japan and Greece, and a large por-
tion of the public revenue goes to the debt repay-
ments. The currency has generally remained sta-
ble, although showing a decline in value in recent
years. The conservative monetary policy can be a
good short-term measure, but it cannot succeed in
the long run. The four constructs — indebtedness,
investment, public spending, and conservative-
ness — are clearly linked to the level of fiscal and
monetary policy impressions. Tax increases can
also be difficult in a COVID-19 situation. Most of
these conditions are the result of the Arab Spring
experience, but can still be found in the case of
COVID-19.

H4-H5: The economic conditions during COVID-19
are not very different from those during the

Banks and Bank Systems, Volume 15, Issue 4, 2020

Arab Spring, and the Lebanese banking sec-
tor will be able to deal with the current eco-
nomic threat.

Trust deficit, inherited characteristics of the econ-
omy and fiscal and monetary policies are the de-
fining parameters of banking experience to be
applied in the COVID-driven economic crisis.
The discussion of these three moderating themes
clearly gives the impression from the banking ex-
perts’ viewpoints that they are common charac-
teristics prevailing during both the Arab Spring
and the current COVID-19 pandemic.

Key challenges faced during the study include
a lack of availability of research data about the
Lebanese banking sector’s reaction to COVID-19.
Data was gathered from seven senior bankers, but
the study’s findings could be improved by increas-
ing the sample size, perhaps including quantita-
tive survey data.

CONCLUSION

This study examines the ability of Lebanese banks to cope with the economic challenges posed by
COVID-19 based on the experience gained during the economic turmoil of the Arab Spring. The analy-
sis was carried out through a mixed method approach in the exploratory and confirmatory setting. The
results indicate that there are similarities in the two events — the Arab Spring and COIVD-19. The study
has confirmed that trust is a key indicator for government performance in any financial crisis (HI),
some conditions remain the same in any financial crisis (H2), conservative monetary and fiscal policy
is needed to cope with the financial distress (H3), and the Lebanese banking sector is able to cope with
the current situation as economic conditions are similar to those that existed during the Arab Spring,
when banks managed to maintain their resilience (H4-H5). The study has provided sufficient evidence
to confirm that the experience of the Lebanese banking sector during the Arab Spring is a valuable as-
set for bankers, BDL, and government, which can be used to anticipate and handle the COVID-driven
economic crisis. The policies must be developed based on the three key moderating factors identified:
Trust Deficit, Inherited Characteristics of the Economy, and Fiscal and Monetary Policies. Most of these
conditions are permanent in nature and need long-term reconsideration of the short-term policies. The
COVID-19 pandemic prevails, and the resulting economic situations are only the crises currently per-
ceived and may evolve differently from the Arab Spring crisis. The possibility of a V-shaped recovery is
not out of question, and banks can take the advantage of a speedy recovery. The analysis provides op-
portunities for further research, and a possible extension of work could consider the phase after Beirut
explosion and what the banking sector can do to cope with the negative consequences of this event.
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