
  

  

 

 

 

 

 

 

 

 

 

The BLOM Bond Index (BBI), which tracks defaulted Lebanese government 

Eurobonds that haven’t matured yet (excluding coupon payments), rose by 4.66% 

week-to-date to 32.3 points on March 5, 2026, a new record high since February 2020 

(a month before Lebanon’s default on its Eurobonds). 

This rally reflects traders’ bets that the ongoing Israeli-Iranian-Hezbollah war could 

weaken Iran and Hezbollah, easing prospects for Hezbollah’s disarmament. Reinforcing 

this view, the Lebanese cabinet announced a ban on Hezbollah’s military and security 

activities earlier this week, intensifying pressure on the group. Following the decision, 

the Lebanese army detained 27 individuals for illegal weapons possession, while the 

government pledged to arrest and deport any members of Iran’s Revolutionary Guards 

found on Lebanese soil to “prevent any security or military activity.” 

If the party is indeed disarmed and weakened, this could strengthen stability and 

governance, pave the way for long-delayed reforms, and improve Lebanon’s economic 

outlook by attracting foreign investment, boosting tourism—particularly from Gulf 

states—and expanding exports to markets such as Saudi Arabia. While off the record, 

disarming Hezbollah is widely seen as a prerequisite for an IMF deal to restructure 

Lebanon’s debt. 
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However, implementation will be challenging—if not impossible— and risks triggering 

internal strife.  

At the same time, Israel’s efforts have repeatedly weakened Hezbollah but have not 

succeeded in dismantling it, suggesting that the status quo may persist for years—

pushing reconstruction costs ever higher.  

Bond prices are now trading between 30.38¢ and 31.48¢ on the dollar for maturities 

ranging from 2027 to 2037. That said, even if Hezbollah was disarmed, we still believe 

that Lebanese Eurobonds are overvalued given the lengthy timeline expected for 
reforms and debt restructuring, when accounting for the present value of money. 

 

As prices of 5‑ and 10‑year bonds rose, their yields fell by 1 and 10 basis points, 

respectively. 
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In the U.S., treasury yields rose this week, with the 5‑year up 21 bps to 3.72% and the 

10‑year up 16 bps to 4.13%.  

US president Donald Trump declared his commitment to "do whatever it takes" to 

contain Iran, increasing the chances of the US entering another extended conflict in the 

Middle East.  

The longer the war drags on, the greater the strain on the energy sector, supply chains 

and food prices—given natural gas’s critical role in fertilizer production—leading to 

higher prices and consequently, rising inflation. 

As inflation accelerates, traders’ expectations for the Federal Reserve’s policy path 

have tightened. According to LSEG, Fed OIS now imply mostly one rate cut in 2026, 

compared with a looser path priced in last week. 

Source: LSEG 

Typically, rising inflation alongside a resilient economy points toward tighter monetary 

policy, especially since U.S. inflation was already above the Fed’s 2% target before the 

war. Under such conditions, short-term yields like the 2-year tend to rise faster than 

longer-term yields such as the 10-year, reflecting the Fed’s direct influence on 

short-term rates. 

However, if markets anticipate the war lasting well beyond 2026, longer-term yields 

would also rise alongside shorter-term ones. While this dynamic could weigh on 

growth, historical precedent suggests the economy may remain robust. Even if a yield 

curve inversion occurs, it does not automatically signal recession. 
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