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EXECUTIVE SUMMARY 

1.      Lebanese capital market is relatively small as the financial market is dominated by 

the banking sector. The Beirut Stock Exchange (BSE) has only 11 listed entities with a total 

equity market capitalization of US$ 10 billion or 24% of GDP, smaller than its peer countries 

(both in the region and among countries with similar income level); and trading is very thin 

among these stocks. Lebanon has a sizeable government bond outstanding, but the secondary 

market is not very active. Meanwhile, the non-government debt market is very small and fully 

dominated by banks. 

2.      It is apparent that banks dominate financial intermediation in Lebanon to the 

extent it may inhibit the development of capital markets.  The high dollar interest rates paid 

on bank deposits has inhibited non-bank financial intermediation for local capital markets.  

Wealth is accumulated in the form of bank deposits, holdings of Lebanon Eurobonds, and 

foreign equity. The large bank deposits are mainly invested into government securities, either 

Eurobonds or LBP bonds. Credit to the private sector has grown recently as banks try to contain 

their exposure to the Government, as well as searching for yield pick-up given the recent drop in 

government yields.  However, reliance on relationship banking and heavy collateralization of 

bank credit impede the growth of small industries and startup business ventures. Approximately 

one-sixth of bank credits are channeled to small and medium-size enterprises.   

3.      There is an absence of institutional investors that would expand investor base to 

include investments seeking long term exposure. The pension industry is very small; the 

NSSF, the only meaningful pension fund invests in Government securities and bank deposits 

exclusively both of which should be considered cash equivalents rather than investments. 

Insurance companies are growing, but remain relatively small and have restrictions that limit 

investing in the capital markets. Investment funds have contributed minimally to mobilizing 

individual savings into the local capital markets and to date, have served mostly the banking 

sector. Equity exposure takes the form of foreign equity funds.  

4.      Government sees the need to develop capital markets to help finance corporate 

growth and infrastructure development. In the infrastructure sector, private participation in 

financing is desperately needed.  Government spending on infrastructure could only get to 2-3% 

of GDP; while ideally a total of 6-7% of GDP is needed to support the economic growth and 

maintain the quality of infrastructure and services, not to mention redevelopment of 

infrastructure destroyed during recent conflicts. Growth in the technology and 

telecommunication sector, among others, also needs financing. The government acknowledges 

Lebanese competitive advantage in creative and service industries, backed by a large pool of 

talents and high-quality education. 

5.      There exist potential demand and supply of securities that, if harnessed well, could 

reactivate the domestic capital market. There is a pool of firms whose listing could 

immediately reactivate the stock market. These include state-owned enterprises and around 15 to 

20 private companies of good size, some of the latter are already considering offering shares to 

the public. Further, there are some large companies whose shares are traded over-the-counter, 

which could go to the listed market immediately. On the demand side, there is a large number of 

funds marketed domestically suggesting a large potential investor base from inside Lebanon. 
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6.      It is incumbent on the Government to establish a comprehensive capital market 

development program, which includes efforts to increase supply and demand, strengthen 

supervision and enforcement, and must be accompanied by an effective outreach 

campaign, both domestically and internationally. The relative importance of a sound and 

pragmatic capital market development agenda should be elevated and supported by a 

comprehensive strategy that meaningful consultation with market stakeholders. Initially, it will 

be important for the Government to develop a formal approach to both short- medium- and long- 

term strategies, supported by a Master Plan that serves as a reference point for subsequent 

administrations and provides both consistency and continuity in relation to reforms. Numerous 

countries1 have used this approach to build consensus regarding the agenda and priorities among 

stakeholders, within the Government, and among the public and the private sectors, and to guide 

the authorities in implementing the agenda. Efforts to increase both the supply and demand of 

securities should be conducted in a coherent and timely manner.  

7.      The Government should drive efforts to steadily increase the supply of investable 

instruments. In many markets, privatization through the offering of state-owned enterprises can 

have a beneficial catalytic effect on capital market development as they tend to be large (with 

sufficient float this can greatly assist secondary market liquidity) and well recognized (likely to 

be attractive). While privatization can be politically challenging in many markets, in Lebanon the 

situation is particularly acute in that the political environment can be fractious and characterized 

by widely disparate views. However, it is important to stress that the aim in privatizing select 

state-owned enterprises is not to relinquish public ownership, but rather to provide opportunities 

to the public to directly own shares in these oftentimes desirable companies. The Government 

may also persuade large regulated entities, such as insurance companies and banks that are not 

already listed, to raise funds through IPOs. The authorities should also pursue the new law on 

public-private partnership (PPP) – which among other things will launch new private sector 

entities operating in the infrastructure sector which could well use the capital markets as the 

primary source of financing. Programs to prepare companies, which will later be eligible for 

listing/public offering, should be promoted through various interventions.   

8.      On the demand side, creating a steady flow of investment into instruments with a 

long-term horizon, primarily from the pension and insurance sectors, will help grow the 

markets. Most important among several efforts would be pension reform, aiming primarily at 

improving post-retirement income and reducing old-age poverty, but which in practice would 

accumulate funds that will be invested in long-term productive investments. Currently, a 

proposed law on private pensions targeted at higher replacement rates of income is being 

discussed by the authorities; the Capital Markets Authority (CMA) should have a strong interest 

in pushing this agenda forward. A new law should set broad criteria for investments, and allow 

specific investment directives to be defined by implementing regulations, which can be adapted 

over time depending on the level of market development and availability of investments. 

Similarly, the CMA should support reforms in the insurance sector, particularly relating to 

measures of broadening the scope of permissible investments to be used by insurance companies.   

                                                 
1
 E.g. Malaysia, India, Brazil.  
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9.      Within its direct control, the CMA should look for ways to boost the growth of 

collective investment schemes.  Currently, funds are predominantly (and almost exclusively) 

issued and managed by banks.  Experience in other markets suggests that funds actually provide 

healthy competition to banks, and therefore growth driven by non-bank financial institutions 

(including independent fund managers) should be promoted. The authorities may consider 

providing incentives for investment funds domiciled in Lebanon and/or invested in Lebanese 

securities. Tax neutrality should be sought to ensure competitiveness vis-à-vis other jurisdictions 

given Lebanon’s open capital account. 

10.      A comprehensive review of taxation will inform the policies enabling more long-

term savings and investments. The mission’s consultations with the private sector suggest that 

tax considerations drive many transactions overseas and/or to non-regulated markets, impeding 

growth of the local public capital markets. For example, straightforward equity investments are 

discouraged by multiple taxes, i.e. on corporate income, dividend distribution, and capital gains; 

although Lebanese practitioners have found ways to circumvent these issues, e.g. through the 

extensive use of non-financial holding companies as investment vehicles that pool savings of 

wealthy individuals without the need of licensing by a financial regulator. Meanwhile, collective 

investment schemes are taxed both at the investment level (e.g. interest income) and at the 

distribution of income level. Best practice suggests that contractual savings should be taxed only 

once. Vehicles used for capital market transactions (collective investment schemes, 

securitization, etc.) should be tax neutral.  

11.      Increased demand from institutional investors and issuance by large companies will 

attract more companies to the capital markets. In the long run, as liquidity and valuations 

increases, more companies will see the merits of raising funds through the domestic equity 

markets. Privately-held companies will seize these opportunities, probably large companies 

initially, then followed by second-tier (medium sized) companies. An indirect consequence of 

this course of events is that banks can no longer rely on businesses from larger companies and 

will begin to refocus their energies on lending to small and medium sized enterprises. Similarly, 

on the fixed income market side, the existence of institutional investors would provide an 

alternative financing for companies e.g. through the bond market.  

12.      All these efforts need to be complemented by the issuance of effective regulations, 

and proper supervision and enforcement. One of the first priorities of the CMA is to establish 

strong compliance, supervision and enforcement capabilities. Instilling market confidence will 

take time and careful actions. Investors seem to eschew the listed equity market due to a 

widespread perception that it is tightly controlled by a few players. These issues exist not only in 

the listed market (e.g. extreme volatility of Solidere shares) but also in the hybrid markets (e.g. 

banks’ preferred shares) and over the counter. It will be up to the CMA to ensure market 

integrity, market governance, and fit and proper professionals to restore investor confidence. 

This is a long-term task and requires significant capacity building. The CMA needs to leverage 

on existing capacities and work together, through MOUs with the BDL, Banking Control 

Commission (BCC), Special Investigation Committee (SIC) for anti-money laundering, 

Insurance Control Commission (ICC), BSE, and Lebanese Association of Certified Public 

Accountants (LACPA). The CMA may also require certain companies whose shares are traded 

outside of the exchange to be listed, and for the bulk of over-the-counter (OTC) activity to be 

subject to post-trade reporting to the BSE. 
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13.      An effective campaign to promote the Lebanese capital market domestically and 

internationally should be conducted jointly with the public and private sectors. A proactive 

and concerted campaign regionally and internationally may be conducted once there is a strong 

evidence of support from the private sector, and especially once new IPOs begin to come to the 

market. Similar campaigns like these have been proven to be effective, as experienced by other 

markets, such as Chile and Brazil. Meanwhile, promotion of the market and domestic investor 

education will need to be done in concert, not only about investing in the stock market, but also 

with respect to various other savings programs suitable to retail investors such as investment 

funds. 

