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Abstract 

This paper discussed the market emergence in the Middle and East generally and Lebanon 
specifically. We first consider the main components of market emergence in Lebanon, including the 
size, depth, activity, and transparency of the market, and proceed to a descriptive analysis. 
Aggregating these observations into four bootstrapped indexes, we analyze the factors leading to 
market emergence with a probity model. We find that market size and activity seem to affect market 
emergence, whereas pricing and transparency do not. Finally, decomposing country-level 
probabilities and implementing a cluster analysis suggest that the average process of market 
emergence is more pronounced in the Lebanon region than it is in other emerging areas, such as Latin 
America and Eastern Europe. Overall, the results suggest that the Lebanon capital markets may 
attract more capital flows in the future. However, the markets are still heterogeneous: Whereas 
Turkey, Jordan, and Egypt are moving closer to the standards of developed countries, Lebanon, 
Tunisia, and Morocco can still be viewed as frontier markets. 
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1. INTRODUCTION 

After President Michel Sleiman stepped down in May 2014, Lebanon went through an institutional 
vacuum which lasted until the 31st October 2016. It was the day on which the parliament elected 
Michel Aoun (a Christian former general), a member of the “March 8 Alliance”, named after the pro-
Syrian rally held on that date in 2005 and mostly composed of Shiite (including Hezbollah and Amal) 
and Christian parties. On the 3rd November 2016, Saad Hariri, leader of the Sunni members of the 
Future Movement party - a bloc within the “March 14 Alliance” (named after the date of the rally 
against the Syrian presence that followed Rafik Hariri’s assassination. 

The accident happened in February 2005 and formed mostly of Sunni and Christian parties united 
by their opposition to the March 8 Alliance - was appointed Prime Minister and formed a National 
Unity Government. During a visit to Riyadh on the 4th November 2017, Prime Minister Hariri 
decided to resign. This surprise declaration caused “devastation and chaos” in the country among all 
factions and, according to Mr Aoun, took place under pressure from the Saudi regime. On his return 
to Beirut on the 22nd November, Saad Hariri put his resignation on hold. This all has an impact on 
the economic market in Lebanon especially behavioral finance, which we will discuss.  
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The branch of economics, which is concerned with this paradox, is called behavioral finance. This 
relatively new field seeks to combine behavioral and cognitive psychological theory with 
conventional economic theory in order to propose explanations as to why people might make 
irrational financial decisions. 

Trading strategies are methods that traders use to determine when to buy and sell assets in the 
financial markets. Strategies are based on 

• Technical analysis. 
• Fundamental analysis. 
• Quantitative methods. 
• A combination of decision factors. 

This field of study argues that people are not nearly as rational as traditional finance theory makes 
out. For investors who are curious about how emotions and biases drive share prices, behavioral 
finance offers some interesting descriptions and explanations. Lebanon has a recent breakthrough in 
this field, as lately the prime minister started to encourage foreign investors to invest in the country 
in various economic fields. 

Being the second oldest market in the MENA after the Egyptian Bourse, the Beirut Stock Exchange 
(BSE) was founded in 1920, by a decree of the French Commissioner (Mallat, 2000). In its early years, 
Lebanon witnessed substantial economic activity, which translated into banking and services 
companies listing their stocks on the BSE. Moreover, trade was expanded to encompass shares of 
private companies set up under the French mandate to operate and manage some public services and 
sectors. This prompted the Lebanese bourse to flourish, with 50 stocks listed in the 1960s. 
Unfortunately, in 1975 the Lebanese Civil War erupted, hindering trade on the BSE, which was 
decisively halted in 1983. The Lebanese Bourse reopened in 1996. However, its trading activity was 
not substantial as it was before, due to the political and security uprisings that Lebanon faced, making 
the BSE the region’s second smallest stock exchange (in terms of market capitalization) exceeding 
only that of Tunisia. 

