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Lebanon has faced a multitude of crises since 2019, ranging from financial
collapse and political instability to a devastating war that continues to
inflict damage. Consequently, the economy contracted by a cumulative
38% from 2018 to 2024, with the Investment to GDP ratio plummeting
from around 21% in 2018 to below -9% in 2024, according to the Institute
of International Finance’ s (lIF) calculations. Recently, some corrective
measures have been taken. The exchange rate has stabilized, a ceasefire
with Israel has been implemented, and the election of a new president, a
new prime minister, and a new cabinet, believed to be pro-reform, has
given some hope. However, poor governance, political and sectarian
divisions, widespread corruption, and mismanagement of public policy
continue to hamper potential reforms. Despite these challenges, the IIF" s
Research Note on Lebanon, titlted ‘New Era: The Urgency for Deep
Reforms’  (February 16, 2025), asserts that there remains hope for
Lebanon’ s future. The report anticipated two equally probable outcomes:

a limited reform scenario and a deep reform scenario.
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In its limited reform scenario, the IIF predicted that the newly elected
governmental leaders will encounter various obstacles, such as the delicate
relationship with Hezbollah, making it harder to abide by the ceasefire
agreement and UN Security Council Resolution 1701. The parliamentary
elections set for May 2026 are important, but political parties still present
in the current parliament might keep getting in the way of needed
economic reforms until then. If no major political transformation occurs in
the forthcoming Parliamentary elections, it is improbable that the new
Cabinet and President will successfully implement deep reforms and
decrees in the parliament. Thus, securing an IMF-supported economic
program will remain out of reach, and international aid will predominantly
consist of humanitarian assistance, insufficient to meet even half the

financial requirements for reconstruction.

In this scenario, the economy is projected to grow at an average rate of
only 3% between 2025 and 2029, with the market exchange rate
continuing to weaken and inflation possibly rising again. The current
account deficit is expected to stay at a high level, ranging from 9% to 10%
of GDP, and foreign exchange reserves may gradually decrease from $10.1
billion by the end of 2024 to slightly below $7 billion by 2029. Moreover, a
greater proportion of deposits will remain out of reach.
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Exhibit 1: Real GDP growth averages 3% in the Limited Reform Scenario

for 2025-2029 and 6.2% in the Deep Reform Scenario
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8 i

7 I Deep

6 ! Reforms
5 ! Limited
4 l

3 I

2 I

1 |

I

0 I I

-1 I TIF Forecasts
-2 |
-3 :
_4 I
oy |
< :

2005-09 2010-14 2015-19 2020-24 2025-29 2025-29

Source: Authorities and IIF
Graphic: IIF

Under the deep reform scenario, Lebanon is projected to receive $12.5
billion in financial assistance from multilateral institutions and official
donors, distributed as follows:

e $3 billion from the IMF in the context of a four-year Extended Fund

Facility (EEF) arrangement

e $3 billion from the World Bank for certain projects

e $4.5 billion from the Gulf Cooperation Council (GCC)

e $2 billion from major European countries

Moreover, Lebanon could secure $10 billion in foreign direct investment
from the GCC between 2025 and 2029, which falls under non-debt creating

capital flows.
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In this scenario, Lebanon’ s future looks promising with its strong
entrepreneurship and talented people. Its real GDP is expected to get back
to its 2017 peak by 2031, with the 2018 GDP peak of $54 billion expected
by 2028. Deep reform scenario projections indicate 6.2% average GDP
growth from 2025-2029, driven by FDI, public investment, and tourism
revenues. A BIS study (2016) and Cyprus’ s example show that falling bank
credit won’' t hinder recovery after crises. Lebanon’ s private
consumption, strengthened by remittances and tourism, will support the
economy. Construction will recover through FDI and loans, with Lebanese
banks needed for real estate financing.

Inflation is expected to continue its downward path and decrease from an
average of 45.2% in 2024 to 16.9% in 2025 and 3.4% by 2029, amid a
stable exchange rate and better economic prospects.

As for the current account deficit, it is anticipated to decrease from an
estimate of 10.8% of GDP in 2024 to 7.6% by 2029. This decline is
supported by the restoration of exports to Saudi Arabia, recovery in
tourism receipts due to the lifting of travel bans, and decreased re-exports
or smuggling of goods to Syria.