 

MARKET OVERVIEW 

 

14.      Lebanese capital market is relatively small (Figure 1); the financial market is 

dominated by the banking sector. The Beirut Stock Exchange (BSE) has only 11 listed entities 

with a total equity market capitalization of US$ 10 billion or 24% of GDP; and trading is very 

thin among these stocks. Lebanon has a sizeable government bond outstanding, but the 

secondary market is not very active. Meanwhile, the non-government debt market is very small 

and fully dominated by banks as issuers.     

Figure 1.  Securities Markets in Lebanon 
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15.      The Capital Market Authority (CMA) has only very recently been established under 

Law 161/2011 on Capital Markets.  The CMA will take over all regulatory and supervisory 

responsibilities on the capital markets.  Previously, regulatory policy on capital market was 

under the responsibility of Bank du Liban (BDL – the bdl), with supervisory duties performed by 

the Banking Control Commission (BCC), supervising all institutions operating in the capital 

markets, including non-bank financial institutions (53 entities) and financial intermediaries (12 
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entities).2  The supervision of the exchange (BSE) is transferred to the CMA, under the Law 

161/2011, from the Ministry of Finance. The CMA will also supervise Midclear, the clearing 

center and central depository and registrar for securities in Lebanon established under Law 

139/1999 and Law 308/2011. See Table 1 for a partial figure of CMA’s regulatory and 

supervisory scope currently envisioned.  

 

Table 1. CMA’s Regulatory and Supervisory Scope, Current Data (2012)  

 # % of 

GDP 

  # 

Operating Entities    Issuances (in 2012)  

      

Non-Bank Financial Institutions 53   Number of Issuances  

Financial Intermediaries (Brokerage) 12      Listed Equities*  3 

Investment Banks 16      Listed Funds  0 

Exchanges 1      Bonds  

Clearing, Settlement, Depository 1        Rep. of Lebanon – LBP den. 128 

         Rep. of Lebanon – Eurobonds 8 

Securities and Funds         Corporate Bonds 20 

      

Listed Entities (excl. Government)    Mutual Funds 18 

  Companies 10 24.2    

  Funds 1 0.1    

Listed Securities (incl. Government)    Others  

  Equities 25     

  Funds 1   Number of companies with OTC-

traded securities 

N/A 

  Govt. Eurobonds 25   

      

Mutual Funds      

   Foreign Funds 604 1.7    

   Domestic Funds 24 1.0    

      

Number of Bonds Outstanding      

  Rep. of Lebanon – LBP denominated 271 76.3    

  Rep. of Lebanon – Eurobonds 40 50.2    

  Corporate Bonds 36 2.2    

 

*Only preferred shares and GDRs listed/issued in recent years. 

Sources: BDL; data as of end 2012. 
 

Government Bond Market 

16.      Lebanon has a sizeable amount of government bonds outstanding, but the market 

has not been seen as providing a meaningful benchmark yield curve. Lebanon’s government 

debt market is comprised of both dollar-denominated (Eurobonds) and LBP-denominated 

                                                 
2
 As of the time this Technical Note is written, the supervisory responsibility has not been fully transferred from 

BCC to the CMA.  
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instruments, the majority of which are held by Lebanese banks. As of end 2012, total 

government bonds outstanding was LBP 81.7 trillion (US$54.2 billion), equivalent to 126% of 

GDP (Figure 2).  About 60% of the government bonds were in Lebanese pound, and the rest 

were US dollar denominated Eurobonds.  Until recently, the vast majority of government bonds 

were within 3 years maturity; but in recent years the government has increased the portion of 

longer-tenor bonds.  Still, secondary market activity is very limited as the BDL takes a very close 

control and often makes intervention in the secondary market.  

Figure 2.  Government Bonds Outstanding 

  

 

17.      Given the unique characteristics of government debt markets, including their 

pivotal role in supporting currency stability, the existence of an active secondary market in 

Lebanon should not be expected to occur in the short term. Currency stability is paramount 

to the Lebanese economy, thus the authorities’ strategy toward managing the public debt is 

strongly influenced by the need to support currency stability. To this end, the BDL takes very 

active role in managing interest rates and liquidity.  Strong price signals are given by the BDL 

during auctions of government bonds with any unsold portion being absorbed by the BDL. 

Further, the BDL often absorbs the remaining liquidity by offering certificates of deposit (CDs) 

to banks, some of which have long tenors. BDL also proactively comes to market if there appears 

an excess demand or supply of papers that could threaten the interest rate stability. Over the past 

fifteen years, this approach has proven effective in keeping the exchange rate within a very 

narrow band. However, as a result, trading of government bonds among banks became thin to 

give way for trading between banks and the BDL. The objective of maintaining currency 

stability may have an unintended result in contributing to the low level of activity in the domestic 

fixed income market. Tight control over government bond yields is important to maintain fiscal 

and monetary stability; however, the resulting lack of price discovery coupled with a high 

dollarization provides little motivation for domestic issuance of corporate bonds.   
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Non-Government Bond Market 

18.      Lebanese corporate bond market is very small and consists of bank issuances. As of 

end 2012, total outstanding non-government bonds stood at LBP 1.4 trillion (US$ 940 million), 

or 2.2% of GDP.  This amount consisted of issuances by banks only; banks appear to be funding 

their USD assets, including Eurobonds, with a combination of USD deposits and USD bonds. 

The absence of non-bank issuers in the bond market reflects the dominance of banking sector 

and lack of access to capital for the real sector through the capital markets. But it also reflects a 

lack of comprehensive information on fund-raising activities of non-financial institutions in 

Lebanon, which is understandable given that the market supervisory has been conducted by the 

BDL, which focuses on activities by banks and financial intermediaries.3 In addition, of all those 

non-government bonds, only a small portion was issued in local currency (see Figure 3), 

highlighting the fact that there is a currently limited local investor base in Lebanon.     

19.      The lack of domestic corporate bond market also raises questions about the 

sufficiency of its enabling environment.  Other than the demand-supply dynamics – i.e., 

dominance of the banking sector, limited local investor base – there are other issues that may 

contribute to the lack of activity in this market.  These issues include a lack of reliable reference 

prices for domestic issuances and the absence of oversight and vision to develop this segment of 

the capital markets, by inter alia providing a more efficient access to raise capital without 

necessarily exposing the issuers to public disclosure requirements.   

  

                                                 
3
 Our interviews suggest there have been few securitization transactions, including one backed by future revenues of 

a firm in the agriculture sector.  It is unclear whether the latter transaction was captured in the data but fell under 

bank issuance category (perhaps because it used a structure created by the arranger which is a financial 

intermediary), or whether it was not captured at all in the data.   
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Figure 3.  Corporate Debt Securities Outstanding – Domestic/Local Currency Only 

 

 
 

 
Public Equity Market 

20.      The dominance of banks is also apparent in Beirut’s small public equity market.  
Only 11 entities are listed in the Beirut Stock Exchange (BSE), six of which are banks, 

representing 76% of the market capitalization. The only other meaningful industry is real estate 

construction/development (21%), represented by only one company, Solidere, by far the single 

largest company listed in the Exchange (Figure 4).4  Several large banks also issued preferred 

shares and Global Depository Receipts listed in BSE (Table 2).  As of end 2012, the stock 

market capitalization stood at 24% of GDP, significantly below its peer countries (Figure 5-4).   

  

                                                 
4
 Solidere was established in 1994 by a special Law which gives it a mandate to carry out and supervise the 
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areas of Beirut in exchange of shares.  Solidere’s initial capital base came from the issuance of A shares for the 
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global depository receipts (GDR) which are traded in international exchanges, such as in London and Luxembourg.   
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Table 2. Beirut Stock Exchange - Number of Listing 

 

2008 2009 2010 2011 2012

Equity

Number of listed companies 11 10 10 10 10

  Number of listed securities* 24 23 23 22 25

Other Securities Listed in BSE

Funds 2 1 1 1 1

Rep. of Lebanon Eurobonds 22 20 17 25 25

* common shares, preferred shares, and GDRs of the same listed companies

Source: BDL  

Figure 4.  Equity Market, by Industry 
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21.      Despite its rich history and vibrant past, the stock market today is inactive and is 

shrinking.  Historically, Lebanon had a relatively vibrant capital market and was a barometer for 

capital market activity in the Middle East before the stock exchange was closed for twenty years 

due to the civil war (beginning in mid-1970s).  Since its reopening in 1996, the stock market has 

been shrinking. The establishment and IPO of Solidere in late 1990s energized the stock market 

for a while before the market continued its sluggish path.  Liquidity is low (turnover at 4%), 

consistent with low trading activity, small number of listed companies, and low market 

capitalization.  Contributing to shrinking market is continuous political turmoil in Lebanon and 

its neighbors, posing high risk for investments in the country.  However, the lack of supervision 

of the activities in the stock market is also believed to be contributing to investors and issuers’ 

lack of confidence in the market.     