The Lebanese government approved the Capital Markets Law 161 in order to call for the 
establishment of the Lebanese Capital Markets Authority (CMA) that has two main aims delineating 
its mission: promoting and developing the Lebanese Capital Markets and protecting investors from 
fraudulent activities through issuing regulations that are in line with international best financial 
markets practices. 

Capital Markets Law 161 in Lebanon provides a good framework and clear definition for the 
responsibilities of the CMA and protects it from any interference, political or otherwise. According 
to this law, the CMA should, among other things, organize and develop capital markets in Lebanon. 
It also promote their use by investors and issuers in Lebanon and abroad, reduce systemic risks in 
capital markets, protect investors from illegal, irregular or unfair practices, organize the availability 
of information to those distributing financial instruments to the public, organize and supervise the 
professional activities of the people who perform operations on financial instruments. 

2. LITERATURE REVIEW 

In view of the various questionings of the classic financial theory or the theory of efficiency, the 
researchers in Lebanon were incited to develop a new current of research excluding certain 
hypotheses of this theory and to explain perfectly the functioning of financial markets in the country. 
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In this regard, the modern financial theory bent to privilege a new approach of the finance focused 
principally on the way of apprehending, of including or of modeling the real behavior of the people 
of the finance and its impact on the functioning of financial markets. Lebanon’s economy follows a 
laissez-faire model. Most of the economy is dollarized, and the country has no restrictions on the 
movement of capital across its borders (Saleh, 2013). 

In the modern days, many firms choose the investment plan that maximizes the entrepreneur's 
intertemporal utility, given static expectations. It is shown that the rate of investment is closely 
related to the rate of profit retention. It is also demonstrated that the optimal plan can be 
approximated by a flexible accelerator model of investment. If expectations prove wrong, the 
investment behavior of the firm could involve instantaneous debt and capital stock adjustment prior 
to the operation of the flexible accelerator (Steigum, 1983).  We are interested in examination of 
herding behavior at the level of sectors by using data at the levels of companies in developed 
countries such as Lebanon. The primary role of the capital market in Lebanon is allocation of 
ownership of the economy's capital stock. In general terms, the ideal is a market in which prices 
provide accurate signals for resource allocation: that is, a market in which firms can make production-
investment decisions, and investors can choose among the securities that represent ownership of 
firms' activities under the assumption that security prices at any time "fully reflect" all available in- 
formation. A market in which prices always "fully reflect" available information is called "efficient” 
(Malkiel, 1970). 

At present there is no theory describing the manner in which the price of risk results from the basic 
influences of investor preferences, the physical attributes of capital assets, etc. Moreover, lacking such 
a theory, it is difficult to give any real meaning to the relationship between the price of a single asset 
and its risk (Charbaji. 2003; Merton, R. C.,1987). 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figue 1. Relation between price and risk assist (Malkiel, 1970). 
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The model of investor behavior considers the investor as choosing from a set of investment 
opportunities that one which maximizes his utility. Every investment plan available to him may be 
represented by a point in the ER, σ R plane (Fama, 1998; Gates, C., 1998). If all such plans involve 
some risk, the area composed of such points will have an appearance similar to that shown in Figure 
2. The investor will choose from among all possible plans the one placing him on the indifference 
curve representing the highest level of utility (point F). The decision can be made in two stages: first, 
find the set of efficient investment plans and, second choose one from among this set (Sharpe, 1964). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2. Investment Opportunity Curve (Sharpe, 1964). 

Over the past few years, through its structural reform plan, the Lebanese government has deployed 
serious efforts to modernize the investment framework and offer the most suitable climate to 
foreigners and nationals desiring to invest in the country (Zarrouk, 2003; El Laithy, H., Abu-Ismail, 
K., & Hamdan, K., 2008). In 2001, the biggest thrust in investment promotion came in the form of 
fiscal incentives and facilitation services instituted through the Investment Development Law 360 
and its subsequent applicable decrees (Atrissi, 2004). 