Government debt to GDP ratio is expected to drop from 136% in 2024 to
53% by 2029 aided by Eurobonds haircut, budgetary tightening and better
growth levels.
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Exhibit 2: Government debt to GDP ratio is expected to drop from 136% in
2024 to 53% by 2029
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The primary surplus is projected to rise from 0.4% of GDP in 2024 to 2.5%
by 2029. The overall balance, excluding foreign-financed capital
expenditures, is expected to rise from a negative 0.5% of GDP in 2024 to a
positive 3.3% by 2029. This increase will be fueled by less tax evasion,
better tax collection, and strong economic growth.

Regarding Eurobonds, assuming necessary reforms and the IMF agreement
are executed, they are projected to climb from about 19 cents to
approximately 30 cents by June 2025.
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Lebanon stands at a crossroads with two possible economic paths: limited
reforms with 3% GDP growth in 2025-2029 or deep reforms with 6.2%
growth, both having a 50% probability according to the IIF. Deep reforms
rely on securing international aid and an IMF agreement, which requires
progress on seven key pillars: political and security stability, banking sector
restructuring, adopting a flexible exchange rate, fiscal consolidation
through improved tax systems, restoring confidence in the Lebanese
pound, judicial reforms, and strengthening social safety nets. Achieving
these reforms is more challenging than the report suggests, given the
deep-rooted corruption and political/security barriers, making the 50%
possibility of this scenario seem optimistic. In fact, Israel’ s daily ceasefire
violations have resulted in over 830 breaches, around 60 civilian deaths,
and numerous injuries since November 27, 2024. Israeli soldiers have also
remained in five locations in southern Lebanon past the deadline to
withdraw, breaching Lebanon’ s sovereignty. Judicial reform is equally
tough as many staff members in public institutions were appointed by
corrupt politicians. However, there is hope: Lebanon may have hit rock
bottom, offering a chance for recovery if reforms are pursued boldly. It' s
important to note that both the limited reform and deep reform scenarios
present improvements compared to Lebanon’ s current dire situation.
While deep reforms offer a more optimistic growth outlook, even the
limited reforms signify progress from the present economic conditions.
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Exhibit 3: Main Economic and financial Indicators

Actual IIF Estimates IIF Deep Reform Scanario, 50%
Indicator 2018 2019 2020 2021 | 2022 2023 2024 | 2025 2026 2027 2028 2029
Mominal GOP (LP trillion) 83 B0 97 245 675 2,082 2943|3608 4114 4681 5252 5792
Mominal GOP (5 billion) 49 532 25 198 | 249 243 32.8| 383 415 455 494 5239
Real GOP growth, % change -19 -68 -246 2 13 -11 -7 53 4.8 6.5 7 7.2
Private consumption -26 -14 -225 -712 15 -32 -1489| 18 26 4.8 54 6.3
Public consumption 53 28 36 -101 25 2 146 | 143 139 g a5 96
Private fix ed capital 34 -3837 -70 1235|-187 61 306 206 205 2.8 18.3 149
Public fixed capital 26.2 -203 -39 -BL1| 93 277 1051 | 1828 564 225 1.6 36
Exports of goods & services | -46 -22 -334 1139 11 -37 -208 | 127 125 121 109 10.2
Importsof goods &services| 1.3 -36 -334 8.1 223 -38 -22 152 128 11.8 10.8 9.8
Gross investment, % G0OP 21.1 135 118 9.7 9.6 104 &7 118 146 16.8 183 13
FrIVETE EX0UdINg Fu, Fa
no 6 85 55 61 6.6 6.5 6.3 6.7 6.2 6.1 6.8 6.8
FDI, % GODP 48 386 44 3 2.1 27 14 25 47 6.3 7 73
Publicinvestment, % GOP 17 14 18 05 09 0.8 1.1 2.6 37 4.2 4.5 44
GOP deflator, % change 55 4.1 501 1484|1713 2116 5139 | 165 88 a8.8 48 23
CPl inflation, %, average 61 285 849 1548|1712 2213 452 | 146 87 &8.8 51 34
CPl inflation, %, end of
neriod 339 32 145 2244 122 1923 181 | 116 78 6 42 32
Waightad average exchange
rate, LBP/LISS 1508 1576 4,203 12 446|27,087 B5,805 89,700|94,281 99,171 102,840 105234 109421
Current account, 5 billion -134 -111 28 -48 | 73 -58& -35 | -3F7 -38 -3.7 -3.8 -4
Current account, % of GOP -24.3 -208 -11.1 -23 | -28B6 -233 -10B| -7 -49.2 -B.2 -7.B 7.6
Fiscal balance, % GOP -114 -11 74 -27 | 64 -04 -085 | -18 -38 -2.8 -18 0.6
Primary balance, % GOP -12 -05 432 -14| 54 OF 0.4 -0.1 0.2 0.9 15 24
Government debt 25 % of
0P 155 172 145 4182 | 260.1 1816 13688 | 833 657 &2 5813 EA5
Official FX reserves, USDbn | 325 296 186 135 | 104 396 0.2 | 107 137 17 6 2119 26.4
Gold reserves, USD bn 118 139 173 166 | 167 187 244 | 267 267 26.7 26.7 26.7