Figure 5.  Equity Market Capitalization, Lebanon vs. Peers 
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22.      There are a small number of large unlisted companies whose shares were issued 

through private placements and/or are traded in opaque OTC market. Companies that trade 

OTC include those which were de listed from BSE.  There are also companies that issued and 

offered shares to investors through unregulated private placement mechanisms. However, there 

is no official data or information about these companies. Casino du Liban, a gaming and 

entertainment company, is often mentioned among those companies which trade OTC.  

 
Private Equity and Venture Capital  

23.      There has been a sporadic growth of the private equity and venture capital industry, 

but the industry is still very small and unorganized.  There are only a handful of dedicated 

private equity and venture capital fund managers (PE/VC) in Lebanon, with total industry is 

estimated at US$30-40 million. Among them, the largest is probably Berytech, an incubator in 

the technology sector and creative industry.  Besides few dedicated funds, other activities in this 

area are conducted in an “angel” form, where some wealthy individuals provide equity financing 

in start-ups. In order to support the innovation and SME growth in Lebanon, the Government and 

the World Bank are putting together a fund, amounting US$30 million to co-finance the 

development of business concepts and provide equity financing in innovative start-ups. This 

program will be executed through Kafalat, a government-sponsored finance company which 

provides guarantees for small and medium enterprises to enable access to bank loans; thus it 

essentially expands Kafalat’s business model into a venture capital business. However, all of the 

funds above are directed toward relatively small enterprises in their early stages. Private equity 

activities at later stages are very rare or conducted by individuals or families and are generally 

not organized into funds.  In a bid to spur growth, the Government recently announce that it 

introduce measures to encourage startup companies.5  

 

Investor Base  

24.      Lebanon currently has a very small investor base. Most of individual savings are 

channeled in the form of bank deposits or real estate investments. There are a limited number of 

funds investing in the local capital markets that individual investors can invest in, although there 

is a vast array of foreign funds offered for Lebanese investors. Meanwhile, the pension funds and 

insurance sector have not yet taken a very significant role in the development of local capital 

markets; their current scopes of investment are still very narrow.   

Investment Funds  

25.      Investment fund industry is relatively active, but it has not been seen as mobilizing 

savings for local capital markets. As of end 2012, around 634 funds were registered in 

Lebanon with a total amount of assets under management of approximately US$1.12 billion. 

However, most of these funds (612 of the total 634) are foreign funds, investing in securities 

                                                 
5
 The measures include incentives for banks to invest in start-up firms, such as eligibility to invest up to certain 

amount or ratio, central bank credit lines, and a certain risk coverage.  
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abroad. There are only few large funds domestically, and there are mostly money market funds, 

investing in government securities (including Eurobonds) and other cash equivalence, as cash 

management vehicles serving smaller banks and non-bank financial institutions. There is little 

evidence of mobilization of retail investors into domestic investments through these funds.  

Pension Funds  

26.      The impact of pension funds in Lebanon on the capital markets is currently 

negligible. Pensions for the civil service and military are provided on a pay-as-you-go basis and 

generally unfunded, thus there is no fund that could be invested in the capital markets.  

Meanwhile, pensions for the private sector are managed through the End-of-Service Indemnity 

(EOSI) system managed by the National Social Security Fund (NSSF), which is practically the 

only pension fund in Lebanon.  

27.      NSSF’s investment is akin to a general insurance company, which largely invests in 

low-risk, near-cash instruments such as government bills/bonds and bank deposits.  Only 

one-third of NSSF operation is related to EOSI/pension, as it also manages participants’ medical 

insurance and family allowances. Contributions received by NSSF for EOSI, health insurance, 

and family allowances are 8.5%, 9%, and 7%, respectively.6  Even for the EOSI/pension portion, 

NSSF’s investment is not designed to maximize return for the beneficiaries, because it is the 

employer’s responsibility to cover any shortfall between employee’s end-of-service entitlement 

and accumulated contributions plus returns on investment as determined by NSSF.  This system 

does not provide any incentive for the transformation of accumulated funds in the pension 

system into productive, long-term investments via the capital markets. Currently, of 

approximately LBP 7,500 billion fund managed by NSSF, about 62% is invested in government 

bills and bonds (up to 4 years maturity, but mostly less than 2 years) and the rest in bank 

deposits. The NSSF law prohibits other investments.  

28.      A new pension law is currently being deliberated; the law will introduce a new 

system which is expected to increase pension income and accumulation of investible funds. 
Major features of the proposed new pension system include an increase in contributions to 

17.5%7 and a target pension income, which is to be decided whether it would be based on a 

guaranteed real return or an income replacement rate. The higher contribution rate will 

significantly accelerate fund accumulation which will require more investment outlets in the 

capital markets. Meanwhile, the target pension income will compel the pension fund manager to 

invest based on well-determined risk-return objectives.   

Insurance 

29.      The insurance sector is also small but has a potential to play a role in the 

development of local capital markets. The industry is growing steadily. Total assets in the 

sector are currently just under 10% of GDP. Approximately one-third of the insurance assets are 

                                                 
6
 For health insurance, contributions are split at 7% and 2% (up to a maximum LBP amount) between the employer 

and the employee, respectively. Contributions for EOSI and family allowances are all made by the employer. 

7
 Split between 12.5% employer and 5% employee. 
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in life insurance segment, a segment which usually play an important role in the capital markets 

due to its long-term horizon.  The growth of life insurance segment is supported by the 

development of bancassurance model, with investment-linked products. While the investment 

made by these products are currently limited given the limited types of investments available in 

the market, there is a growing interest from policy holders in the savings component on the 

insurance. Currently, unit-linked policies are overwhelmingly invested in Government of 

Lebanon Eurobonds, while overall investment of insurance assets are mostly in bank products 

and government securities (see Figure 6) A new insurance law currently being proposed is 

expected to modernize the industry and further help its development.  

 

 

Figure 6.  Insurance Sector Investments (2011) 
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ISSUES & CHALLENGES 

 

 

30.      It is apparent that banks dominate financial intermediation in Lebanon to the 

extent it may inhibit the development of capital markets.  The relatively high dollar interest 

rates paid on bank deposits, averaged around 3% (Figure 7) but could be as high as 4%, have 

inhibited non-bank financial intermediation for local capital markets.  Wealth is accumulated in 

the form of bank deposits, holdings of Lebanon Eurobonds, and foreign equity. The large bank 

deposits are mainly invested into government securities, either Eurobonds or LBP bonds. Credit 
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to the private sector has grown recently as banks try to contain their exposure to the Government, 

as well as searching for yield pick-up given the recent drop in government yields.      

Figure 7.  Government Bonds and Bank Deposit Rates 

 

 

31.      Bank-controlled financial intermediation is partly driven by financial regulatory 

structure. Before Law 16/2011, the regulatory responsibility over capital markets was handled 

by the bank regulator, the BDL, and the supervisory responsibility was handled by the banking 

commission (BCC).  Naturally, most of the industry and regulatory focus is on the banking 

operation, primarily credit granting and deposit taking activities.  In the fund management 

business, per existing regulations, only banks and non-bank financial institutions licensed at the 

BDL can undertake fund management activities. As a result, there is no dedicated fund 

management company operating in Lebanon. Some of the funds from large, international fund 

managers are sold in Lebanon through BDL-licensed banks and financial institutions. 

32.      Given its business nature, banks do not offer capital market products that could be 

in competition with their products or potentially harmful for their profitability. On the 

financing side, banks’ incentive is generally to book the financing to clients as loans, rather than 

arranging for equity or debt financing from investors.  Even investment banks (non-bank 

financial institutions) operate like commercial banks, largely dependent on credit lending 

activities.8  On the investment side, there is practically no product which one could often see in 

other markets that could be in competition with bank deposits, such as money market funds or 

fixed income funds offered to retail investors.  

                                                 
8
 The major difference between commercial banks with investment banks in Lebanon is that the latter are not 

eligible to take demand deposits.  But both can extend credit (loans).  
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33.      Because mutual fund industry is bank-dominated, it has not provided the market 

with alternative intermediation between the saving public and entities needing financing.  

During the time when risk-free government bonds are yielding significantly higher than bank 

deposits (see Figure 7), one could expect that there would emerge products such as fixed income 

mutual funds offering investors investments in government securities and bypassing banks. This 

did not happen in Lebanon because the industry is dominated by banks, which would obviously 

be against such product as it would reduce their profitability.  Had there been fixed income 

mutual funds investing in government securities, retail investors would have had an opportunity 

to earn more from their savings (on absolute and risk-adjusted terms) relative to bank deposits.  

The government would also have benefitted from a wider investor base, which could in turn 

drive the borrowing cost down; a similar situation applies to the private sector borrowers.    

