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PREFACE

he Lebanon Economic Monitor provides an

update on key economic developments and

policies over the past six months. It also pres-
ents findings from recent World Bank work on Leba-
non. The Monitor places these developments, policies,
and findings in a longer-term and global context and
assesses their implications on the outlook for Leb-
anon. Its coverage ranges from the macro-economy
to financial markets to indicators of human welfare
and development. It is intended for a wide audience,
including policy makers, business leaders, financial
market participants, and the community of analysts
and professionals engaged in Lebanon.

The Lebanon Economic Monitor is a product
of the World Bank’s Lebanon Economic Policy team.
It was led by Naji Abou Hamde (Economic Analyst)
and lbrahim Jamali (Consultant). The Lebanon Eco-
nomic Monitor was completed under the guidance
of Jasmin Chakeri (Practice Manager), Norbert Fiess
(Lead Economist), Enrique Blanco Armas (Coun-
try Manager), and Dahlia Khalifa (Division Director).
Zeina El Khalil (Sr. External Affairs Officer) is the lead
on communications, outreach, and publishing.

The findings, interpretations, and conclusions
expressed in this Monitor are those of World Bank
staff and do not necessarily reflect the views of the

Executive Board of The World Bank or the govern-
ments they represent.

For questions and comments on the content
of this publication, please contact Naji Abou Hamde
(nabouhamde@worldbank.org). To be included on
an email distribution list for this Lebanon Economic
Monitor series and other publications and for ques-
tions from the media, please contact Zeina El Khalil
(zelkhalil@worldbank.org).

For information about the World Bank and its
activities in Lebanon, including e-copies of this publi-
cation, please visit www.worldbank.org/Ib
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EXECUTIVE SUMMARY

ebanon entered 2026 on a footing of stabi-

lization, but renewed escalation of conflict

in March sharply reversed this path and
put the economy under severe strain. The conflict
has inflicted a heavy humanitarian toll, triggered mass
internal displacement, and caused extensive destruc-
tion of housing and infrastructure, particularly in the
South and the southern suburbs of Beirut. These new
losses compound the damage from the 2024 con-
flict, before recovery from that episode could take
hold. While the authorities have made some prog-
ress on reforms, including advancing the legislative
framework for banking sector restructuring, the esca-
lation in hostilities has challenged implementation of
reforms, redirected attention toward crisis response,
and heightened uncertainty around the economic out-
look.

Before the renewed escalation in the
conflict, economic activity had strengthened,
prompting an upward revision of real GDP growth
to 4.2 percent (from a projected growth of 3.5
percent in the Winter 2026 Lebanon Economic
Monitor) for 2025. The recovery was broad-based,
supported by stronger consumption, investment, tour-
ism, and reflected in improved high-frequency indica-
tors. This momentum has since been interrupted by
the escalation in hostilities. Real GDP is projected to
contract by 6.4 percent in 2026, reflecting the col-
lapse in tourism, weaker consumption, disrupted
supply chains, heightened insecurity, and prolonged

displacement. Unlike the previous conflict episode,
the current wave of displacement may persist even
after hostilities cease, implying a more durable drag
on domestic demand and economic activity.

Fiscal performance improved significantly
in 2025, with an overall surplus of 3.9 percent of
GDP, but the conflict increased spending pres-
sures. Revenue mobilization benefited from stronger
compliance and improved customs and VAT collec-
tion, while expenditure remained contained. However,
conflict-related spending to address pressing human-
itarian needs and support displaced populations
increased since March 2026. Although fiscal and pri-
mary surpluses were still recorded in H1-2026, fiscal
performance is projected to moderate in H2-2026,
driven by higher expenditures from increased crisis-
related spending and a rising public wage bill, as
well as slower revenue growth reflecting tax defer-
rals and a shrinking tax base amid the contraction in
economic activity. Public debt remains unsustainable
despite the decline in the debt-to-GDP ratio, which
reflects nominal GDP growth due to real exchange
rate effects.

External and monetary conditions have
become more fragile. In 2025, the current account
deficit widened as imports, especially energy imports,
outpaced the growth of exports and remittances soft-
ened. In 2026, higher oil prices and regional trade
disruptions are expected to keep the current account
deficit large, sustaining significant external financing
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needs. Meanwhile, in recent months, exchange rate
stability has been maintained by a partial drawdown
of reserves and a tightening of domestic currency
liquidity. The exchange rate anchor could come under
pressure in case of prolonged weaker inflows, higher
external payments, and conflict-related shocks.

The banking system
impaired, even as the authorities have advanced
a partial restructuring agenda. In August 2026,
parliament approved crucial amendments to the Bank
Resolution Law, establishing a modern legal frame-
work for managing banking crises that Lebanon had
lacked for decades. The amendments strengthen its
alignment with best international practices and rep-
resents a crucial step toward establishing a legal
basis for bank restructuring. The Cabinet had also
approved the Financial Stabilization and Depositor
Recovery Law (FSDR, commonly referred to as the
“financial gap law”) in December 2025 and submit-
ted it to Parliament. Nonetheless, key amendments
are still needed to align the framework with interna-
tional best practice, clarify the application of creditor
hierarchy, ensure that any recapitalization strategy is
consistent with debt sustainability and that the depos-
its repayment structure is sustainable. More broadly,
the conflict has altered the assumptions underlying
the recovery framework by raising social and recon-

remains deeply

struction financing needs and by increasing uncer-
tainty over the resources available to support deposit
repayment.

Inflation is projected to accelerate in 2026,
with risks to the economic outlook strongly tilted
to the downside. Conflict-related supply disruptions,
higher freight costs, and rising oil prices are adding to
domestic price pressures in an economy that remains
heavily dependent on imports. Inflation is projected
to increase to 17.5 percent in 2026, further eroding
already weakened purchasing power. The magnitude
of the economic downturn will depend critically on the
intensity and duration of the conflict, the persistence
of displacement, the extent of physical destruction,
and developments in the wider Middle East. Even as
the authorities manage the humanitarian and eco-
nomic fallout from the conflict, reform implementation
has continued on key fronts. Sustaining this parallel
progress, particularly on financial sector restructuring,
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the medium-term fiscal framework, and public finan-
cial management reforms, will be critical to restor-
ing confidence, reviving growth, and mobilizing the
concessional and official financing needed for recon-
struction and recovery.

The Special Focus assesses the macro-
economic impact of the 2026 conflict on Leb-
anon from the demand side (export of tourism
services and private consumption). Renewed
hostilities have sharply constrained economic activ-
ity by significantly reducing tourism, weakening con-
sumption through mass displacement and declining
confidence, and increasing risks to physical and
human capital. The analysis assumes no compre-
hensive ceasefire in 2026; hostilities continue but at
lower intensity and are largely confined to the south.
Real GDP growth is projected to be 10.4 percentage
points lower than in a no-conflict counterfactual.
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THE POLICY CONTEXT

mid wider regional escalation across the

Middle East, the conflict in Lebanon re-

escalated and intensified as of March 2,
2026. Military operations, which had not fully ceased
after the November 27, 2024, ceasefire, intensified
rapidly, causing heavy casualties, mass displacement,
and extensive damage to housing and infrastructure,
mainly in the South and Nabatieh governorates, and
in Beirut’s southern suburbs. Baalbek-El Hermel and
Bekaa governorates have also been affected, though
to a lesser extent. Official statistics report 4,321 fatal-
ities, and 12,207 injuries between March 2 and July
10, 2026. More than one million people, about 20
percent of the population, have self-registered as
internally displaced, though the actual number is likely
higher. Displacement has been concentrated in South
Lebanon, Bekaa, and Beirut’s southern suburbs.!

