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On this day seventy-four years ago, Jordan 
gained its independence from Britain (25 
May 1946) and so began the reimagination of 
the bloc hitherto thought of as the Levant.

Europeans and North Americans had 
sentimentalised the Levant for biblical 
significancy and lionised allegories, such as 
those told about T. E. Lawrence (Lawrence 
of Arabia).

However, the world and Levantine were 
changing and changing fast. 

British Palestine shortly following 
Jordan’s secession established the State of 
Israel, effectively ending Colonialism and 
the British Mandate throughout the Levant.

Sentimentalism and nostalgia quickly 
gave way to realpolitik, with embolden 
Soviet adventurism focusing towards Cairo 
and Damascus and Anglo-French blunders 
surmounting into the Suez Crisis of 1956, 
which effectively ended the Pound Sterling’s 
apex reserve currency status and thus 
ending Pax Britannia with it.

It should never be forgotten that more 
ANZAC Diggers fought and died per capita 
than any other Allied Dominion in the 
Levant throughout World Wars One and 
Two; Turkey, Palestine, Egypt and Syria.  
Lest We Forget.

What was referred to as Greater Lebanon 
also bifurcated during this time, with the 
Colonial retreatment of the French from 
modern day Lebanon and Syria, albeit 
leaving long and lasting rapprochement 
with France, Beirut and Damascus 
descended into five decades of civil tumult 
and economic malaise. 

So, it is not insignificant that once again, 
the political and economic dysfunctions 
in Beirut have raised market expectations 
of a sovereign default and the spectre of 
unintended consequences reverberating 
across Turkey, North Africa, the 
subcontinent and other agnate Emerging 
Financial Markets.

Creditors of Lebanon have been told to 
prepare for a deep restructuring as the 
Middle Eastern country’s economic crisis 
worsens.

The economy has looked tragic for some 
time and has the potential of lighting 
the tinderbox, Emerging Market, or EM, 
speculators have been seeking – similar 
to those who were betting on Greece 
defaulting and falling out of the European 
project in and around 2012.

Lebanese Public debt stands at eighty-
seven billion US Dollars, or more than one 
hundred and fifty percent of GDP.

Its fiscal deficit, running at ten percent of 
GDP, is projected to swell to fifteen percent 
over the next five years and the country’s 
foreign-exchange reserves, are adequate 
enough to pay for just twelve months’ worth 
of imports if foreign financing dries up.

Last week, Prime Minister Hassan Diab 
said the nation was in a “critical situation” 
and its financial sector could collapse 
unless a rescue plan, involving haircuts to 
the principal of both foreign and domestic 
bondholders as well as bail-ins of bank 
creditors, was followed.

Diab’s government has also said it 
would seek support from the International 
Monetary Fund. “We will use the financial 
recovery plan to apply for an IMF 
programme in light of which there will be 
negotiations” said the Prime Minister.

This is seen as controversial, as Diab’s 
government is supported by Iranian-
backed Hezbollah, a critic of the US, which 
is the controlling shareholder of the IMF, 
although Hezbollah’s leader Sayyed Hassan 
Nasrallah cautiously supported Diab’s plan.

Markets are unbelievably bad at pricing 
distressed debt dislocation trades and the 
average recovery value in emerging markets 
is 69 cents on the (US) Dollar: Lebanon is 
trading at 15 cents.

The time to judge if it made sense to be in 
these trades and if they generate alpha will 
be at the end and one of the major problems 
the country is dealing with is the rapid 
depreciation of the Lebanese Pound, which 
has lost more than half its value against the 
US dollar since October.

Just over a third of government debt is 
denominated in foreign currency, meaning 
the ratio of debt to GDP is rising rapidly as 
the local currency falls.

Lebanon has already defaulted on debt 
payments and It said in its latest plan 
that principal haircuts would be required 
on domestic debts, largely held by the 
country’s banks, as well as foreign currency 

Eurobonds: the country said it wanted 
debt-to-GDP to fall from one hundred and 
seventy five percent to eighty three percent 
by 2027.

In December, all three major rating 
agencies lowered their ratings on Lebanon’s 
foreign currency debt deeper into ‘Junk’ 
(CC for Moody’s and Fitch, CCC for S&P).

One solution touted is a revised focus 
on the Levant formation itself, with 
economic integration in the Levant forming 
a comprehensive free trade agreement 
(FTA) zone that would eliminate tariffs, 
lower investment and nontariff barriers 
and waives visa requirements – projected 
to increase the average gross domestic 
product of the Levant nations by three to 
seven percent: These estimates are for a 
potential FTA among Egypt, Iraq, Israel, 
Jordan, Lebanon, Syria, and Turkey, seven 
of the core Levant countries, even allowing 
the inclusion of the West Bank and Gaza.

While regional integration might 
start with only a subset of countries and 
with only partial economic integration, 
the benefits increase for larger blocs of 
countries and with reduced restrictions 
on the movement of goods, people and 
capital among these countries, there is now 
momentum to indicate that such a project 
could be successful.

A revived Levant multilateral 
coordination, would encourage investment 
by creating a larger single market and 
potentially reduce regional instability, 
engage Africa more commercially, embrace 
Israel and her technological acumen and 
it could offset the menace of Persian cyber 
truculence.

For those in Australia who dismiss the 
Levant as insignificant to their investment 
concerns, they may wish to take pause 
and appreciate what Emerging Market 
currencies do to the par value of our “hot 
currency” Australian Dollar. 
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