34.      Banks offer products like preferred shares with even higher yields that the deposits, 

to keep investors from possible non-bank alternatives. The preferred shares, generally offered 

at a rate close to government bond yield, could be seen as an attempt from banks to entice 

investors to stay and to block any potential new entrants (such as independent mutual fund 

manager).  Many investors perceive these preferred shares akin to ‘fixed income’ instruments or 

having similar risk to long-term bank deposits, as they are designed with redemption feature and 

sold in retail branches of the banks, although  they are loss absorbing under Basel III and the 

redemption rights are with the issuers (call option), not the investors.  This market is estimated to 

be around US$ 1 billion in size, or approximately 10% of the stock market capitalization. 

35.      Bank-dominated financial system possibly leaves some sectors underserved. The 

predominant banking sector model put strong reliance to relationships and collaterals, both of 

which impede growths of SMEs and new business ventures. Our interviews suggest that 

companies that do not have sizeable collaterals, especially in the form of properties, nor are 

backed by individuals who have sizeable properties, are not very well served by the banking 

sector. These include companies in the growing technology and creative industries. In addition, 

the nature of bank funding limits their ability to fund long-term investments, such as in 

infrastructure. The lack of non-bank finance inhibits private participation in financing 

infrastructure development in Lebanon.  

36.      Government sees the need to develop capital markets. In the infrastructure sector – 

including physical infrastructure (bridges, ports), basic service infrastructure (power, water, 

waste), and social infrastructure (hospitals, schools) –, private participation in financing is 

desperately needed.  Government spending on infrastructure could only get to 2-3% of GDP;9 

while ideally a total of 6-7% of GDP is needed to support the economic growth and maintain the 

quality of infrastructure and services, not to mention redevelopment of infrastructure destroyed 

during recent conflicts and growing needs of basic infrastructure coming from refugees or 

immigrants from neighboring countries. The growth in the technology and telecommunication 

sector, among others, also needs financing support – amid the growth of internet connectivity 

which has tripled in the past couple of years. The government, through the Ministry of 

Technology, has been supporting the growth of this industry, acknowledging Lebanese 

competitive advantage in creative and service industries, backed by a large pool of talents and 

                                                 
9
 Source: Council for Development and Reconstruction. 
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high-quality education.   

37.      The challenge is on how to develop the capital market ecosystem which provides 

healthy ‘competition’ and is complementary to the banking sector. The development of 

capital markets could provide healthy competition to the banking sector as it could offer 

alternative funding for the private sectors and alternative investments for the saving public. 

Banks and capital market are also complementary as one can finance certain sectors or ventures 

more cost-effectively than the other – for example: long-term bond market financing for 

infrastructure; equity market financing for high risk-reward ventures, which also provides 

alternative  exit for PE investment other than trade sales– such that the overall economy benefits 

from this financing diversification.   

38.      The lack of institutional investor base means there is currently no real alternative 

for firms to raise capital through the capital markets. Given the state of pension, insurance, 

and asset management industries, there is practically very limited mobilization of savings for 

long-term investments in the local capital markets. Personal investments appear to be mostly in 

bank deposits and real estate, the latter seems to be a contributor to a recent growth in property 

prices (until 2010).  Unfortunately, most of the private savings are not channeled into productive 

investments other than through banks, which so far have not used much of the liquidity into 

lending activity – the loan-to-deposit ratio stood low at around 37%.10  

39.      However, there are prospects for growth in the institutional investor base on each 

investor segment.  The proposed new pension system, once approved and implemented, would 

undoubtedly increase the accumulation of individual savings which would need long-term 

investments. The insurance sector may also continue its growth path and its development may be 

further advanced by a modernization of the insurance law.  But immediate prospect should come 

from the mutual fund industry, because there appear some pools of savings which may not be 

fully utilized, as evidenced by high bank deposits accompanied by low loan-to-deposit ratio. 

Based on our interviews, these pools include savings from professional workers, high net-worth 

individuals, and corporate treasuries – which are currently looking for alternative investments 

amid the leveling off of property prices in recent years.  

40.      The prospective growth of institutional investor base should be accompanied by a 

good supply of securities, which is also lacking currently. There is a circularity associated 

with the thin supply of securities and low investor participation in the capital markets. As noted, 

the lack of institutional investors presenting a constant flow of funding does not provide any real 

opportunity for firms to raise capital from the capital markets. In turn, no meaningful supply of 

securities comes into the market, which further deters investors from entering. Such vicious 

circle would have to be reversed.  

41.      The absence of independent, proper regulation and supervision of the activities in 

the stock market is believed to be contributing to investors and issuers’ poor confidence.  
Before Law 161/2011 the BSE operated as a self-regulatory organization with limited oversight 

                                                 
10

 This number is based on commercial banks’ domestic claims on private sector and resident deposits, thus 

representing intermediation of local financial resources in the economy.  As a comparison, the average loan-to-

deposit ratio in MENA countries was 61%.  Source: (BDL, WB, Staff calculation).  
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from the Ministry of Finance.  Meanwhile, the supervision by BCC is mainly focused primarily 

on the institutions, an arrangement which created a gap in the supervision of the stock market.  

Like many banking supervisory agencies, much of the supervisory focus appears to be on 

prudential issues rather than on market conduct.  Our interviews suggest that there were 

indications of misconducts in the stock trading activities which were not addressed – most 

probably due to the existing supervisory gap above. Many investors who lost money fled and 

never came back.  The fear of market manipulation further discourages prospective issuers from 

entering the market.  

 

 

 

RECOMMENDATIONS 

 

42.      The CMA must strike a delicate balance between market regulation/supervision and 

market development. Law 161/2011 gives a mandate to the CMA to not only regulate and 

supervise, but also develop the market. However, one needs to realize that these two roles may 

raise certain conflicts.  A strict regulation/supervision sometimes curbs innovation, just as 

desperate measures to protect the investing public oftentimes result in an unintended 

consequence of cumbersome process and too high requirements for issuances.11  

43.      It is incumbent on the Government to establish a comprehensive capital market 

development program, which includes efforts to increase supply and demand, strengthen 

supervision and enforcement, and must be accompanied by an effective outreach 

campaign, both domestically and internationally. Given the complex, interdependence issues 

contributing to the thin capital markets, the government should first establish a sound and 

pragmatic capital market development agenda, based on meaningful consultation with market 

stakeholders. Initially, it will be important for the Government to develop a formal approach to 

both short- medium- and long- term strategies, supported by a Master Plan that serves as a 

reference point for subsequent administrations and provides both consistency and continuity in 

relation to reforms. Numerous countries have used this approach to build consensus regarding 

the agenda and priorities among stakeholders, within the Government, and among the public and 

the private sectors, and to guide the authorities in implementing the agenda.  A number of 

middle-income countries have used a Master Plan (or a similar well-vetted medium to long-term 

strategy) to guide the development of capital markets (see Box A for an example from Malaysia). 

44.      Efforts to increase both the supply and demand of securities should be conducted in 

a coherent and timely manner. The current state of capital market inactivity can in large part 

be attributed to an absence of appropriate incentives resulting in a lack of interest from both the 

supply and demand sides. Investors are discouraged from coming to the market due to the limited 

investment opportunities, lack of diversification, and low liquidity. Issuers have little interest in 

issuing shares given that it is not a cost-efficient method of raising capital, and there is little 

investor appetite. This further stifles liquidity, and the cycle continues. Breaking this cycle will 

                                                 
11

 For example, many securities regulation put certain eligibility requirements for public offering, some of which 

present significant challenge for many companies.  
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require striking an appropriate balance between increasing supply and creating demand in a 

gradual manner and in parallel. 

45.      The Government should drive efforts to steadily increase the supply of investable 

instruments, first through IPOs of state-owned enterprises. In many markets, privatization 

through the offering of state-owned enterprises12 can have a beneficial catalytic effect on capital 

market development as they tend to be large (with sufficient float this can greatly assist 

secondary market liquidity) and well recognized (likely to be attractive). While privatization can 

be politically challenging in many markets, in Lebanon the situation is particularly acute in that 

the political environment can be fractious and characterized by widely disparate views. However, 

it is important to stress that the aim in privatizing select state-owned enterprises is not to 

relinquish public ownership, but rather to provide opportunities to the public to directly own 

shares in these oftentimes desirable companies. It is not uncommon for governments retain the 

controlling interest at least during the early stages of the privatization; but floating of shares to 

the public should be large enough to encourage liquidity.13 The Government may want to start 

with entities that are less contentious, such as Casino du Liban and Middle East Airlines – the 

shares of the former are partially owned indirectly by the BDL and the latter held directly, while 

continuing to explore other possible candidates including the telecommunications sector.  These 

entities may also be the pioneer in issuances of debt securities (bonds). The Government may 

also persuade large regulated entities, such as insurance companies and banks that are not 

already listed, to raise funds through IPOs. The authorities should also pursue the new law on 

public-private partnership (PPP) – which among other things will launch new private sector 

entities operating in the infrastructure sector which could well use the capital markets as the 

primary source of financing. 