T As with the 2024 conflict, the housing sector has been
particularly hard hit. According to official statistics,
90,747 housing units were partially or fully destroyed
between March 2 and June 12, with the South and
Nabatieh governorates accounting for about 70 percent
of the total. As of June 12, destruction in housing units
during the 2026 conflict amounts to about 39.4 percent
of that registered during the 2024 conflict.

Despite the announcement of a two-week
regional ceasefire on April 8, military operations
in Lebanon did not abate. On April 16, a 10-day
truce was announced and subsequently extended for
three weeks on April 23 to allow for direct negotia-
tions between Lebanon and Israel. Notwithstanding
the announcement of a ceasefire, large-scale military
operations continued in the South and Nabatieh gov-
ernorates. Unlike the 2024 conflict, the scale of physi-
cal and infrastructure destruction in this round is likely
to prolong displacement, leaving affected house-
holds unable to return in the near term.

The March 2026 escalation marks the sec-
ond major conflict that Lebanon experienced
within two years. The prior round of hostilities,
which began in mid-September 2024 and extended
over 66 days, resulted in a heavy human toll, mas-
sive internal displacement, and severe economic
damage, including a contraction in real GDP of 5.2
percent and widespread destruction of capital stock,



particularly in the South.? The physical damages from
the 2026 conflict compound those of the 2024 con-
flict, which have yet to be reversed.® In response, the
Government of Lebanon has activated the National
Emergency Plan, launched a US$308.3 million Flash
Appeal (March-May 2026) in March 2026, which was
followed by a revised appeal (March-August 2026)
seeking an additional US$331.5 million,* of which
US$185.9 million have been received as of May 31,
2026, and the Ministry of Social Affairs has rolled out
emergency cash assistance for conflict-affected fam-
ilies, expected to reach approximately 71,000 house-
holds.

Even as the authorities manage the
humanitarian and economic fallout from the con-
flict, reform implementation has continued on
key fronts. While the war has altered the sequenc-
ing and urgency of government priorities, the authori-
ties endeavored to keep the reform agenda on track.
Amid the conflict, the authorities have sought to
maintain macroeconomic stability, respond to inter-
nal displacement, and keep trade corridors and criti-
cal supply chains functioning. Aside from intermittent,
short-lived closures due to security risks, land border
crossings with Syria have stayed open, while the air-
port and ports have continued to operate.® Progress
on the bank restructuring legislation continued, albeit

2 The 2024 conflict led to real GDP growth contracting by
6.1 percentage points relative to a counterfactual of no
conflict. The conflict claimed over 3,500 lives, injured
more than 14,500, and displaced nearly 1.2 million
people, over a quarter of Lebanon’s population.

3 Physical asset damage from the 2024 conflict was
estimated in the Rapid Needs and Damage Assessment
- conducted by the World Bank in partnership with the
Lebanese authorities - at US$6.8 billion, with housing
being the hardest hit sector with damages estimated at
US$4.6 billion.

4 UNOCHA - Revised Flash Appeal: Lebanon, March —
August 2026 (June 2026); (Link)

5 Aviation activity has suffered severe disruptions
since the onset of the conflict in the Middle East. The
Rafic Hariri (Beirut international) Airport experienced
widespread flight cancellations, with most foreign
airlines suspending flights. However, the national
carrier, Middle East Airlines, continued operating. The
authorities shifted port of Beirut operations to a 24/7
schedule in late February and early March to maintain
imports of food, fuel, medicine, and other essentials.
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at the same slow pace seen prior to the escalation
of the conflict. Debt restructuring negotiations have
not yet begun, but progress has been made on the
medium-term fiscal framework.

Lebanon has advanced the bank restruc-
turing process through the ratification of
the Bank Resolution Law (BRL) and Cabi-
net approval of the Financial Stabilization and
Depositor Recovery Law (FSDR), although sub-
stantial amendments to the latter remain cru-
cial. The BRL, approved by the government on April
30, 2026, and amended and ratified by Parliament
on August 12, establishes a modern framework for
managing banking crises and guiding bank restruc-
turing in a fair, orderly, and rules-based manner, in
line with international standards. The Financial Sta-
bilization and Depositor Recovery Law, approved by
Cabinet in December 2025, is intended to determine
how financial losses are distributed across the sys-
tem. However, it requires substantial amendments
to strengthen its design, alignment with international
standards, and sustainability. In addition, the conflict
has altered many of the assumptions underpinning
the law, particularly around the liquidity available to
repay deposits, given competing reconstruction and
social spending needs, shifting revenue projections,
and growing pressure on foreign exchange reserves.

The conflict is exerting multi-layered
effects on the economy, adding policy com-
plexity and challenges to the reform progress.
Beyond the direct losses and damages, the economic
fallout is further compounded by the repercussions of
the wider conflict in the Middle East. Supply chain dis-
ruptions and rising freight rates are adding upward
pressure on prices, while the closure of the Strait of
Hormuz, a critical chokepoint for global energy and
commodity trade, means that higher oil prices repre-
sent a significant terms-of-trade shock for Lebanon’s
energy- and import-dependent economy.


https://www.unocha.org/publications/report/lebanon/revised-flash-appeal-lebanon-march-august-2026-june-2026-enar

RECENT ECONOMIC
DEVELOPMENTS

Output and Demand

Economic activity accelerated in the sec-
ond half of 2025, but this momentum was cut
short by the conflict. Cleared checks in LBP and
US$ rose by approximately 49.5 percent and 29 per-
cent in H2-2025 relative to H1-2025, respectively.
Construction activity also picked up, with construc-
tion permits and cement deliveries increasing by
12.8 percent and 14 percent in H2-2025 relative to
H1-2025, respectively. Passenger arrivals, an indi-
cator of tourism sector activity, rose by 24.5 per-
cent over the same period. On a year-on-year basis,
cement deliveries and construction permits increased
by 36 percent and 29.3 percent, respectively, while
night-time lights, an alternative proxy for economic
activity, rose by 30 percent. This momentum was pro-
jected to persist in 2026 but collapsed when the con-
flict escalated in March.

Real GDP growth is revised up to 4.2 per-
cent in 2025 (from 3.5 percent estimated in the
Winter 2026 Lebanon Economic Monitor) in light
of stronger data on the High Frequency Indica-
tors (HFIs) in H2-2025. Updated estimates of real
GDP growth, which exploit data on HFls available

through December 2025, suggest that real GDP grew
at 4.2 percent in 2025.% This upward revision reflects
the acceleration in economic activity observed in
H2-2025 and implies that real GDP has grown at the
fastest pace since the onset of the 2019 financial cri-
sis.

From the demand side, imports of goods
and services were the only negative contributor
to real GDP growth in 2025. The expansion in eco-
nomic activity was supported by growth in consump-
tion, which contributed 1.6 percentage points (pp) to
growth and was sustained by remittances, a return to
political normalcy, and increased dollarization of pri-
vate sector wages. Public consumption contributed
0.9 pp to growth due to a larger spending envelope
relative to 2024 that was supported by enhanced tax

6 The econometric models used to nowcast economic
growth since the 2019 financial crisis include: Mixed
Data Sampling (MIDAS) regressions with a large set
of HFls, a dynamic factor model, neural networks, and
more recently Least Absolute Shrinkage and Selection
Operator (LASSO) and Ridge regressions. Further
details on the methodology employed to nowcast real
GDP are provided in the Annex to the Spring 2023
Lebanon Economic Monitor: The Normalization of
Crisis is No Road for Stabilization.



FIGURE 1 - Real GDP is Estimated to have Grown by 4.2 Percent in 2025...
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FIGURE 2 - ...

with Imports of Goods and Services the Only Negative Contributor to Real GDP Growth
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compliance. Public and private investment contrib-
uted, respectively, 0.1 and 1.0 pp to growth, whereas
an expansion in imports (in real terms) and higher
exports of services yielded, respectively, a -0.4 and
1.0 pp contribution to growth.