3. METHODOLOGY 

The methodology applied to understand behavioural finance is exploratory. The numerous works of 
ardent researchers and practitioners are conducted with an intention to present the concise 
importance of behavioural finance and the principles that influence the investors to behave 
irrationally in the stock markets. In this study, exploring the behavioural financial theory influencing 
Investor Behavior in the Capital Markets, which are already “out there”, is the main aim, instead of 
inferring and building theory, the deduction approach is the most appropriate choice. The study 
starts with reviewing the behavioural finance theories in general and in the stock market, to get the 
theoretical and conceptual context as well as empirical findings of previous research, from which the 
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research model is proposed. Then, the questions used in the questionnaires are prepared. This 
process is quite consistent with the deductive approach which emphasizes that researchers may 
know how the world operates, thus using this approach to examine these ideas against “hard data” 
(Neuman & Kreuger, 2003; Ghauri & Gronhaug, 2010; Saunder et al., 2009; Bryman & Bell, 2007).  The 
deductive approach is usually associated with quantitative searches, which involve collecting 
quantitative or quantifiable qualitative data and analyzing statistical methods, which is also 
compatible with quantitative research strategies (Bryman & Bell, 2007;Luu, 2011; Luu, 2012b; Luu, 
2013a; Luu, 2013b; Luu, 2013c) 

4. RESULTS AND DISCUSSION 

This is the exploratory type of research paper. In this paper attempt has been constituted to study 
and understand the concept of behavioral finance, and its benefits to investment decisions.  

Objectives are as follow: 

• To study the concept of behavioral finance. 
• To understand difference between traditional finance and behavioral finance. 
• To analyze the utility of models of behavioral finance for better investments decisions. 
• Study of behavioral economics for understanding concept of bounded rationality 

Together with a noticeable improvement in Lebanon’s macroeconomic fundamentals, the 
improvement in its investment climate enabled Lebanon to attract much required investment as 
evidenced by an upward trend in FDI. Although some non-Arab capital – mainly European - was 
invested in infrastructure projects, the bulk of foreign capital channeled into the country originated 
from Arab countries. In fact, Arab FDI recorded a high of US$500 million in 19991, before dropping 
to the US $200 level in 2000 and 2001, amid an overall slowdown of the world economy as well as the 
aftershock of the events of September 11. 

In 2002, Lebanon recorded a staggering increase in Arab FDI to US$650 million, mainly stimulated 
by regained investors' confidence in Lebanon after the success of Paris II conference, where 
international donors pledged their support for the Lebanese government. Initial estimates for 2003 
look promising despite the setbacks and the instability which dominated the region amid the war in 
Iraq, with Moody's Services predicting a sustained surge in FDI in Lebanon, with ratio of FDI to GDP 
rising from 1.7% in 2002 to an estimated 3.3% in 2003 and 4.2% in 2004. 

Lebanon's public finance conditions are also an overriding concern to investors. In 2003, the 
government was able to reschedule 32% of the public debt through a $10 billion financial package 
that included soft loans from donor countries after the Paris II meeting, a $3.6 billion agreement with 
commercial banks and a $4.1 billion scheme with the Central Bank. The outlook for 2004 looks good 
despite the fact that the privatization plan requires more government preparation and the public 
finance conditions stand to benefit from the full impact of Paris II. However, the BDL's FX reserves, 
which increased to a high of US$12 billion, should play an important role in maintaining monetary 
stability, and reassuring investors of the strength of the Lebanese economy. 

While Lebanon has made important strides in structural reform, the promotion of FDI is still lagging 
behind, and forecasted amounts of foreign investment do not meet the growth requirements of the 
Lebanese economy. Lebanon has relied, so far, on short term investments but failed to attract 
longerterm more stable and beneficial international capital. The challenges facing Lebanon revolve 
around four angles which are:  
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• Governance 
• Public Finance 
• Perception 
• Geopolitical Conditions. 