46.      There is a pool of companies whose listing could immediately reactivate the stock 

market.  In addition to some state-owned enterprises, there may be around 15 to 20 companies 

of good size14 which could tap the stock market; in fact there are a few of them which are already 

thinking of public offering.15  Companies’ needs and preference for funding may be different, so 

not all of these companies will eventually list, but given the current size of the market, a small 

addition from this pool of companies would increase the market size noticeably. In addition, the 

CMA may require certain companies whose shares are traded outside of the exchange to be 

listed.   

                                                 
12

 In Lebanon, there is no official definition of state-owned enterprise, nor is there any one-stop directory for the list 

of companies which the government, via various entities, has shares or control. Government shares in some of the 

state-owned enterprises are held through INTRA, an investment company partially owned by the government, via 

BDL and MOF.  

13
 There are several privatization experiences in other countries Lebanon can learn from, such as privatization of 

Ecopetrol in Colombia and national banks in Indonesia.  

14
 Annual revenue of US$200 million or above.  

15
 For example, one of the companies we interviewed is preparing its listing in one or two years’ time. However, it 

may decide to list abroad and not in the BSE.  
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47.      Programs to prepare companies, which will later be eligible for listing/public 

offering, should be promoted through various interventions.  Typically investments in 

medium-sized companies are conducted privately, but the authorities may promote Private 

Equity and Venture Capital investment. While funds of this nature exist, the challenge is how to 

mainstream them for broader investor participation. Currently, the industry is not expected to 

provide an upcoming supply of investable securities in a near to medium term. Collective 

investment schemes may not be appropriate for these funds, possibly due to taxation issues and 

measures to protect investors under the Law on Collective Investment Schemes, thus the 

authorities may use different vehicles to promote and encourage these funds. The Government 

may also consider creating Government-sponsored funds using a new or existing vehicle (such as 

Kafalat or the government investment company Intra) or providing certain incentives to these 

funds and/or their investors.16 The funds or investees may be listed later. (See Box B on the 

policy options in supporting the development of Venture Capital and Private Equity industry).  

While there may be a temptation to establish an SME exchange, aimed at facilitating listing of 

SMEs, experience suggests that markets that have small and inactive main exchanges tend to 

have less chance of having a successful SME exchange (See Box E).  

48.      Transformation of the BSE into a commercial entity should be advanced. The Law 

161/2011 envisions that BSE will be privatized. This is a commendable approach because in 

order to be a driver to increase the use of capital markets for corporate financing, the BSE must 

have a strong commercial interest to see more listing and trading of securities. In addition to 

leading the promotional and educational campaign to both prospective issuers and investors, the 

BSE will also have to develop products to increase activities in the exchange. These products 

may include: exchange-traded funds (ETFs), to enable retail investments in a pool or indexed 

securities, including government securities, foreign-listed securities,17 and commodities; real-

estate investment trusts (REITs), to capture current interest in real estate investment but which 

provide diversification and allow for lower investment threshold for retail participation;18 and 

perhaps later on derivatives.19  In addition to potentially re-activating the stock market, funds 

traded in the exchange, such as ETFs and REITs, could attract a different set of professional 

asset managers and be an additional vehicle to play a catalytic role in developing the asset 

management industry.   

                                                 
16

 What kinds of incentive and structure that would be most cost-effective for these funds, without necessarily 

adding to government’s financial commitment or contingent liabilities, will be subject to further analysis, which 

should be included as part of capital market development master plan.  

17
 Mexico provides an interesting example of trading international equities in the domestic stock exchange (Bursa 

Mexicana de Valores - BMV).  Driven by the regulatory limitation for pension funds, which are allowed to invest in 

international assets but only if they are listed in the domestic stock exchange, the BMV created an “international 

segment” to facilitate investments and trading of foreign securities. The number of listing (mostly ETFs) in recent 

years has far surpassed the number of securities listed in the domestic segment.   

18
 REITs have different investment theme from a typical real estate investment which relies mostly on value 

appreciation of the property.  REITs have a focus on a steady income generation (e.g. rental) based on real economic 

activity. One could argue that real estate investments through REITs would result in less price volatility as direct 

investments would. REITs may also be used as financial vehicles to accompany policies related to the development 

of property rental market.  

19
 Subject to further review of market readiness. 



   

22 

 

49.      Understanding that not all securities are suitable for public offering, the CMA may 

develop a regulatory regime that allows private and/or hybrid issuance. Public issuance is 

not always the most cost effective way to raise funds. Some companies may choose to remain 

private but may want to raise fund from a few number of non-bank investors; meanwhile, not all 

securities may be appropriate for retail investors. Some fixed income instruments (e.g. 

commercial papers, securitization) are among those which may only be sellable to institutional 

investors, not retail investors. Currently, the only bond issuers are banks, which are generally 

already subject to public disclosure requirements. As the market is to be expanded to include 

non-bank issuers, the public disclosure requirements may potentially be a hindrance for many 

private corporate entities. To avoid cumbersome and costly issuance process, the CMA may 

establish flexible regulatory regime and broaden the range of offering mechanisms to 

accommodate diverse needs of corporate issuers. This can be done by widening the range of 

issuance options both within and outside a public offer framework. Within a public offer 

framework, such options may include a fast-track public offer initiative, such as shelf-

registration and streamlined process for seasoned issuers. Outside of a public offer framework, 

options may include introduction of private placement or a mixed/hybrid regime, the latter is a 

mixed between pure public offering and pure private placement. For example, certain registered 

securities may be offered to only qualified investors (e.g. institutional investors and/or high net-

worth individuals).20  In promoting the use of capital markets, it is important that the does not 

over-regulate the market, but to the extent possible capture the information from the non-public 

market (e.g. via registration, but not approval) in order to inform the policy making process.  

50.      On the demand side, creating a steady flow of investment into investment 

instruments with a long-term horizon, primarily from the pension and insurance sectors, 

will help grow the markets. Most important among several efforts would be pension reform, 

aiming primarily at improving post-retirement income and reducing old-age poverty, but which 

in practice would accumulate funds that will be invested in long-term productive investments. 

The CMA should have a strong interest in supporting the proposed law on private pensions. The 

law should avoid a common mistake that occurs in many other countries where the pension laws 

are interpreted too rigidly with respect to permissible investment instruments, thus inhibiting the 

growth in certain investments. Instead, the law should set broad criteria for investments, but 

allow specific investment directives to be defined by implementing regulations,21 which can be 

adapted over time depending on the level of market development and availability of investments. 

Similarly, the CMA should support reforms in the insurance sector, particularly relating to 

measures of broadening the scope of permissible investments to be used by insurance companies.   

51.      The authorities will need different strategies for different segments of the investor 

base. Pension funds and insurance companies tend to grow slowly, but they usually provide a 

consistent flow of funds to the capital markets.  Meanwhile, foreign and retail investors move in 

                                                 
20

 Joint World Bank - IOSCO report titled “Development of Corporate Bond Markets in the Emerging Markets,” 

November 2011, provides more information on hybrid regime.  Website: 

http://siteresources.worldbank.org/FINANCIALSECTOR/Resources/IOSCO_EMC_DevCorpBM_2011.pdf  

21
 One of the features of the proposed pension reform is a minimum income replacement rate or minimum return of 

the contribution. In this case, the pension funds should be given more latitude to manage the investment risks in 

order to achieve such target.  

http://siteresources.worldbank.org/FINANCIALSECTOR/Resources/IOSCO_EMC_DevCorpBM_2011.pdf
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and out more quickly. Both foreign and retail investors would help jumpstart the market, but they 

also tend to exit quickly.22  Mutual funds tend to be somewhere in the middle of this spectrum. 

The strategy (priorities and sequence) to develop the investor base should be outlined in the 

capital market development master plan.  

52.      Within its direct control, the CMA should look for ways to boost the growth of 

collective investment schemes.  Currently, funds are predominantly (and almost exclusively) 

issued and managed by banks.  Experience in other markets suggests that funds actually provide 

healthy competition to banks; thus, a growth driven by non-bank financial institutions (including 

independent fund managers) should be promoted. The authorities may consider providing 

incentives for investment funds domiciled in Lebanon and/or invested in Lebanese securities. 

Tax neutrality should be sought to ensure competitiveness vis-à-vis other jurisdictions given 

Lebanon’s open capital account. 

53.      A comprehensive review of taxation will inform the policies enabling more long-

term savings and investments. The mission’s consultations with the private sector suggest that 

tax considerations drive many transactions overseas and/or to non-regulated markets, impeding 

growth of the local public capital markets. For example, straightforward equity investments are 

discouraged by multiple taxes, i.e. on corporate income, dividend distribution, and capital gains; 

although Lebanese practitioners have found ways to circumvent these issues, e.g. through the 

extensive use of non-financial holding companies as investment vehicles that pool savings of 

wealthy individuals without the need of licensing by a financial regulator. Meanwhile, collective 

investment schemes are taxed both at the investment level (e.g. interest income) and at the 

distribution of income level. Best practice suggests that contractual savings should be taxed only 

once. Vehicles used for capital market transactions (collective investment schemes, 

securitization, etc.) should be tax neutral. 