Fiscal Developments

Lebanon recorded an overall fiscal sur-
plus of 3.9 percent of GDP in 2025, as revenue
growth outpaced spending. Revenues reached
US$6.18 billion, or 16.8 percent of GDP, with VAT
and customs duties accounting for 38.3 percent of
the total. VAT revenues rose by 49 percent, supported
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by stronger nominal consumption and compliance-
enhancing measures, as well as tax deferrals from
2024, while customs revenues increased by 14 per-
cent, partly reflecting tighter port controls, scanners,
and withholding tax at the border. Revenues also ben-
efitted from additional fuel excise collection, before
the measure was annulled by the State Shura Coun-
cil.” Expenditure stood at US$4.74 billion, or 12.8 per-
cent of GDP. Personnel costs remained the largest

7 On May 29, 2025, the Lebanese government decided
to increase fuel excise by LBP 100,000 per 20 liters of
gasoline and LBP 174,000 per 20 liters of diesel, which
became effective on June 2, 2025. The State Shura
Council suspended it on July 15, 2025, leaving it in
force for around six weeks.



FIGURE 3 - Uncertainty Was Decreasing in Q1-
2026 Before the Resumption of the Conflict
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FIGURE 4 - A Fiscal Surplus Materialized in 2025
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spending item, accounting for 54.5 percent of expen-
diture and rising by 30.8 percent relative to 2024,
mainly due to salary supplements. Capital expendi-
ture increased sharply but remained low at 0.6 per-
cent of GDP. These expenditure figures exclude
contingent liabilities related to unpaid Iraqgi fuel pay-
ments and swaps.

Despite fiscal pressures from the conflict,
overall fiscal and primary surpluses were main-
tained in 5M-2026, increasing by 31.9 percent
(yoy) and 25 percent (yoy), respectively. Reve-
nue increased by 26.6 percent (yoy), outweighing a
23.7 percent (yoy) rise in expenditure, in 5M-2026,
thereby widening the overall and primary fiscal sur-

pluses, compared to the same period in 2025.% Rev-
enues benefitted from an increase of US$0.168 per
liter in the excise tax on gasoline that became effec-
tive in February 2026° whereas expenditures were
primarily driven by year-on-year increases of (i) 6.8
percent in personnel costs; (i) 112.9 percent in cap-
ital expenditures; (iii) 157.9 percent in hospitalization
expenditures; (iv) 59.3 percent in budget advances;
and (v) 105.3 percent in treasury expenditures. With
the exception of personnel costs, these increases
largely reflect conflict-related spending.
Debt-to-GDP declined from its post-sov-
ereign-default peak of 249 percent in 2020 to
130.6 percent in 2025,'%'" driven by nominal
GDP growth and exchange rate effects. Specif-
ically, nominal GDP grew from US$23.9 billion in
2020 to an estimated US$36.9 billion in 2025, while
the exchange rate depreciated by around 96 percent,
eroding the value of LBP-denominated debt, which
stood at the equivalent of US$23.5 billion by end-
2020. Negotiations on debt restructuring have not
commenced yet more than six years after the default,
during which arrears on Eurobonds have continued to
accumulate, and debt remains unsustainable.

8 March 2026 was the only month where overall and
primary fiscal deficits were recorded, as a 39 percent
(yoy) increase in revenues, was more than offset by a
145 percent (yoy) rise in expenditures.

® In a bid to increase public sector wages by around
US$800 million, the Government has proposed
an increase in the Value Added Tax rate from 11 to
12 percent, as well as an increase in the excise tax
on gasoline. Whereas the latter became effective
immediately, the increase in the VAT requires
parliamentary approval. The public sector wage bill
increase did not become effective as it was contingent
on the increase in the VAT rate. As a result, fiscal
revenues in the first quarter of 2026 benefitted from the
effective increase in the excise tax, without any further
increase in spending related to wages.

' The World Bank’s updated debt model accounts for
domestic currency debt, foreign-denominated debt
stock (Eurobonds), and accumulated principal and
interest arrears on Eurobonds, foreign currency loans
(multilateral and bilateral), and IMF Special Drawing
Rights (SDRs).

" The decrease in interest expenses is attributable to
Lebanon not servicing the bulk of its foreign currency
debt since the sovereign default of March 2020.



FIGURE 5 « Public Debt Remains High and a Debt Restructuring is Unlikely to Be Completed in 2026
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Despite the lack of progress on debt
restructuring, Eurobond prices have been on
the rise, reaching a post-sovereign-default max-
imum of 31.5 cents to the dollar in March 2026.
Eurobond prices have since retreated to around 26
cents to the dollar, following the start of the conflict
in Lebanon. Lebanese Eurobond prices have exhib-
ited considerable volatility since the March 2020
default, trading in distressed territory consistent with
deep uncertainty over the prospects and terms of
future restructuring. The broad upward trend in sec-
ondary market prices points to a gradual improve-
ment in market sentiment regarding Lebanon’s debt
resolution prospects, although prices remain well
below par; this seems to underscore that bondhold-
ers are expecting to absorb a significant haircut in
any restructuring agreement.

External Sector

The current account deficit widened in
2025, driven by higher imports of goods, reach-
ing US$9.2 billion (24.9 percent of GDP), up from
US$5.6 billion (18.2 percent of GDP) in 2024. The
current account deficit returned to pre-2019 crisis
levels in 2025. While exports of goods increased by
23.5 percent, imports grew by 27.7 percent, widen-
ing the goods trade deficit by 29 percent. Exports
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FIGURE 6 - Eurobond Prices are 10 Percent Up,
Compared to December 2025, Despite Giving
Away Some Gains Since the Resumption of the
Conflict
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of services rose by 7.8 percent while imports of ser-
vices increased by 2.4 percent, resulting in a 69.2
percent expansion of the services trade surplus.'?
Remittance inflows declined by 7.6 percent to US$6.2
billion (from US$6.7 billion in 2024), reducing the off-
set they provide to the goods trade deficit. The 20.9
percent increase in nominal GDP moderated the cur-

2 Although trade-in-services surpluses continue to be
recorded, averaging US$1 billion between 2021 and
2025, they are much smaller than their pre-2019 crisis
average of US$2.1 billion, between 2012 and 2018.



FIGURE 7 « Current Account Deficit and Imports of Goods are Back to pre-Crisis Levels
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rent account deficit as a share of GDP, which would
otherwise have been higher.

Energy imports were Lebanon’s largest
import category in 2025, accounting for US$4.8
billion or 23 percent of total imports - a reflec-
tion of the country’s total reliance on imported
fuel. “Pearls, precious stones and metals” and “cap-
ital goods” ranked second and third, representing
18.8 and 15.6 percent of total imports, respectively.
On the other hand, “pearls, precious stones and met-
als” was the largest category of exports, which grew
by 118 percent to reach US$1.2 billion, underscoring
the importance of the jewelry sector in the country.

