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Research Update:

Republic of Lebanon 'B/B' Long- And
Short-Term Sovereign Credit Ratings Affirmed;
Outlook Remains Positive

Overview

* I n our opinion, the Lebanese governnent's focus on the U. N. -backed
Speci al International Tribunal has caused structural adjustnent in
Lebanon to slow significantly. Once this concludes, however, we expect
progress on refornms to resune speed.

« W are therefore affirmng the 'B/B sovereign credit ratings on the
Republ i ¢ of Lebanon.

» The positive outlook reflects our view of Lebanon's ongoing conmitment to
fiscal adjustnent.

Rating Action

On Nov. 26, 2010, Standard & Poor's Ratings Services affirned its 'B/ B |ong-
and short-term sovereign credit ratings on the Republic of Lebanon. The
outl ook renmins positive. The transfer and convertibility (T& ) assessnent

remains 'BB-', and the recovery rating of '4" was affirnmed.
Rationale
The affirmation reflects our view that the Lebanese governnment will likely

continue to nake sl ow but steady progress on structural adjustnent. We believe
that structural adjustnent, together with stability, is vital to support
sustained inprovenent in the fiscal deficit and to maintain confidence in the
banki ng systemin the nmediumto-long term

Neverthel ess, the ratings are constrained by our view of Lebanon's high public
debt burden, |arge external inbalances, and the risk of a breakdown of the
current consensus in the governnment. A key source of political tension at
present is the U N Special International Tribunal's investigation into the
ci rcunst ances surroundi ng the assassination of Prime Mnister Rafik Hariri in
2005. W expect that Hizbollah will renmain engaged with the Tribunal, which
shoul d conclude its investigations in early 2011. However, we believe that
there is a risk that allegations of its involvement in the late Prinme

M nister's death could ultimately cause Hi zbollah to withdraw fromthe
government. W believe that this would severely underm ne prospects for

sustai nable growmh and political stability.

We forecast that Lebanon's fiscal deficit will narrow to the equivalent of 7%
of GDP this year, from 13.5%in 2006. This decrease results from higher

Standard & Poor’s | Research | November 26, 2010

© Standard & Poor's. All rights reserved. No reprint or dissemination without Standard & Poor’s permission. See Terms of Use/Disclaimer on the last page.



Research Update: Republic of Lebanon 'B/B' Long- And Short-Term Sovereign Credit Ratings Affirmed; Outlook
Remains Positive

revenues on the back of stronger economic growh, the restoration of the
gasol i ne excise rate back to its pre-capped rate, linmts on spendi ng because
of delays in the approval of the 2010 budget, and low interest rates reducing
funding cost, relative to headway on structural reform which is vital for
long-termstability.

Legi slation allowing for the restructuring of the energy sector--or nore
particularly the state-owned and | oss-making electricity conpany El ectricité
du Li ban--and oil and gas exploration, have been given approval by the Counci
of Mnisters and the Parlianment, but have yet to be fully inplenented.

Mor eover, other key initiatives such as cuts in the electricity, export and
wheat subsidies and efforts to stream ine the budgetary process have yet to be
enacted. Indeed, until the U N -sponsored Special International Tribuna
concludes, it is difficult to see nuch progress on the reformfront.

The ratings on Lebanon are supported by our view of its large and stable

resi dent and nonresi dent depositor base, which allows its banking sector to
cover the governnent's financing requirenments. At around 130% of GDP, the
public debt burden is anbng the highest in the world and a maj or constraint on
fiscal flexibility. However, according to our estimates, it has been
decreasing rapidly in recent years from183% in 2005, on the back of declining
deficits and rapid growh in GDP. At US$104 billion or 263% of GDP (according
to our estimates), we believe that private sector bank deposits are nore than
adequate to roll-over the sector's |arge exposure to the governnment, as |ong
as confidence in the banking sector persists. Lebanon's current account
deficit, which stands at over 20% of GDP, remmins in our view a source of

vul nerability and we believe its financing will remain highly reliant on
continued investor confidence over the nediumterm

Outlook

The positive outlook reflects our view that Lebanon's political consensus will
| ead to much-needed structural reform The ratings could inprove should the
government make continued progress with reducing its debt burden. In our view,
the major challenge facing Prine Mnister Saad al-Hariri is maintaining
wor ki ng consensus anobng opposing factions in his new government in the face of
the U.N. Special International Tribunal investigations. Conversely, the
ratings could come under downward pressure if there is any outbreak of

prol onged civil unrest, H zbollah withdraws fromthe governnent, or if the
wor ki ng consensus within the government coll apses.

Related Criteria And Research

e Criteria For Deternmining Transfer And Convertibility Assessnents, My 18
2009

 Rating Sovereign-Guaranteed Debt, April 6, 2009

» Sovereign Credit Ratings: A Prinmer, May 29, 2008
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e Introduction O Sovereign Recovery Ratings, June 14, 2007
Ratings List

Rati ngs Affirned

Lebanon (Republic of)

Sovereign Credit Rating B/ Positivel/B
Transfer & Convertibility Assessnent
Local Currency BB-
Seni or Unsecured B
Recovery Rati ng 4
Short - Ter m Debt B

Additional Contact:
Sovereign Ratings;SovereignLondon@standardandpoors.com

Conmplete ratings information is available to RatingsDirect subscribers on the
A obal Credit Portal at ww. gl obal creditportal.comand RatingsDirect
subscribers at www. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow (7) 495-783-4011.
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