54.      Increased demand from institutional investors and issuance by large companies will 

attract more companies to the markets.  As liquidity and valuations increases, more 

companies will see the merits of raising funds through the domestic markets. Privately-held 

companies will seize these opportunities, probably large companies initially, then followed by 

second-tier (medium sized) companies. An indirect consequence of this course of events is that 

banks can no longer rely on businesses from larger companies and will begin to refocus their 

energies on lending to small and medium sized enterprises. 

55.      All these efforts need to be complemented by the issuance of effective regulations, 

and proper supervision and enforcement. One of the first priorities of the CMA is to establish 

strong compliance, supervision and enforcement capabilities. Instilling market confidence will 

take time and careful actions. Investors seem to eschew the listed equity market due to a 

widespread perception that it is tightly controlled by a few players. These issues exist not only in 

the listed market (e.g. extreme volatility of Solidere shares) but also in the hybrid markets (e.g. 

banks’ preferred shares) and over the counter. It will be up to the CMA to ensure market 

integrity, market governance, and fit and proper professionals to restore investor confidence. 

This is a long-term task and requires significant capacity building. The CMA needs to leverage 

                                                 
22

 Clearly, the natures of foreign and retail investors are noticeably different. Retail investors tend to move in small 

volume and large numbers. In contrast, foreign investors move in large volume, small number.  
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on existing capacities and work together, through MOUs with the BDL, BCC, SIC, ICC, BSE, 

and LACPA. Other than the requirement for companies whose shares are traded outside of the 

exchange to be listed, the remainder of OTC activity to be subject to post-trade reporting to the 

BSE to improve transparency and enable effective supervision. 

56.      In order to refocus non-bank financial institutions into capital market activities, the 

authorities may consider changing the incentive structure and clearer separation of capital 

market activities from banking activities. As part of the CMA roadmap, the licensing structure 

for capital market activities of financial institutions will be reviewed. In this review and 

following re-licensing of these institutions, the CMA may consider certain key performance 

targets which can be used as a basis to review and/or renew the licenses. For example, for an 

asset management license, an institution must have at least one domestic fund established within 

a certain period of time. Similar targets may be determined for other licenses/activities, such as 

underwriting, dealing, etc.   In addition, the authorities may consider a requirement to establish a 

separate entity for licenses that may have misaligned interests; for example, between commercial 

banking (deposit based) and asset management (mutual fund based), and between 

underwriting/arranging (selling securities on behalf of issuers) and asset management (investing 

in securities on behalf of investors). Such clear separation, combined with key performance 

targets associated with certain licenses, would help drive investment banks and asset 

management industry to return to their true nature of intermediating financing through capital 

markets.  

57.      An effective campaign to promote the Lebanese capital market domestically and 

internationally should be conducted jointly with the public and private sectors. A proactive 

and concerted campaign regionally and internationally may be conducted once there is a strong 

evidence of support from the private sector, and especially once new IPOs begin to come to the 

market. Similar campaigns like these have been proven to be effective, as experienced by other 

markets, such as Chile and Brazil (see Box C). Meanwhile, promotion of the market and 

domestic investor education will need to be done in concert, not only about investing in the stock 

market, but also with respect to various other savings programs suitable to retail investors such 

as investment funds. 

58.      The authorities may consider linking up with other markets in the region to benefit 

from a critical mass of investors and issuers. The financial markets in Lebanon are already 

somewhat integrated with those in the region, and so is the commerce. Therefore, linking up the 

capital markets with other markets in the region may be a natural direction.  To this end, the 

authorities may consider various possible paths, including for example: cross listing and cross 

trading of securities, mutual recognition of issuance and licensing framework. (See Box D for 

experiences on regional linkages of capital markets). A review of policy options or a road map to 

regionalization should be included in the capital market development master plan.  
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Table 3. Summary of Recommendations  

 

Recommendations Priority* 

Review and address existing regulatory deficiencies on capital markets H 

Establish a capital market development Master Plan with consultations 

with other stakeholders, i.e. other Government agencies and the private 

sector 

H 

Review of impediments to the use of the capital markets as a funding and 

investment vehicle, including review of tax structures, incentive 

structures, barriers to entry, leveling playing field, etc.  

H 

Support efforts to establish new laws on: 

- pension 

- insurance 

- public-private partnerships 

 

H 

M 

M 

Execute programs to increase demand and supply of securities: 

- listing of state owned enterprises 

- debt issuances by state-owned enterprises 

- listing by other regulated entities (insurance, banks) 

- promoting establishment of investment funds 

- promoting establishment of private equity funds 

 

H 

M 

M 

H 

M 

Establish a campaign program, domestic and international, on Lebanon 

capital market jointly with the private sector 

M 

 

Establish programs to link up the Lebanese capital market with other 

markets in the region 

L 

Execute the transformation of BSE into a commercial entity H 
* H = High; M = Medium; L = Low 
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Box A: Capital Market Masterplan, a Malaysian Example 
 

In the early 2000s, following the Asian financial crisis, Malaysia established a Capital Market Masterplan (CMP), a 

comprehensive plan to guide the direction of the Malaysian capital markets in the following ten years.  The CMP 

articulates vision, objectives and strategic initiatives for the capital market to successfully meet future challenges.  

The CMP, established in 2001, sets out 152 detailed recommendations and outlines the framework for 

implementation.  After successful implementation of such the Masterplan (CMP 1), a second one (CMP 2) was 

issued in 2011 to support further growth of the market and address challenges in the new environment.   

 

In formulating the CMPs, extensive consultations were held with a wide range of market participants, ministries, 

agencies, academics and independent consultants to ensure that the views of all participants were considered in the 

CMP blueprint. This task was led by a Capital Market Strategic Committee (CMSC), comprised of representatives 

from the Securities Commission (SC) and respected capital market professionals, local and foreign.  

 

The framework for implementation provides timetable and priority areas that benefit from early action.  It outlines 

the roles and responsibilities of parties involved and prescribes a coordination mechanism, which addresses issues 

relating to implementation process, structure, and phasing.  It identifies the skills, capacity, and resources required; 

and it sets guidelines for regular monitoring and progress reporting. 

 

Overview of CMP Implementation Process 

 
Sources: Securities Commission, Malaysia 

 

The overall process is closely monitored by the SC. An Implementation Task Force was established by the SC for 

coordination, while responsibility for the operational implementation of various recommendations is largely 

delegated to Working Committees with representatives from relevant industry associations and market participants. 

To ensure timely and effective implementation, the SC appointed a Capital Market Advisory Council (CMAC), 

comprised of experienced professionals and prominent entrepreneurs, to provide independent views on the progress 

and advice on areas where it may be necessary to fine-tune the recommendations. 

  

CMP 1 provided a comprehensive roadmap for the orderly growth and diversification of Malaysia’s capital market.  

The plan identified a total of 152 recommendations with strategic initiatives around six objectives, namely: (i) to be 

the preferred fund-raising center for Malaysian companies; (ii) to promote an effective investment management 

industry and a more conducive environment for investors; (iii) to enhance the competitive position and efficiency 

of market institutions; (iv) to develop a strong and competitive environment for intermediation services; (v) to 

ensure a stronger and more facilitative regulatory regime; and (vi) to establish Malaysia as an international 

Islamic capital market centre.   

 

By the end of 2010, most of the recommendations in CMP1 had been completed.  Currently, Malaysia is 

implementing the second phase of CMP (CMP 2) which focuses on two strategic themes, namely (i) growth 

strategies to expand the role of the capital markets to promote, inter alia, capital formation to support early-stage 

and small/mid-cap companies and other asset classes; and (ii) governance strategies to manage risks in changing 

economic and regulatory landscapes and increase investor protection.  

 

Source: Securities Commission, Malaysia.  Full Master Plans can be accessed at its website, www.sc.com.my  
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Box B. Policy Options in Developing Venture Capital and Private Equity Industry 

 

As entrepreneurial activity, mainly in the form high growth and innovative small and medium enterprises (SMEs), is 

a common driver of economic growth.  Recognizing this, governments often seek policies to foster the creation of 

new enterprises and create conditions that enable them to grow faster.   

 

Traditional sources of capital for entrepreneurs, including family networks, informal lending, or even bank lending, 

are either insufficient or inappropriate for this purpose. This is where the Venture Capital and Private Equity 

industry plays an important role.  

 

However, markets on their own often prove insufficient to provide an adequate response to the financing and other 

needs of the SME. High risks involved in early-stage investments and shortcomings in financial and management 

skills are often cited as reasons for such market failure. It is for this reason, governments in many countries engage 

actively in supporting the development of VC/PE industry, beyond general business enabling environment policies 

that may be in place, such as conducive labor and industrial policies.  

 

Enabling Policies   

 

Policies aimed at enabling the development of VC/PE industry include those aimed at:  

 

Enabling legal and regulatory environment: the legal vehicles.  The forms of legal entities used to channel private 

equity funds to investee companies are very important, to ensure that the funds can apply a structure with proper 

governance and is tax efficient. Internationally, most of PE/VC investments are done through some kinds of limited 

partnership structures: such as Limited Liability Company (LLC) in the US, or Limited Liability Partnership (LLP) 

in the UK. The US does not have a special legal vehicle designed for VC/PE, but there are several vehicles that 

satisfy the organizational needs and can offer efficient taxation structures. 