Remittance inflows have long buffered
Lebanon’s external financing needs by offset-
ting part of the goods trade deficit. They aver-
aged US$6.48 billion in 2010-2019 and US$6.36
billion in 2019-2024, helping narrow the current
account deficit from an average of US$10.39 billion
to US$5.25 billion over the same periods. Official
estimates, however, likely understate actual inflows
because they do not fully capture unofficial trans-
fers and may be distorted by export underreporting
linked to tax incentives. The balance of payments’
“net errors and omissions”,'® which reached US$2.2
billion in 2025, suggest that actual remittances and

% Link

the current account position may be more favorable
than headline data indicate. At the same time, the dol-
larized cash economy and weak financial intermedia-
tion complicate measurement: importers increasingly
rely on foreign banking channels, while foreign-cur-
rency revenues are often intermediated outside Leba-
non. These factors help explain reserve accumulation
despite a large recorded current account deficit. '

Money and Banking

In 2025, the BdL was able to increase
payouts under the circulars, maintain a stable
exchange rate, and accumulate foreign reserves,
owing to the sizable fiscal surplus and accu-
mulation of other public sector deposits at the
central bank. Enhanced revenue collection, particu-
larly from LBP-denominated taxes and the accumula-
tion of public-sector surpluses at BdL, as well as the
increase of other public sector deposits, in particular
the NSSF, reduced LBP liquidity, which BdL has been

' Net errors and omissions in the balance of payments
statistics are large and could be indicative of
unrecorded flows. The Fall 2024 Lebanon Economic
Monitor also indicates that the current account deficit
could be overstated because it does not account for
re-exportation of goods to Syria.


https://bdl.gov.lb/economicandfinancialdatasub.php?docId=190&code=10&filecode=10

offsetting by purchasing US dollars from the market,
thereby reintroducing LBP into the economy. This
approach enabled the central bank to effectively man-
age currency circulation and maintain exchange rate
stability while building foreign reserves and increas-
ing payouts to depositors under the circulars. In
2025, BdL foreign currency reserves have increased
by US$1,762 million whereas currency in circulation
increased only moderately by about US$74 million
or 11.4 percent (yoy) and the Lebanese pound has
remained stable at 89,500 LBP per US$. Nonethe-
less, when measured relative to June 2025, gross
foreign reserve accumulation has flattened through
H1-2026, due to successive increases in withdrawal
limits under circulars 158 and 166, the most recent
of which occurred in December 2025.1°

However, this stability is coming under
pressure due to the further increase in payouts
under the circulars at the end of 2025, and a
potential deterioration of the fiscal position in
the second half of the year. In December 2025, BdL
raised the monthly withdrawal ceilings to USD 1,000
under circular 158 and USD 500 under circular 166,
with part of the increase provided through card-based
point-of-sale transactions rather than cash withdraw-
als. Payouts under circular 158 increased by more
than 40 percent in 2025 (yoy), while those under cir-
cular 166 surged by around 200 percent (yoy), plac-
ing strains on BdL's foreign currency reserves. On the
external side, foreign currency inflows are estimated to
have contracted sharply amid a significant reduction
in tourism activity following the onset of the conflict
in the Middle East on February 28 and the eruption
of hostilities in Lebanon on March 2. Moreover, an
increase in the energy import bill, which accounted
for 23 percent of total imports in 2025, is increas-
ing external financing needs. The decline in domestic
fuel consumption due to the conflict is projected to be
more than offset by the increase in global oil prices.
On the fiscal side, a potential decrease in revenues,
due to a smaller tax base amid a contraction in eco-
nomic activity, as well as an increase in expenditures
in the second half of the year may deteriorate Leba-

S Please see graph 22 of BdL (2025), BdL (2025),
Macroeconomic Review, December 2025, Issue No.2.
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non’s fiscal position and reduce Bdl’s ability to main-
tain high payouts under the circulars.

Maintaining exchange rate stability has
been possible by drawing down reserves and
tightening domestic currency liquidity. For-
eign exchange reserves fell by US$642 million
from US$12,073 million in mid-February 2026 to
US$11,431 million by end-April; reserves now are
equivalent to 6.5 months of imports.'® Gold reserves
decreased from a peak of about US$47.7 billion in
February 2026 to about US$42.1 billion in March
2026 following a revaluation attributable to the decline
in gold prices. Liquid foreign assets excluding gold
declined by US$343.4 million between February and
March, to US$11.5 billion. BdL has also continued a
compositional shift in its foreign assets that began in
mid-2025, reducing foreign currencies by USD 2.0 bil-
lion while increasing foreign securities by USD 1.6 bil-
lion between January and March 2026.'" Despite the
reserve drawdown, BdL contained currency in circu-
lation, which fell by US$73 million between mid-Feb-
ruary and end-April. The resulting liquidity squeeze
pushed interbank lending rates above 100 percent in
the first two weeks of May.

The slow contraction in the insolvent bank-
ing sector’s balance sheet continued in 2025,
and the banking system’s asset quality contin-
ues to be severely impaired. Despite an increase
in claims on the non-resident financial sector of
US$547.4 million as well as an increase of US$549
million in the non-resident securities portfolio of com-
mercial banks in 2025, the quality of the banking

6 \Whereas part of the decline in reserves is ascribable
to valuation effects of Euro denominated securities
in Bdl's portfolio, the bulk reflects conflict-related
dynamics. In a press release on May 6, 2026, the
central bank attributed the US$516 million decline in
reserves from February to April 2026 to geopolitical
developments that precipitated a slowdown in foreign
currency purchases, while payments under higher
withdrawal limits of circulars 158 and 166 and payment
of public sector wages in US$ continued. BdL also
acknowledged the asset valuation effects of the US$/
EUR exchange rate as a contributing factor to the
decline in foreign currency reserves.

7 These securities are likely interest bearing and therefore
generate revenues for BdL.



sector’s lending portfolio remains very weak.'® Non-
performing loans (NPLs) stood at — or exceeded -
80 percent across loan tranches except the lowest."
Lending activity in unencumbered post-crisis foreign
currency (i.e., “fresh” dollars) remains minimal and
stood at US$794 million in December 2025. On May
8, 2026, BdL issued intermediate circular 764, which
provided an exceptional exemption to the domestic
branches of foreign banks from mandatory reserve
requirements. More specifically, circular 764 exempts
the domestic branches of foreign banks from fully pro-
visioning their fresh dollar deposits (i.e., maintaining
100 percent backing of their “fresh” dollar deposits)
via a special account at the bank itself, the corre-
spondent bank, or the central bank. This change was
likely introduced to encourage lending activity by for-
eign banks.

On the banking sector’s liability side, the
deposit base shrank by US$1.36 billion between
2024 and 2025, to about US$86.6 billion. On the
asset side, banks’ deposits at BdL declined by a
larger US$2.2 billion, mainly reflecting repayments to
depositors under Circulars 158 and 166. Under Cir-
cular 158, US$4.6 billion was disbursed to deposi-
tors between June 2021 and December 2025, while
repayments under Circular 166 reached US$0.8 bil-
lion between February 2024 and December 2025.
“Fresh” dollar deposits amounted to only US$5 bil-
lion, of which US$3.2 billion reflected repayments
under these two circulars. 2° The banking sector nev-
ertheless remains insolvent and unable to perform
its financial intermediation functions, with deposits at

8 Claims on the non-resident financial sector are, for
example, deposits with correspondent banks or
placements with international financial institutions.

% NPLs for the lowest loan tranche of that less than LBP
10 billion stood at about 70 percent. Data on NPLs are
obtained from BdL (2025).

20 In a statement issued on May 11, 2026, BdL notes that
circulars 158 and 166 provided repayments exceeding
US$2.5 billion annually and cumulative payments
under both circulars totaled about US$6.109 billion
through March 2026. Moreover, the statement indicates
that the central bank’s share of cumulative payments
under the two circulars through March 2026 is 68.46
percent, whereas the share of repayment covered by
the commercial banks is 31.54 percent.

BdL accounting for 75 percent of its asset base as of
December 2025.

