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Research Update:

Republic of Lebanon Outlook Revised To
Stable From Positive On Political Uncertainty;
'B/B' Ratings Atffirmed

Overview

e The col |l apse of the unity governnent in Lebanon, follow ng the withdrawal
of Hizbollah and its allies, has severely weakened prospects for
structural adjustnent and the achi evenent of sustainable econonic growth
over the mediumterm in our view

* W are revising the outl ook on Lebanon to stable from positive and
affirming the 'B/ B sovereign credit ratings.

» The stable outlook reflects our view that while the government's contro
over the econonmic and political agenda has been dim ni shed, outbreaks of
civil unrest in the country will be avoi ded.

Rating Action

On Jan. 18, 2011, Standard & Poor's Ratings Services revised the outl ook on
the Republic of Lebanon to stable frompositive. The 'B/B 1ong- and
short-term sovereign credit ratings were affirmed. We maintained the transfer
and convertibility (T& ) assessnent at 'BB-'. The recovery rating of '4' was
al so unchanged.

Rationale

Qur outlook revision to stable frompositive reflects our view that the
political inpasse caused by Hi zbollah and its March 8 Coalition allies
withdrawal fromthe unity governnent will be difficult to overcone, and that
the i ncunbent admi nistration, which is to be a caretaker government, wll
struggle to govern. Hi zbollah and its allies have withdrawn fromthe
government in opposition to a United Nations (UN) special internationa
tribunal's investigation into the circunmstances surroundi ng the assassination
in 2005 of former Prinme Mnister Rafik Hariri, the father of the current Prine
M nister Saad Hariri. Political tensions over the UN tribunal are likely to
intensify in comng weeks, in our view, because the tribunal is reportedly
expected to soon announce indictrments of Hi zbollah nenbers. W therefore
consi der that the risks of civil unrest are increasing.

We believe that Hizbollah's return to governnent would require its acceptance
of the UN special tribunal's indictnents, which we consider |ooks unlikely
over the nmediumterm W consider it possible that Hi zbollah and its allies
may put pressure on any new governnent to reject the tribunal through public
denonstrations. However, with strong support of the U S. and Western allies,
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Prime Mnister Hariri is unlikely to accede to these demands, in our opinion

W& note that news of the unity governnent's col |l apse has al ready raised
tensions in Lebanon, and we believe a new governnent will take time to
assenble. In the near term we therefore consider that it will be difficult
for Lebanon to nmake much headway on the achi evemrent of much needed structura
reform especially in the public sector. This, together with politica
stability, would in our view be required to put the Lebanese econony on a
sustai nable growt h path over the nediumterm to support a sustained

i mprovenent in the fiscal deficit, and maintain confidence in the banking
system

Lebanon's political crisis occurs at a tinme when we had al ready expected | arge
fiscal and current account deficits, forecast at 7.5% and 19% of GCDP
respectively, in 2011. W project this year's public debt burden at nore than
120% of GDP, although it has been on a declining trend over the past few years
due to declining deficits and rapid growh in GDP. This ratio renmains anong
the highest in the world and a maj or constraint on fiscal flexibility.

Outlook

The stable outl ook on Lebanon reflects our viewthat followi ng the collapse of
the unity governnent, political consensus in any new government will take tine
to forge, and progress on structural reformw |l be hard to achieve. W

believe that if the governnent is unable to nove forward on reform this would
in turn preclude an inprovenent in the sovereign' s creditworthiness.

We believe creditworthiness could inprove if Prime Mnister Hariri could
re-engage the defectors and forma new governnent, underpinned by a workabl e
consensus for structural and fiscal reform However, we do not expect this to
energe in the short term Conversely, we consider that the ratings could cone
under further downward pressure if there was an outbreak of intense or

prol onged civil unrest and entrenched political instability, reducing the
government's effectiveness to fornulate and inpl enent stability-oriented
economi ¢ policies.
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Lebanon (Republic of)

Sovereign Credit Rating B/ St abl e/ B B/ Positivel/ B
Affirnmed
Transfer & Convertibility Assessnent
Local Currency BB-
Seni or Unsecured B
Recovery Rating 4
Short - Ter m Debt B
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Sovereign Ratings;SovereignLondon@standardandpoors.com

Conplete ratings information is available to RatingsDi rect 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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