 

Many countries may find it impractical to amend the corporate law to introduce the limited partnership concept. In 

others, there may be regulatory limitations faced by institutional investors (particularly pension funds) when 

investing in non-listed or non-regulated entities/enterprises. In this situation, some countries use closed-end 

investment fund structures. However, experience with this approach is mixed.  The UK has a Venture Capital Trust 

(VCT) structure, a closed-end investment fund structure that can be accessed by the investing public (including 

retail). Mexico also has a structure called CKDs (Certificados de Capital de Desarrollo – or Certificates for 

Development Capital), publicly offered/ listed funds which make investments in non-traditional assets, including 

VC/PE.  Indonesia, meanwhile, has a structure called RDPT (Reksa Dana Partisipasi Terbatas – or Mutual Fund 

with Limited Participation), a mutual fund with limited offering.  The last two structures (CKDs and RDPT) are 

designed to allow regulated domestic institutional investors, especially pension funds, to access VC/PE investments, 

among others. However, so far they are not used as mainstream vehicles for VC/PE, probably because these 

structures are not ideal for a proper governance of VC/PE funds. VC/PE activities in these countries are still mostly 

done through foreign vehicles.  

 

Enabling institutional investors’ access to VC/PE.  In the US and Europe, at least 50% of PE financing comes from 

institutional investors. But in many countries, institutional investors are constrained from investing in alternative or 

non-traditional assets classes such as VC and PE.  The US generally takes a liberal approach in investments based 

on ‘prudent man’ rules – thus they are generally no restriction on VC/PE investments except for certain types of 

public funds such as social security and state funds. Other countries, however, have an investment approach based 

on quantitative limits on eligible assets, which in the past did not include VC and PE. Traditionally, eligible assets 

include government securities, listed stocks, bonds, and investment funds.  

 

In many markets, these constraints have been lifted. However, there are different approaches taken to lift these 

constraints. Some countries, like South Africa, allow a low percentage of pension fund assets invested in a broad 

category of non-traditional assets which may include private equities.  As the regulators get more familiar with the 

asset class, VC and PE are included as an eligible asset class and a much higher limit is set; e.g. in Brazil where 

institutional investors are allowed to invest up to 20% in VC/PE. Other countries choose to allow VC/PE investment 
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only if it is structured as an investment fund, an already eligible category under existing laws/regulations. The latter 

approach is usually taken due to a strict requirement of the law, which is usually difficult to amend.  Mexico is an 

example, hence the CKD structure.  

 

Enabling taxation.  A conducive tax framework is very important in attracting VC/PE investments. At the very 

least, the framework should include a concept of ‘tax neutrality’ of the vehicles. Additional targeted incentives may 

be provided in the forms of a low capital gain tax and favorable tax treatment for carried interest. In the US, for 

example, highest income tax bracket reaches around 35%, while the long term capital gain tax rate, including that 

applied to carried interest, is around 15%. 

 

In developing countries, where tax administration and enforcement are not as effective, the creation of specific legal 

vehicles to carry out VC/PE investments may help make the application of tax incentives more manageable.  Such is 

the case in Brazil, for example.  

 

In advanced countries where tax administration is efficient, governments may provide further incentives for 

investment in startups. Examples include UK’s Venture Capital Trust program (VCT) and Enterprise Investment 

Scheme (EIS), which provide tax credits for individual investors.  

 

Investment Programs 

 

To further stimulate the development of VC/PE industry, governments may take a more pro-active role of providing 

investments or financial incentives to investors and fund managers.  Government investment programs can be 

broadly categorized as (i) direct intervention, where the government takes up the tasks commonly associated 

investors and investment managers; and (ii) indirect intervention, where the government takes a catalytic role in 

VC/PE funds as a special limited partner, leaving asset management role to a professional fund manager (Murray, 

2007). 

 

Examples of direct intervention include those done in Finland (Finnish Investment Industry Program), Denmark 

(Danish Business Development Finance Funds) and South Africa (South African Development Bank). 

 

Given limited government resources (funding and skills) and an objective to develop a self-sustained industry, 

indirect intervention that creates sufficient incentives to attract highly-skilled investment managers appeared to be a 

more common approach lately (Gilson, 2003; OECD, 2004).   

 

Co-investments. This model simply means government’s participation in funds managed by private fund managers.  

The government (or government agency) may be an ‘anchor’ investor of the funds; while the funds also seek 

participation from other investors. The objective is to stimulate the establishment of VC/PE funds and fund 

managers, which normally require a minimum critical mass to justify the first cost associated with such 

establishment.  

 

Beyond a simple co-investment with equal treatment for the government and private sector as investors (e.g. South 

Africa), the government may design a program that enhances risk-return payoff for the private sector to stimulate 

private investment.  Ways to enhance the risk-return payoff include: capped returns for the government (e.g. via call 

option on government’s shares); capped or reduced losses to investors (e.g. through government guarantees); shorter 

investment periods for private investors (e.g. by having the government’s finance fully drawn down earlier and 

returned later than that of private investors).  

 

Examples for such arrangements include: Yozma program (Israel), where private investors are provided with an 

upside through a call option on the government participation at 5-7% interest; Inovar Semente program (Brazil), 

where there is a guaranteed principal for investment made by the private sector in a special high-risk, early stage 

category. 

 

Fund of funds.  This model is similar to co-investment; only that government participation is one step away, 

allowing an extra layer of private sector involvement in the decision process and facilitating dissemination of capital 

without direct involvement of the government in the decision.  
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Examples of this model include: High Technology Fund (UK), Fonds de Promotion pour le Capital Risque 

(France), New Zeeland Venture Investment Fund, and Corporación Mexicana de Inversiones de Capital (Mexico). 

 

Hybrid, debt, and quasi-debt programs.  These programs are typically driven by the need to crowd-in more 

financing to SMEs in both debt and equity forms.  A hybrid program provides both debt and equity financing on its 

own (e.g. a South African Department of Trade and Industry – Business Partners program); while the debt and 

quasi-debt programs provide debt financing to the investees alongside private equity investments.  

 

The Participating Debenture program of Small Business Investment Companies (SBIC) in the US is an example of 

the debt/quasi-debt program, where the government through US Small Business Administration (SBA) provides 

guarantee to senior loans provided by commercial banks which are made alongside VC/PE investments.  The SBA 

pays any losses arising from the guarantee using fees paid by participating funds, thus no taxpayers money is used. 

UK’s Enterprise Capital Fund (ECF) is another example similar to SBIC; only that the government agency takes 

subordinated creditor position.     

 

General Support Programs 

 

Experience suggests that programs above would more likely achieve their objectives if integrated with programs that 

strengthen the industry in the areas of capacity building, knowledge dissemination, and promotion.  The New 

Zealand Venture Investment Fund (NZVIF), for example, also has activities including: issuance of standard VC/PE 

investment documentation, educational events for fund managers, journal publication, etc. Inovar program in Brazil 

includes creation of web portal and organization of business fora connecting the investors and the business ventures.  

 

Other programs internalize the capacity building initiatives in the criteria for investment support. For example, the 

Yozma program in Israel requires the participating funds to partner with international fund managers, with the 

objective of facilitating transfer of knowledge on international best practices. The US SBIC and UK’s ECF 

programs impose strict criteria on participating funds, aiming at increasing the industry standards. 

 
Sources: Clemente del Valle, et al, “Towards an Understanding of Public Policy Measures to Encourage the Supply of Private Equity and 

Venture Capital,” (unpublished), and various sources.  
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Box C. Capital Market Promotion: “BEST BRAZIL” Example 
 

Established in 2004, “BEST BRAZIL: Excellence in Securities Transactions” is a joint public-private initiative 

aiming at promoting Brazilian capital and financial markets to the international investor community.  The initiative 

is sponsored and organized jointly by a joint initiative of the Brazilian most prominent market institutions: 

ANBIMA (Brazilian Financial and Capital Markets Association), BM&FBOVESPA (Securities, Commodities and 

Futures Exchange), CETIP (OTC Clearing House) and FEBRABAN (Brazilian Banks Federation), with the support 

of Brazil's Securities and Exchange Commission (CVM), Brazilian Central Bank and the Brazilian National 

Treasury.  

 

The initiative provides international investors with up-to-date information on the state of the markets, developments, 

and opportunity for investments.  It aims to provide an accurate picture of the Brazilian Capital Market’s safety, 

efficiency, and reliability.  Its main activities consist of road shows, meetings and other projects in the main 

financial centers all around the world. It also provides an open channel of communication with top executives of the 

Brazilian capital and financial markets. 

 

In the early years of the initiatives, BEST BRAZIL conducted road-shows to most important financial centers in 

North America, Europe, Middle East, and Asia.  In the later years, the initiative has provided more interactive 

opportunities for investors to learn about specific products and services provided.  It has moved from introductory to 

explanatory – and recent events have been designed with more ‘how-to’ programs (e.g. “How to Invest” program).   