On December 26, 2025, the Cabinet
approved the Financial Stabilization and Depos-
itor Recovery Law (FSDR, commonly referred to
as the “financial gap law”). While a step forward
in the reform agenda, further substantial amendments
are required to strengthen the draft law’s alignment
with best international practices and ensure sustain-
ability of the deposits repayment structure (refer to
Box 1). The FSDR introduces face value repayments
for eligible US$ deposits over a period of 4 to 20
years, tiered by deposit size with longer maturities
applying to larger balances, and mandates an Asset
Quality Review (AQR) for commercial banks and BdL.

Headline inflation fell to 14.6 percent
(yoy) in 2025 but accelerated to 15.1 percent
in 4M-2026. Within the Consumer Price Index (CPI)
basket, in 2025 education and rent posted the larg-
est increases — 38.8 and 27.0 percent (yoy), respec-
tively — while food and non-alcoholic beverages rose
by 20.4 percent in 2025 (yoy).?"?? The onset of the
conflict in the Middle East in February 2026 and the
closure of the Strait of Hormuz, a critical chokepoint
for global energy and commodity trade, caused sup-
ply chain disruptions, rising freight rates, and higher
oil prices that led to an acceleration in inflation. The
increase in oil prices precipitated increases of 18.2
and 15.6 percent in the water, electricity and other

21 Lebanon’s heavy reliance on imports for food, fuel, and
consumer goods implies that increases in oil, shipping
and transportation costs are quickly transmitted
into and pass through to domestic prices. Moreover,
approximately one-third of global fertilizer shipments
transit the Strait of Hormuz, exposing agricultural supply
chains to significant price risk. Disruptions to this
corridor would raise fertilizer costs, increase production
expenses for farmers, and ultimately pass through to
consumer food.

22 Lebanon has no significant domestic fertilizer
manufacturing capacity, a vulnerability that has
deepened since the 2019 economic crisis causing
imports to collapse with only a partial recovery since.
The main suppliers in 2023-2024 were Tirkiye and
the EU, lessening direct exposure to the Hormuz crisis.
However, these suppliers themselves are embedded
in global fertilizer and energy markets in which Gulf
producers play a central role.
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BOX 1. ANALYSIS OF THE FINANCIAL STABILIZATION AND DEPOSITOR RECOVERY LAW

This box examines the repayment and financing framework of the Financial Sector Deposit Recovery (FSDR) law. Repayment is tiered by
deposit size, with balances of US$100,000 or less repaid in cash over four years, while larger balances are to be converted into asset-
backed securities maturing in 10 to 20 years. However, regarding alignment with international best practice, the law does not explicitly
refer to the creditor hierarchy, under which bank equity must be written off before depositors incur losses. Moreover, the financing must
prove sustainable, which requires that the central bank’s solvency be persistently restored, that the state contribution be consistent with
debt sustainability, and that commercial banks have sufficient liquidity.

The repayment structure under the FSDR is tiered by deposit size. Balances of US$100,000 or less are to be repaid over
four years to all depositors irrespective of the size of the deposit, while balances exceeding US$100,000 are to be converted into
asset-backed securities (ABS) issued by, and backed by assets of, BdL, with maturities ranging from 10 to 20 years depending on
the balance. Medium, large, and very large deposits, defined as balances between US$100,000 and US$1,000,000, between
US$1,000,000 and US$5,000,000, and above US$5,000,000, receive three distinct ABS instruments. While all instruments
carry an amortization of 2 percent of face value annually starting in the fifth year and full repayment of face value at maturity,
their maturities are 10, 15, and 20 years for medium, large, and very large deposits, respectively, implying different Net Present
Value losses.

However, alignment with best international practices would require adherence to the creditor hierarchy, while the
recapitalization of BdL should be consistent with debt sustainability. Articles 5 and 6 of the FSDR define and provide for
the ‘cleansing’ of irregular assets in the banking sector. In this respect, the law does not make explicit reference to the creditor
hierarchy established under the BRL, according to which bank equity must be written off before depositors incur any losses.
Hence, the ‘cleansing’ of irregular deposits is not in line with the creditor hierarchy if it occurs before writing down bank equity.

Moreover, the FSDR’s repayment commitments entail significant financing requirements that need to be secured.
Sufficient liquidity within the financial system needs to be available for the repayment of deposits of US$100,000 or less over
four years, which, while advantageous to depositors in net present value terms given the relatively short time horizon, should be
financially feasible. Article 9 of the FSDR indicates that deposit repayment shall be funded jointly by BdL and the banks, provided
that Bdl's share does not exceed 60 percent of the cash payments due to depositors and that banks bear 20 percent of the
responsibility for repaying the asset-backed securities. The financing underpinning these commitments, however, must also prove
sustainable over time. The FSDR should clearly eliminate BdL's negative net equity position and re-establish the central bank’s
solvency by recognizing the commercial banking sector’s losses from its deposits at BdL in full, while the state contribution to the
recapitalization of BdL, discussed under Article 10 of the FSDR, should be consistent with debt sustainability.
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OUTLOOK AND RISKS

ubject to considerable uncertainty, real

GDP is projected to contract by 6.4 per-

cent in 2026. Although negotiations between
Lebanon and Israel began in June and a de-esca-
lation framework was discussed, military operations
continued, albeit at a reduced intensity, during July.
However, the outlook remains highly uncertain. Con-
sequently, the security situation is expected to con-
tinue weighing significantly on summer tourism.
Beyond the tourism shock, the massive internal dis-
placement, coupled with rapidly deteriorating security
conditions, is driving a significant contraction in con-
sumption, which is expected to contribute negatively
by 5.3 pp to growth. This contraction in consumption
reflects the combined effect of mass displacement
disrupting household livelihoods, supply chain disrup-
tions limiting the availability of goods, and a general
collapse in consumer confidence. Investment activity
is also expected to stall amid heightened uncertainty.

Unlike the conflict in 2024, the mas-
sive displacement from South Lebanon may
prove prolonged. The scale of physical destruc-
tion in affected areas means many displaced house-
holds will be unable to return in the near term, which
implies that displacement will remain even after hos-

tilities cease. Further, the duration of displacement
will also hinge on the political outcomes of ongoing
negotiations, particularly regarding security arrange-
ments in the South. Taken together, these factors risk
transforming what might otherwise be a temporary
demand shock into a more persistent drag on eco-
nomic activity.

Inflation is projected to accelerate to 17.5
percent in 2026, driven by conflict-related price
pressures. Supply chain disruptions, higher freight
costs, and rising oil prices—amplified by the wider
regional conflict—are expected to keep prices ele-
vated. These pressures may persist even after hos-
tilities ease, as supply chain disruptions can unwind
slowly. Lebanon’s heavy reliance on imported food,
fuel, and consumer goods means that higher oil, ship-
ping, and transport costs pass quickly into domestic
prices. If the oil shock proves persistent, inflation-
ary pressures would intensify further, eroding already
weakened purchasing power and disproportionately
affecting poor and vulnerable households, which
spend a larger share of income on food and energy.

A fiscal surplus of 1.3 percent of GDP is
projected for 2026, driven by collection of the
excise tax on gasoline since February 2026 and

11



continued fiscal discipline. Revenues are also sup-
ported by VAT on customs and customs guarantees
stemming from a projected elevated level of imports
in 2026. Revenues in H1-2026 reflect, in part, the
strong economic activity of 2025, while the settlement
of Corporate Income Tax in May 2026 provided an
additional boost to H1-2026 revenues. The strong fis-
cal performance in H1-2026 is expected to moderate
in H2-2026, amid increased crisis- and reconstruc-
tion-related spending pressures, the parliamentary
approval in July 2026 of the public wage bill increase
with retroactive effect from March 1, and slower rev-
enue growth reflecting tax deferrals and a shrinking
tax base, as the effect of the economic contraction on
revenues becomes more palpable in H2-2026 with a
lag.?® The fiscal stance continues to reflect the pru-
dence and discipline maintained since 2023, follow-
ing years of deficits and monetary financing.