Lebanon's public finance conditions are also an overriding concern to investors. In 2003, the 
government was able to reschedule 32% of the public debt through a $10 billion financial package 
that included soft loans from donor countries after the Paris II meeting, a $3.6 billion agreement with 
commercial banks and a $4.1 billion scheme with the Central Bank. The outlook for 2004 looks good 
despite the fact that the privatization plan requires more government preparation and the public 
finance conditions stand to benefit from the full impact of Paris II. However, the BDL's FX reserves, 
which increased to a high of US$12 billion, should play an important role in maintaining monetary 
stability, and reassuring investors of the strength of the Lebanese economy. 

In addition, Lebanon’s current perception in investment circles has been somewhat obscured by 
misconceptions of what it can offer to investors. The Lebanese government has been and is currently 
exerting all efforts to showcase Lebanon and raise awareness about the virtues and the attributes of 
the business environment. However, many businesspeople in Europe and North America seldom 
realize the business opportunities for investment in Lebanon. To market Lebanon, IDAL is not 
sparing an opportunity to enhance its visibility within investment circles - regionally and 
internationally - , and most of all to put behind its image of a war-racked country. Meanwhile and in 
line with government's efforts to promote Lebanon, an advertising campaign – commissioned by the 
Ministry of Economy and Trade - publicizing the country as a tourist destination is being aired on 
CNN as of this month. On the other hand, investors also highlight regional stability as an important 
stumbling block before investing in Lebanon. This problem is not exclusive to Lebanon. The region 
has had a history of volatility – which has dampened investment. Caught in the middle of different 
conflicts, Lebanon has paid a high price for the region’s instability in the form of lost investment 
opportunities. 

Lebanon is disseminating the message, making sure that foreign investors are aware of investment 
opportunities in the country. Many other countries in the region are taking similar measures. 

 However, the entire region deserves better reputation than the one currently dominating the 
international business arena. This is where regional cooperation comes into play. Since we all share 
similar objectives and face common problems, there is a case for developing closer regional 
cooperation in the areas of investment policy and promotion. In addition, the initiative to create a 
network of IPAs in Arab countries launched last year can provide the momentum for such co-
operation. All MENA countries stand to gain from improving the image of the region as an attractive 
investment destination. 
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Table 1. FDI and GDP in Lebanese investment 

Factor 
Year 

1991 2000-2001 2002 2003 2004 
*FDI 500 M 200 M 650 M 950 M 1 B 

**GDP - - 1.7% 3.3% 4.2% 
BDL - - - - 12 B 

Reason 

After the end of 
the Lebanese 
civil war and the 
return of life to 
normal, which 
led to the 
encouragement 
of Arab 
investors. 

Because of the 
repercussions 
of September 
11, which led 
to this 
noticeable 
decline. 

Restore 
investor 
confidence 
in general, 
especially 
after the 
success of 
the Paris 
conference. 

Increasing 
loans to 
investors 
while giving 
facilities 
based on the 
agreements 
concluded at 
the time. 

With the increase 
in foreign 
currency reserves 
by 12 billion US 
dollars, this has 
led to an increase 
in the encouraging 
factors for 
investment. 

*FDI: Foreign Direct Investment  

** GDP: Gross domestic product 

M: Million USD 

B: Billion USD 

5. CONCLUSION 

Behavioral finance analyses the ways that people make financial decisions in Lebanon. Behavioral 
finance seeks to understand and predicts systematic financial market implications of psychological 
decision processes. In addition, it focused on the application of psychological and economic 
principles for the improvement of financial decision-making. Markets are assumed to be inefficient 
in behavioral finance in Lebanon. Stock market investments are prone to emotions and herd behavior, 
so the sudden fall or rises of stock market indices are common. In behavioral finance investors are 
normal and not rational, or intuitive so that they can take decisions about investments based upon 
company’s performances, facts and profits. 
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