Source: Lebanese authorities and IIF estimates and projections

Graphic: IIF
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Exhibit 4: Balance of payments and External Debt, in USD billion, unless
otherwise indicated

Actual Ext | WF Deep Reform Soenana, 50%
Indicatar 2018 2019 2030 0P NI2 Y| NI | NS 26 NI N2 XM
Trade Balance -151 -134 -65 -88 -13.6 -12.7) -95 |-11.1 -127 -145 -163 -18

Merdhandzeexports | 38 48 41 41 45 41 | 37 (41 47 53 A1 7
Merdhandise imports | -189 -182 -1006 -12.9 -18.1 -16.9|-13.2|-15.2 -17.4 -19.8 -22.4 -25.1

Het services 14 04 01 08 15 12| 06| 14 27 46 &1 75
Exparts of services 158 136 49 57 81 78| 61|75 34 117 138 153
ow: Towrism 844 86 24 31 53 54| 3% 5 63 8 42 102

I ports of services -143 -131 -48 49 -66 -66|-55|-61 -66 -72 -7 -A3
Het income 411 -12 -1 -19% -08 -01|-06|-03 -03 -03 -0.3 -03
Recipts 28 31 16 01 08 09|03 |26 17 17 16 16
Payments -39 -43 -26 -19 -16 -09|-09|-08 -19 -19 -19 -139

Net curent ramsfes 14 31 47 53 57 5A | 57|59 & 62 63 64
(umentaccountbalanee | -134 -111 -28 -46 -73 -56 | -35 (-37 -33 -i7 -38 -4
Curmentaccountas % of

GOP

Honresident apita

-243 -208 -111 -23 -28.6 -21.3|-10.8| 97 -92 -82 -78 -16

i -51 -56 -5 47 -38|-01( 11 33 41 47 i1

Tl

Fareign direct 27 19 16 06 05 o7 (05| 1 18 29 35 43
mwestment

Porfiolioimvestment | -4 -23 14 09 -19 -23 |01 |-06 -05 -07 -08 -7
Other imes trent 44 -47 85 -64 -14 -21|-06| 07 19 20 21 1%

ofwhici:offedl 193 02 03 13 a2 a2fo2|16 28 20 3 24

OO
Resident capi tal . = = =
S 12 87 13 38 59 51 (56|47 3 16 14 14
Coyital sexunt 14 14 17 1 15 a&|a07| 1 11 13 14 14
f:rm'm'“”'w"”m 1S 246 186 136 104 96 (102|107 137 176 219 264
ExtermaldebtinUSDbn | 112 107 7.5 928 922 90 (911|685 66 636 611 584
it 313 317 313 36 361 M8 |47(208 20 139 175 164
Oifficial debit 22 21 21 2 22 24|26|42 58 8 102 1232
Wamesident FL 475 417 343 297 28 242(25|219 202 185 168 151
deposits

I ol resdentFL | ) 277 365 25 27 214|24|189 174 159 142 129
deposits

Extermal debt, % of G0P |204.2 201.0 1902 %32 368 372 2773|1790 1592 1387 1235 1103
Source: BdL through 2023; IIF estimates for 2024 and forecast for 2025-
2029

Graphic: IIF
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Disclaimer

This report is published for information purposes only. The information herein has been

compiled from, or based upon sources we believe to be reliable, but we do not guarantee

or accept responsibility for its completeness or accuracy. This document should not be

construed as a solicitation to take part in any investment or as constituting any

representation or warranty on our part. The consequences of any action taken on the basis

of information contained herein are solely the responsibility of the recijpient.
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