The current account deficit is projected to
stand at 21.3 percent of GDP in 2026 amid a neg-
ative terms-of-trade shock stemming from rising
oil prices. Energy imports constituted approximately
23 percent of Lebanon’s total import bill in 2025 and
given the country’s continued dependence on oil for
electricity generation and transportation, higher oil
prices are projected to exert pressure on the current
account. Nonetheless, broader import compression,
amid weakening economic activity and conflict con-
ditions, together with continued remittance inflows,
is expected to partly offset the effects of rising oil
prices.?* Even so, the current account deficit remains
large and creates significant external financing needs.

Risks to the outlook depend on the scale,
intensity and duration of the conflict. Economic
losses from the conflict are unlikely to be reversed

2% The Ministry of Finance issued Decision No. 404/1
on March 31, 2026, extending the declaration and
payment deadline for taxes falling due between January
and March to May 29, 2026. The decision also waives
penalties and fees for late declarations.

24 While remittances have proven resilient since the onset
of the financial crisis in 2019, serving as a de facto
social safety net and providing many Lebanese with a
lifeline for meeting basic needs, a slowdown in regional
economic activity stemming from the conflict could
dampen remittance inflows from the Gulf Cooperation
Council (GCC).
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rapidly, given the scale of internal displacement and
physical destruction. A protracted conflict would
exacerbate these losses, compound infrastructure
damage, and substantially increase recovery and
reconstruction needs - all of which would deepen the
contraction in economic activity. Post-conflict recov-
ery in tourism may be slow, given that a large share of
Lebanon’s diaspora visitors come from Gulf countries
that are themselves affected by the broader regional
situation. Fiscal pressures could also mount signifi-
cantly, widening both the primary and overall fiscal
deficits and generating additional financing needs.
On the external side, should elevated oil prices prove
more persistent amid a protracted closure of the Strait
of Hormuz, the current account deficit would widen
further whereas additional destruction of capital stock
will weigh on potential GDP in the medium term.



TABLE 1. SELECTED ECONOMIC INDICATORS (2015-2026)

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
100 72.45785 73.42437 74.13032768 73.420562 69.24005 Est. Proj.
(annual percentage change, unless otherwise specified)
Real Sector
Real GDP 0.5 16 0.8 -19 -6.6 -28.7 16 14 -0.5 -5.2 42 -6.4
Real GDP per Capita* -15 4.0 35 1.0 -3.6 -275 13 1.0 -1.0 -5.7 34 -7.2
(Share of Real GDP)
Agriculture 35 37 41 42 45 7.0 74 7.9 7.9 7.9 7.7 8.0
Industry 13.6 135 131 12.8 11.6 9.8 10.0 9.5 9.8 9.9 10.5 10.8
Services 72.9 72.8 73.0 73.4 75.2 82.9 80.6 76.8 76.7 69.8 69.4 69.0
Net Indirect Taxes 10.0 10.0 9.8 9.5 8.7 04 2.0 5.7 5.5 12.4 124 12.2
(annual percentage change, unless otherwise specified)
Inflation (Consumer Price Index) -3.7 -0.9 45 6.1 29 843 154.8 171.2 2213 45.2 146 17.5
Public Finance** (percent of GDP, unless otherwise specified)
Revenue 19.2 19.6 220 209 20.8 16.8 8.2 5.7 10.5 12.8 16.8 16.2
o/w Tax revenue 13.7 139 155 153 15.6 115 6.2 45 7.7 9.3 12.4 10.3
Expenditure 26.9 29.0 28.7 318 313 211 73 83 10.1 12.0 12.8 149
Current expenditure 218 235 237 25.8 26.0 18.3 6.3 7.2 8.7 9.1 9.4 11.2
o/w Interest payment 8.9 9.4 9.4 9.8 10.0 32 1.0 03 0.7 0.6 0.8 0.4
Capital expenditure 14 14 15 17 13 0.5 0.1 0.2 0.2 0.1 0.6 12
Overall fiscal balance -7 9.4 -6.7 -10.9 -10.6 43 1.0 -2.7 0.4 0.8 39 13
Primary balance 1.2 0.0 2.7 -1.2 -0.5 -11 2.0 23 11 14 4.7 17
External Sector (percent of GDP, unless otherwise specified)
Current Account Balance -17.1 -20.7 -229 -24.2 -20.8 -116 -233 -36.4 -22.6 -18.2 =249 -213
Trade balance -229 -239 -24.8 -24.6 -24.3 -26.9 -40.8 -59.3 -44.0 -38.3 -40.4 -39.1
o/w Export (GNFS) 39.7 377 36.2 355 346 374 503 61.9 46.7 35.8 335 303
Exports of goods 8.0 7.8 7.6 7.0 9.1 17.1 211 222 16.0 124 12.7 11.7
Exports of services 317 29.9 28.6 28.5 25.5 203 29.2 39.7 30.8 234 20.8 18.6
o/w Import (GNFS) 62.6 61.6 61.1 60.1 58.8 64.3 911 121.2 90.8 741 74.0 69.4
Imports of goods 35.2 354 349 342 342 443 65.9 89.0 65.0 52.6 523 58.6
Imports of services 274 26.2 26.2 25.9 24.6 20.0 25.2 32.2 25.8 215 216 10.8
Factor services and transfers 5.8 32 19 0.5 35 153 175 22.9 214 20.1 15.5 17.8
o/w Net remittance inflows 7.2 6.7 52 42 6.2 16.4 21.7 22.6 18.0 16.5 123 13.5

Total Public Debt

Total debt stock (USS million)*** 70315 74959 79,530 85,139 93,420 59,552 46,372 43,966 43,961 45,851 48,158 49,844
o/w External debt 26,724 27,703 29,985 33,545 35751 35857 38,959 40,976 42,906 44,825 47,135 48,828
Debt-to-GDP ratio (percent) 140.9 148.1 150.4 154.0 175.3 249.0 236.7 215.6 169.5 150.4 130.6 1279

Memorandum Items

Nominal GDP (LBP billion) 75213 76,307 79,717 83,349 80,359 91,139 246,092 621,364 2,257,806 2,728,402 3,300,615 3,487,229
Exchange rate, average (LBP/USS) 1,508 1,508 1,508 1,508 1,508 3,810 12,563 30,477 87,043 89,474 89,500 89,500
Nominal GDP (US$ million) ™ 49,893 50,618 52,880 55290 53,306 23,921 19,588 20,388 25,939 30,494 36,878 38,963

* Per-capita calculations are based on population estimates produced by the UN population division. These estimates have been significantly revised
down for Lebanon, to 5.5 million from 6.7 million in 2022. This change has a prominent effect on Real GDP per capita growth and Nominal GDP per capita
**Fiscal accounts are reported on a cash basis
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SPECIAL FOCUS

Assessing the Macroeconomic Impact
of the 2026 Conflict

Using the methodology introduced in the
Fall 2024 Lebanon Economic Monitor, this Spe-
cial Focus assesses the economic impact of the
conflict following its escalation on March 2, 2026,
through two main transmission channels: export
of tourism services and private consumption. The
analysis assumes that no comprehensive ceasefire
is reached in 2026, with hostilities continuing at a
lower intensity and remaining largely concentrated
in the south. It also assumes a significant decline in
summer tourism and a consumption shock driven by
weaker economic activity, displacement, and deteri-
orating confidence. Losses in tourism receipts are
estimated at US$3.0 billion, while the consumption
shock is estimated at US$570 million. Together,
these effects are projected to lower real GDP growth
by 10.4 percentage points in 2026, turning a pre-
conflict projection of 4 percent growth into a con-
traction of 6.4 percent.

