LEBANON

Real GDP is projected to contract by 6.4 percent in 2026,
reversing the rebound recorded in 2025, as the escalation in
hostilities weighs on tourism and consumption. Inflation is
expected to accelerate to 17.5 percent, driven by conflict-re-
lated supply disruptions and higher energy and transport
costs. The economic outlook remains highly uncertain and
contingent on the volatile security situation and geopolitical
developments in the wider Middle East.

Key conditions and challenges

The renewed escalation of conflict in March 2026 has exacted a
heavy human toll and weakened Lebanon’s security and economic
outlook. Hostilities remain concentrated in the south amid stalled
diplomatic negotiations with Israel, with Lebanese officials estimat-
ing that about 20 percent of the country’s territory is no longer un-
der state control. As of mid-August, more than 350,000 people re-
main internally displaced, down from nearly one million at the peak
in March. Tens of southern villages have been destroyed or heavi-
ly damaged. Direct physical damage is estimated at US$6.8 billion
from the 2024 conflict, plus an additional US$2 billion from the
2026 escalation, as of mid-April 2026.

Despite mounting humanitarian and economic pressures, the au-
thorities have advanced key reforms. Most notably, on August 12,
2026, Parliament approved crucial amendments to the Bank Res-
olution Law, which Lebanon had lacked for decades, establish-
ing a modern legal framework for managing banking crises. The
amendments strengthen alignment with international best prac-
tices and provide a framework for bank restructuring to proceed in
a fair, orderly, and rules-based manner. In addition, the Financial
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Stabilization and Depositor Recovery Law (FSDR, commonly re-
ferred to as the “financial gap law"), approved by Cabinet in Decem-
ber 2025, is now in Parliament, where substantial amendments
will be needed to better align the draft law with internation-
al practices and to ensure that the proposed deposit-repayment
framework is sustainable.

Recent developments

While real GDP growth reached 4.2 percent in 2025, renewed con-
flict in 2026 reversed this momentum, with high-frequency data for
March pointing to a contraction in 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. The BLOM Bank Purchas-
ing Managers' Index reinforces this picture: after holding at 51.2 in
February 2026, it slipped below the 50-point threshold to 47.4 in
March 2026, and edged up only marginally to 48.2 in April 2026, re-
maining in contractionary territory.

Despite conflict-related fiscal pressures, the overall fiscal balance
has remained in surplus, at US$1 billion, or 2.5 percent of GDP,

FIGURE 1/ The conflict is stoking renewed inflationary pressure in
2026
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FIGURE 2 / Contributions to overall inflation in H1-2026
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through May 2026, increasing by 31.9 percent (yoy). Revenues in-
creased by 26.6 percent (yoy), supported by an increase in gasoline
excise tax receipts, outpacing a 23.7 percent increase in expendi-
ture driven by higher personnel costs and conflict-related increas-
es in capital expenditure, hospitalizations, and budget advances.
Public debt remains unsustainable, despite a modest decline in the
debt-to-GDP ratio due to higher nominal GDP. Lebanon continues
to be cut off from international capital markets since its sovereign
default in 2020.

Inflationary pressures are mounting, with headline inflation accel-
erating in H1-2026 to 17.3 percent (yoy), up from 14.6 percent in
2025. By June 2026, the water, electricity, gas and other fuels com-
ponent of the consumer price index had increased by 25.3 per-
cent (yoy), while transportation prices rose by 29.5 percent (yoy).
Renewed inflation pressures are due to supply chain disruptions,
higher freight costs, and rising oil prices. Exchange rate stability
has been supported by tight domestic currency liquidity. Mean-
while, foreign exchange (FX) reserves declined by US$458 million,
from US$12.1 billion in mid-February to US$11.6 billion by mid-Au-
gust 2026, as Banque du Liban increasingly relied on its reserves to
meet FX obligations amid tighter FX availability in the market. Re-
serves remain equivalent to about 6.6 months of imports.

Household welfare was already fragile before the March 2026
escalation and has deteriorated further since then. Humanitarian
assessments indicate that displaced families are relying primarily
on informal support networks and dwindling resources while los-
ing wages and productive assets. Acute food insecurity has also
worsened, with an estimated 1.24 million people facing crisis or

emergency levels of food insecurity in 2026, up from 874,000
in 2025, with South Lebanon and El-Nabatieh among the most
affected areas.

Lebanon's trade deficit widened by 8.8 percent (yoy) to US$10.2
billion by July 2026, driven by a 16.6 percent drop in exports and
a 4.2 percent surge in imports, reflecting conflict-related disrup-
tions to export capacity, higher oil prices, and elevated insurance
premiums. Energy imports for the first seven months of 2026
surged 9 percent to US$3.0 billion despite a 31 percent volume
drop, further straining an already deteriorating current account.
Electricité du Liban's fuel-dependent generation cuts are com-
pelling households to absorb steep increases in private genera-
tor prices, eroding purchasing power and deepening the cost-of-
living crisis.

Qutlook

Subject to considerable uncertainty, real GDP is projected to con-
tract by 6.4 percent in 2026 as conflict persists in Lebanon and
the wider Middle East. The security situation is expected to weigh
heavily on tourism, while displacement, livelihood disruptions, and
physical destruction constrain consumption and investment.

Inflation is projected to accelerate to 17.5 percent, reflecting con-
flict-related supply disruptions and higher energy and transport
costs. The strong fiscal performance observed in H1-2026 is ex-
pected to moderate in H2-2026, amid increased crisis and recon-
struction-related spending pressures.

Recent history and projections 2023 2024 2025 2026e
Real GDP growth, at constant market prices -0.5 -5.2 4.2 -6.4
Private consumption 3.5 0.3 1.6 -6.0
Government consumption -1.0 4.1 2.7 3.4
Gross fixed capital investment 0.6 -5.2 3.8 -5.4
Exports, goods and services -4.2 -14.5 3.9 -5.8
Imports, goods and services 3.1 0.0 0.5 -1.3
Real GDP growth, at constant factor prices -0.2 -12.1 4.2 -6.2
Agriculture -0.6 -5.9 2.0 -2.5
Industry 2.8 -4.4 10.0 -3.5
Services -0.6 -13.7 3.7 -7.0
Employment rate (% of working-age population, 15 years+)* 43.1 42.5 41.4 40.2
Inflation (consumer price index) 221.3 45.2 14.6 17.5
Current account balance (% of GDP) -22.6 -18.2 -25.1 -21.3
Net foreign direct investment inflow (% of GDP) 4.3 3.9 2.3 0.0
Fiscal balance (% of GDP) 0.4 0.8 3.9 1.3
Revenues (% of GDP) 10.5 12.8 16.8 16.2
Debt (% of GDP) 169.5 150.4 130.9 125.3
Primary balance (% of GDP) 1.1 1.4 4.7 1.7
GHG emissions growth (mtCO2e) 2.7 -9.0 5.3 -5.2

Source: World Bank, Fiscal Policy & Growth Department. Emissions data sourced from CAIT and OECD.

Notes: e = estimate, f = forecast. Data in annual percent change unless indicated otherwise.

1/ ILO data is through 2023, with 2024-2025 projections imputed using the World Bank model. These projections are highly uncertain due to the 2023-24 conflict's impact, causing a
steep contraction in 2024 and a potential rebound in 2025, with the overall employment effect unclear.
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