 

While such educational and promotional efforts are not substitute to a good strategy and implementation of capital 

market development efforts, they have been considered as having significantly contributed to the rising of profile of 

Brazilian market in the international investor community.  Furthermore, the existence of continuous and open 

channel of communication with international investors provides a feedback mechanism for the Brazilian 

counterparts, such as the policy makers, on matters relating to market development agenda. 

 
Source: www.bestbrazil.org.br and various sources 

 

 

  

http://www.bestbrazil.org.br/


   

31 

 

Box D. Capital Market Regional Linkages 

 

Many markets in developing countries face a challenge of being a small market.  The countries may not have a 

sufficiently large number of companies large enough and willing to offer shares to the public and be listed in the 

domestic exchanges.  Some large companies, to the extent that these companies exist, choose to list in more 

established foreign exchanges, directly or indirectly through their parent companies.  The limited supply of 

securities makes attracting investors more difficult. Liquidity is low, further discouraging issuers and investors from 

participating, thus creating a vicious cycle resulting in a failure of these markets from intermediating investors and 

companies needing access to capital.  

 

For these markets, linking up with other markets, particularly in neighboring countries may be a good idea. The term 

“regionalization” is often used, albeit loosely, to represent such initiative. Regionalization can help markets achieve 

economies of scale from a larger pool of investors and issuers. It can also provide greater business opportunities for 

market participants.  Eventually, a larger market can help bring more liquidity and visibility, and may improve 

market efficiency.  

 

However, regionalization efforts have shown mixed results. There are not many truly regionally integrated markets, 

and there appears no single approach that could arguably be considered the best model for regionalization. The EU 

(European Union) may be considered a well-functioning regional market, where there is a full harmonization of 

regulations with a strong backdrop of the monetary and economic integration. It would be hard to suggest that the 

model would work as effectively in developing economies.   

 

The regionalization effort in ASEAN (Association of Southeast Asian Nations) for example, conducted under the 

overall AFTA (ASEAN Free Trade Area) framework, has been barely progressing. It appears that the respective 

stakeholders in each market have a strong interest in protecting their own interest, particularly as smaller markets are 

worried of being ‘swallowed’ by the larger ones. Similar concern exists in practically every regionalization effort.  

 

Economic and monetary integration in theory could make capital market integration easier, such as in WAEMU 

(West African Economic and Monetary Union), where there is a single market and a single regulator. But such 

approach is not practical to many countries. Even when there is a monetary integration, such challenge remains, 

such as in CEMAC (Central African Economic and Monetary Community), where there is a tension between 

Cameroon and the rest of member countries on various issues, including the location of the stock exchanges and 

different regulatory approaches.  In WAMU, the BVRM (Bourse Régionale des Valeurs Mobilières – its stock 

exchange) is dominated largely by Côte d'Ivoire; how well it would serve other member countries remains to be 

seen. The challenge of BVRM probably also lies on the fact that even combined, the market is still very small.    

Given that achieving a truly regional market proves to be difficult, many regional groups nowadays try to approach 

regionalization in practical ways. Experience from the Nordic Exchange (Sweden, Finland, Denmark), for example, 

may provide insights on how markets can be connected without necessarily creating a single, unified market.  

Rather, the approach is to keep existing exchanges operating within their own markets, but to create a network of 

exchanges with an integrated portal to facilitated information flow and gradually harmonized rules. The practical 

approach appears to work relatively well as it was driven by the private sector, i.e. the exchanges; although arguably 

the success of this initiative is supported by the fact that all exchanges are located in EU member countries and are 

owned by NASDAQ-OMX. Similar exchange-driven initiative is currently undertaken in MILA (Mercado Integrado 

Latinamericano) – in Chile, Colombia, and Peru – starting from connecting the intermediaries in member countries 

through a common platform enabling them to order trades in all markets regardless of their origin; while other 

operations (e.g. trade execution, clearing, settlements) remain in each market based on its respective rules.   

The latter models for regionalization above do not require a full harmonization, but a mutual recognition of 

regulation and supervision in each market. This means that one country recognizes and accepts that the regulation 

and supervision applied to all market participants, securities, or activities originated in the other markets. For 

example, products originated and approved by the regulator in country A can be sold in country B without an 

approval from the regulator in country B, and vice versa, if both enters into a mutual recognition agreement.  
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Similar approach is currently being proposed in EAC (East African Community).  While the integration of market is 

a long-term goal, a more practical approach is taken in the interim. The region has agreed on an approach based on a 

mutual recognition of regulation and supervision. The next step is to link-up trading, clearing, and settlement 

processes to facilitate cross trading and cross investment while maintaining separate exchanges and 

clearing/settlement infrastructures. 
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Box E: SME Exchanges 
 

 

Small and medium enterprises (SMEs) have notably been unable to raise capital from regular stock exchanges due to 

their smaller sizes, high cost of raising capital and stringent requirements. In many markets, SME Exchanges have 

therefore been developed to enable smaller companies to raise capital more easily, quickly, and at lower costs.  

These markets usually have lower administration criteria targeting firms at an early stage and with high-growth 

which would otherwise not meet the requirements for the main markets of large stock exchanges. Over 20 countries 

have established special markets targeting SMEs either as separate boards within an existing exchange or as separate 

exchanges.  These include: AIM - Alternative Investment Market (London Stock Exchange), NYSE Alternext (New 

York Stock Exchange), TSX Venture (Toronto Stock Exchange), Growth Enterprise Market (Hong Kong), First 

North (NASDAQ OMX), Euro MTF – Multilateral Trading Facility (Luxembourg Stock Exchange).  

 

The success of the SME markets, as measured by proper functionality and efficient access to fresh capital and 

liquidity, has been mixed. SME exchanges face numerous challenges attracting issuers and investors for the 

following reasons: 

 

Issuers:  

• Lack of sufficient SMEs with high growth potential and open management; 

• Despite the reduced listing and compliance requirements (lower minimum capital, shorter or no profit history, 

reduced number of shareholders) – many SMEs still find it difficult to comply. There is a need for basic 

accounting and corporate governance standards and owner willingness to become transparent;  

• SMEs particularly in frontier economies still find listing expensive despite reduced listing fees.  

 

Investors:  

• Lack of understanding of the benefits and risks of investing in the SME markets. Reduced listing and ongoing 

disclosure requirements need to be balanced by sufficient investor protection;  

• SME exchanges are typically less liquid than the main market, and have extremely limited secondary market 

trading. 

 

The challenges are particularly greater in emerging economies. While there are some relatively more successful 

ones, there are also many unsuccessful attempts. Even in the few successful examples, there are arguments whether 

the markets have provided effective and efficient financing intermediation between investors and firms.  These 

include: 

 

AltX, South Africa.  This exchange was set up as a vehicle through which successful SMEs can grow, and thus 

graduate to list on the main market. There is limited institutional investor participation on the exchange due to 

liquidity, corporate governance and transparency reasons.  Interesting features include mandatory Designated 

Advisors and Directors Induction Course for listed companies.   

 

Shenzen, China.  Unlike in AltX, companies that elect to be listed on the Shenzhen Stock Exchange are not eligible 

to apply for a subsequent listing on the larger exchange or graduate to the main market. Innovative structures include 

a pooling of interest in a number of companies into a listed share (as many companies on their own were too small 

to interest investors). Government also set up a guarantee fund in the event of a default. 

 

New Connect, Poland.  It is the SME board of the Warsaw Stock Exchange (WSE), whose main board is the biggest 

in Central and Eastern Europe, and an attractive destination for regional listings. New Connect began in 2007, and 

by 2011 had 351 listed companies. However, growing reputational issues and concerns as to the quality of 

companies saw trading volumes and IPOs fall in recent years. In response, the WSE announced that in the interest of 

market quality and safety there would be higher requirements for companies and Authorized Advisors. 

 

DEM, Mauritius.  The DEM was launched by the Stock Exchange of Mauritius in 2006 as a way to organize stocks 

that had previously traded over-the-counter (OTC). Forty three companies previously trading OTC were listed on 

the launch day. 

 

Meanwhile, countries facing challenges in establishing an SME exchange include Nigeria, Kenya, and Ghana.  
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It appears that those markets with relatively successful SME exchanges have bigger and liquid main boards.  Other 

key factors which have a significant bearing on whether an SME Exchange will be successful include: (i) the cost of 

accessing the market must be relatively low; (ii) the standards for initial and ongoing disclosure and reporting need 

to be robust but, not too onerous; (iii) the benefits of listing must be compelling and clearly understood by 

prospective issuers; (iv) a large universe of SMEs that are ready to access the market exists and/or government 

program supporting the elevation of professional standards in companies is in place; (v) a community of experienced 

and incentivized professional advisors and market intermediaries must be available; (vi) investors need to 

understand the benefits of investing in the SME market and have trust in its integrity and (vii) a reasonable degree of 

liquidity or other mechanisms must be available so that investors can exit when the need arises.  Achieving all these 

features is not as easy as it may appear.  

 

 

 