While hostilities did not stop entirely fol-
lowing the ceasefire of November 27, 2024, mili-
tary operations escalated significantly on March

2, 2026. As in 2024, conflict events and fatalities
have been concentrated in the South and Nabatieh
governorates, with the southern suburbs of Beirut and
Bekaa also affected (Figure 9 and Figure 10) lead-
ing to massive internal displacement. As of May 26,
2026, 127,714 internally displaced persons (33,713
displaced families) had been sheltering in collective
shelters across the country, with government-estab-
lished shelters in Beirut, Mount Lebanon, and South
governorates receiving the largest numbers.

Several villages and towns have been fully
destroyed or heavily damaged because of the
hostilities. This damage, which affected many of the
same localities, compounds that of the 2024 conflict.
Statements by Lebanese officials and press reports
indicate that about 20 percent of Lebanon’s territory
is currently no longer controlled by Lebanon. Critical
infrastructure in South Lebanon - such as bridges
and schools - has been severely damaged during
the conflict. The hostilities have severely affected Tyre
and Nabatieh, two large cities and population centers
in the South and Nabatieh governorates.

Flight disruptions have materialized since
the onset of the conflict in the Middle East on
February 28. The Beirut International Airport and

15
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FIGURE 9 - Monthly Average Conflict Events

2024 2025 2026

Source: ACLED and WB Data Lab

FIGURE 10 - Monthly Average Fatalities

2024 2025 2026

Source: ACLED and WB Data Lab
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FIGURE 11 - Daily Departures from Beirut
International Airport and Number of Conflict
Events

FIGURE 12 - Daily Arrivals to Beirut
International Airport and Number of Conflict
Events
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seaports have remained operational, but travel dis-
ruptions have increased markedly. These disrup-
tions have been exacerbated by the intensification of
the conflict in Lebanon on March 2 (Figure 11 and
Figure 12). Several international carriers canceled
their flights to Beirut, but Lebanon’s national airline,
Middle East Airlines, continued operating most of its
scheduled flights.

The primary channels through which the
conflict is propagating to economic activity
are shocks to tourism services exports and pri-
vate consumption. A sharp decline in key services
sectors is expected for the duration of the conflict.
Tourism, a key engine of growth, is expected to be
severely affected, driven by two compounding fac-
tors: the eruption of hostilities in Lebanon, which has
deterred visitors, and broader regional instability and
ensuing flight disruptions across the Middle East.

The massive internal displacement caused
by the conflict, coupled with deteriorating con-
flict conditions, will result in a contraction in
consumption of approximately 6 percent in real
terms. This contraction reflects the combined effect
of mass displacement disrupting household liveli-
hoods, supply chain disruptions limiting the avail-
ability of goods, and a general collapse in consumer
confidence - dynamics that also feed directly into a
shrinking tax base and are in line with the contrac-

Source: AviationStack, ACLED, and WB Data Lab

tion in consumption observed during the conflict of
2024. Furthermore, the consumption shock is primar-
ily driven by mass displacement from South Lebanon,
Bekaa, Nabatieh, and the southern suburbs of Beirut.

Unlike the 2024 conflict, displacement
may prove more prolonged even after hostilities
cease. The scale of physical destruction in affected
areas means many displaced households will be
unable to return in the near term. Further, the duration
of displacement will also hinge on the political out-
comes of negotiations, particularly regarding security
arrangements in the South. Taken together, these fac-
tors risk transforming what might otherwise be a tem-
porary demand shock into a more persistent drag on
economic activity.

Tourism activity has been severely hit
since the onset of the current conflict. The
2024 conflict led to a 42.3 percent (yoy) decline in
travel receipts, with the bulk of the decline occur-
ring in Q4-2024, as the conflict escalated signifi-
cantly in September 2024.2° Lebanon subsequently
experienced a strong tourism rebound in 2025, with
travel receipts increasing by about 52.8 percent (yoy)
and tourist arrivals rising by about 44 percent (yoy)
(Figure 13), despite sporadic military operations, and
tourism activity was expected to continue growing

2> Travel receipts declined by about 77.5 percent in Q4-
2024 alone (goq).
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FIGURE 13 - Travel Receipts and Tourist Arrivals
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through 2026. The wider conflict in the region, flight
disruptions, and deteriorating security conditions in
Lebanon are significantly weighing on the sector in
2026, underscoring the volatile nature of one of the
country’s traditional engines for growth. Given that
the conflict’s duration has already surpassed that of
2024, losses in tourism spending are projected to be
significantly larger.®

High frequency data for March 2026,
though available for only a limited set of indi-
cators, already point to contracting economic
activity. Construction permits fell by 46.7 percent
month-on-month, while the number and value of
checks cleared in foreign currency declined by 12.8
percent and 16.3 percent, respectively. Similarly, the
number and value of checks settled in Lebanese
pounds dropped by 14.5 percent and 17.9 percent,
respectively. The BLOM Purchasing Managers Index
(PMI) reinforces this picture: after holding at 51.2 in
February 2026, it slipped below the 50-point thresh-
old to 47.4 in March 2026, and edged up only margin-
ally to 48.2 in April 2026, remaining in contractionary
territory.?”

%6 The 2024 conflict extended over 66 days. The current
conflict has already well exceeded that mark.

27 A reading of the PMI that is below 50 suggests an
economic contraction, whereas a reading above 50
indicates an improvement in economic activity.
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The Policy Response

The Government of Lebanon (GolL) has
activated the National Emergency Plan and the
policy response has centered on addressing the
humanitarian crisis arising from displacement.
To ensure an effective response on the ground, the
Disaster Risk Management (DRM) Unit under the
Presidency of the Council of Ministers is coordinat-
ing across relevant ministries and working closely
with governorates, municipalities, and humanitarian
actors. This has included preparing shelters, includ-
ing the opening of public schools, universities, sta-
diums, and other facilities across Lebanon to host
internally displaced persons, developing a registra-
tion link for conflict-affected populations, and mobi-
lizing teams to support the process. A significant
number of displaced people remain, however, the
majority of the displaced stayed outside formal sites
and within host communities, informal arrangements,
vehicles, or public spaces, often making their condi-
tions and access to support more difficult.

The UN and partners launched two Flash
Appeals for Lebanon, for a total of US$639.9 mil-
lion, to help manage the humanitarian impact
of the crisis, including the large-scale displace-
ments, damages to infrastructure, and pres-
sures on already fragile basic services. The first



appeal (technically US$308.3 million for March—May
2026) aimed to provide assistance and protection for
up to 1 million people, focusing on emergency health,
food assistance, shelter, and support to critical pub-
lic services. The revised appeal sought an additional
US$331.5 million over June-August 2026 and was
informed by a common planning outlook for the con-
tinued scale of hostilities and the risk of an additional
large-scale escalation. According to OCHA’s financial
tracking for these Flash Appeals, US$185.9 million
has been received as of May 31, 2026.

Conflict and Macroeconomic
Assumptions

The estimated macroeconomic losses are
calibrated on assumptions regarding the dura-
tion and geographic concentration of hostilities
and their transmission through export of tour-
ism services and private consumption. The analy-
sis assumes that no comprehensive ceasefire will be
reached in 2026 with hostilities continuing at a lower
intensity and remaining largely concentrated in the
south. This is expected to result in a sharp decline in
summer tourism receipts and a sizeable consumption
shock, reflecting weaker economic activity, height-
ened uncertainty, and the prolonged displacement
of tens of thousands of households unable to return
home.

Assessing the Impact of the Conflict:
The Counterfactual Scenario

The impact of the conflict on the Lebanese
economy is assessed by analyzing shocks to net
exports and consumption. The analytical approach
used to gauge the sizes of the shocks builds on that
of the Fall 2024 Lebanon Economic Monitor.?® More
specifically, the analysis uses an expenditure-based

28 More comprehensive details on the analytical approach
are provided in Annexes | and Il of the Fall 2024
Lebanon Economic Monitor. The following sections
provide a more concise and focused discussion of the
analytical framework.

approach to evaluate losses in the economy’s two
main aggregates: Consumption and net exports,
which are crucial drivers of real GDP growth. The
conflict severely impacted tourism, one of Lebanon’s
main growth pillars, resulting in substantial losses in
services exports. The conflict has also triggered a
significant consumption shock due to mass destruc-
tion and widespread displacement, significantly
weighing on economic activity. As private consump-
tion, which accounted for 110.7 percent of Lebanon’s
GDP in 2024, is the largest component of the econ-
omy, assessing the impact on both consumption and
tourism provides a comprehensive view of the con-
flict’s overall impact on the economy in 2026.

A counterfactual no-conflict scenario for
2026 is used to gauge shocks to consumption
and tourism receipts. The counterfactual assumes
that in the absence of conflict, growth in tourism
would have extended through 2026, alongside a con-
tinuation of pre-conflict consumption trends, which
had been contributing positively to economic growth.
In the absence of comprehensive data, night-time
lights (NTL) data are used as a high frequency proxy
for economic activity and consumption across Leba-
non’s geography, offering a shorter time lag than offi-
cial statistics. The computation of the consumption
shock is detailed in the following section.

Gauging the Tourism Shock

Losses in travel receipts are computed
based on forecasts of tourist arrivals under a
counterfactual no-conflict scenario and using
the elasticity of receipts from travel services to
tourist arrivals.?® A forecast of tourist arrivals based
on pre-conflict data is produced from a well-specified
econometric model that accounts for seasonality. The
latter forecast extrapolates pre-conflict trends in tour-
ism. Losses in tourism spending are then computed

2% Using quarterly data on travel receipts and tourist arrivals
for the period Q1-2002 to Q3-2025, the elasticity of
travel receipts to tourist arrivals is estimated to be 0.564.
Tourist arrivals are computed as total arrivals minus
Lebanese, Syrian, and Palestinian refugee arrivals.

19



20

from the no-conflict counterfactual of tourist arrivals
and the elasticity of travel receipts to tourist arrivals.

Receipts from travel services are likely to
underestimate actual tourism spending. This is
due to (i) the prevalence of cash transactions in the
economy, and (ii) some Lebanese expatriates, partic-
ularly those who have left the country recently, being
misclassified as residents. To better estimate lost tour-
ism receipts, the lost spending by Lebanese expatri-
ates is accounted for as follows: average spending
per tourist in Lebanon is first computed and then mul-
tiplied by the counterfactual number of Lebanese
expatriates under the no-conflict scenario.

Total losses of tourism revenues are esti-
mated at US$3,001 million. The breakdown of
these losses is provided in Table 2.

30 This effectively assumes that actual tourist arrivals
over the period of the conflict is zero when computing
forgone travel receipts. Forecasts from a neural network
adjusted for conflict intensity, accounted for through
an intensity parameter, generates forecasts of tourist
arrivals that well below 5,000 for all months except
August 2026.

TABLE 2. LOSSES IN TOURISM REVENUES (USS MILLION)

Gauging the Consumption Shock

Beyond the heavy human toll, the conflict
is inflicting mass internal displacement and sig-
nificant physical destruction, which continues to
severely weigh on consumption and economic
activity. Economic activity has been severely dented
in two out of the eight governorates, and internal dis-
placement across governorates has had knock-on
effects on consumption and economic activity.

NTL data are used to gauge economic
activity across Lebanon at the governorate and
caza levels. Their high spatial accuracy allows activ-
ity to be estimated for the areas most affected by
the conflict. Based on full-year 2025 NTL data, South
Lebanon and Nabatieh accounted for 17.5 percent
of total economic activity, while activity in Beirut's
southern suburbs is proxied by the Baabda caza
(Figure 14).%' The consumption shock is estimated
by comparing two NTL-based forecasts: a no-conflict
counterfactual using data through February 2026,

31 The population density in Beirut’s southern suburb is
the highest in all Baabda and Mount Lebanon.

(US$ Million) Travel Receipts Spending by Lebanese Expatriates Total Tourism Losses
Losses 1,837 1,164 3,001
FIGURE 14 « NTL-Implied Governorate’s Contribution to Total Economic Activity
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TABLE 3. LOSSES IN CONSUMPTION (USS MILLION)

Losses

South Lebanon

Nabatieh

Southern Suburbs of Beirut
Total

140.2
186.4
243
569.6

and a conflict scenario using data through March
2026. The difference between the two is translated
into an output effect using an NTL-to-GDP elasticity of
1.55, then weighted by each governorate’s share in
total activity and applied to aggregate consumption.®?

The consumption shock is projected at
US$569.6 million for 2026. This shock is computed
by aggregating the losses in consumption from the
South, Nabatieh, and the southern suburbs of Bei-
rut. The losses in consumption could be underesti-
mated due to not accounting for a broader decline
in consumption driven by weaker sentiment. Con-
versely, displacement to other receiving governorates
could have increased consumption, particularly with
humanitarian spending by the authorities. The anal-
ysis assumes that these two opposing effects on
consumption offset each other. Table 3 provides a
breakdown of the losses in consumption.

The total losses in consumption and tour-
ism spending amount to US$3,571 million.

32 The structural elasticity of NTL is obtained from Beyer,
Hu, and Yao (2022).
Beyer, R.C.,Hu, Y., &Yao, J. (2022). Measuring quarterly
economic growth from outer space. Policy Research
Working Paper 9893, World Bank, Washington DC.

Impact of the Conflict on Lebanon’s
GDP

Real GDP is projected to contract by 6.4
percent. The contraction in economic activity caused
by the conflict is, therefore, projected to be larger
than the 5.2 percent contraction in real GDP in 2024.
Except for public consumption and investment, all the
components of real GDP are projected to contribute
negatively to economic growth. Private consumption
and investment are the largest negative contributors
to growth. Relative to the projected growth of 4 per-
cent in the absence of the conflict, drawn from the
Winter 2026 Lebanon Economic Monitor, the conflict
is estimated to have cut Lebanon’s real GDP growth
rate by 10.4 percentage points.

Relative to the no-conflict counterfactual,
the economic impact of the conflict will exceed
that of 2024. The 2024 conflict reduced real GDP by
6.1 percentage points relative to a no-conflict coun-
terfactual. The 2026 conflict's total effect is, there-
fore, markedly larger, in part due to the high projected
real GDP growth prior to its onset. The above esti-
mates are based on an expenditure-side approach
that does not account for the destruction of physi-
cal capital. Incorporating losses in gross fixed capital
formation would likely lead to a significant decrease
in Lebanon’s potential GDP in the medium term. The
housing sector and critical infrastructure in the South,
Nabatieh, and southern suburbs of Beirut have been
particularly hard hit by the conflict.
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FIGURE 15 « The Conflict is Projected to cut Lebanon’s Real GDP Growth by 10.4 pp
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The conflict could also erode Lebanon’s
human capital, further lowering potential GDP.
Prolonged mass internal displacement is likely to cre-
ate further social strains and tensions, especially as
the economy grapples with a multifaceted crisis, lim-
ited financing, and restricted fiscal space for human-
itarian, relief, and social services. In addition to its
heavy human toll, the conflict disrupted education and
worsened health outcomes, with thousands of chil-
dren out of school and many health facilities severely
strained or damaged. A critical and as yet unquan-
tified risk is the anticipated wave of skilled worker
departures, which could compound these losses and
further diminish the country’s productive capacity.
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