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5. Deliberate Neglect of Major National Challenges: War and Reconstruction:
Most alarming is the complete absence of budgetary allocations for war-related
costs or future reconstruction efforts. Building a balanced budget on paper while
ignoring the real cost of rebuilding the infrastructure and social fabric destroyed
by war is not merely fiscal deception—it is an abdication of the state’s
fundamental responsibility. This approach transforms the narrative from one of
‘financial engineering” into one of “dangerous illusion’, leaving the country's
future hostage to uncertain foreign aid.

In conclusion, Lebanon’s current financial policy is not a recovery strategy but rather a crisis-
management mechanism aimed at avoiding total collapse. It rests on concealing real obligations,
distributing the burden of the crisis unjustly, evading genuine reform, and most critically,
deliberately ignoring the country’s two greatest challenges: the sovereign debt crisis and the
urgent need for reconstruction.
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Conclusion

This analysis offers a critical deconstruction of Lebanon'’s financial policy, showing that the

declared shift from a “structural deficit” to a “zero deficit” does not signal genuine fiscal discipline

but rather represents an accounting framework designed to conceal a deeper structural crisis and

postpone its confrontation. Drawing on reports by international financial institutions and local

research bodies, the analysis revolves around five key points:

1.

The Real Deficit Is Far Greater than the Official Figure: The so-called “zero deficit”
is the result of excluding massive financial obligations from the official budget.
Chief among these are the Eurobond debt service costs, which the state has
defaulted on—representing a direct liability on the treasury and the largest
accounting maneuver used to achieve artificial balance. In addition, quasi-fiscal
operations by the Central Bank of Lebanon, estimated by the IMF to raise the
actual deficit to around 8.5% of GDP, and the chronic deficit of Electricité du
Liban as well as arrears owed to the private sector, all render the official deficit
figure entirely misleading.

Formalistic Fiscal Governance Lacking Strategic Vision: The budget preparation
process is widely criticized as a routine administrative exercise, detached from
any comprehensive economic recovery plan. The establishment of a large “budget
reserve’ serves as a mechanism to bypass parliamentary oversight, granting the
executive branch excessive spending flexibility with minimal transparency or

accountability.

Destructive Socioeconomic Consequences: Financial figures gain real meaning
when connected to the broader economic collapse, described by the World Bank
as one of the most severe globally. This collapse triggered a “forced contraction” of
the state's role and its essential functions. Simultaneously, a “tax inversion’
transformed the fiscal system into a regressive one, as reliance on direct taxes (on
profits and income) gave way to indirect taxes (on consumption), placing the
heaviest burden on lower-income and vulnerable social groups.

A Facade of Reform to Avoid International Commitments: The “zero-deficit’
policy is viewed as an attempt to project an image of fiscal discipline to the
international community, particularly the IMF, without implementing the
structural reforms required under the Staff-Level Agreement (SLA) signed in
2022. In doing so, the state creates an illusion of short-term stability while
actually deepening and deferring the crisis, leaving the country in a state of
economic paralysis.
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Fourth: Other Tax Revenues

Miscellaneous tax revenues remained very low (0.4%-0.9%), reflecting the limited diversification

of Lebanon'’s tax base and its overreliance on consumption-based taxation.

Figure 14: Distribution of Tax Revenues by Type of Tax (as a Percentage of GDP) (%)
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Second: Indirect Taxes — The Volatile Main Source

Taxes on goods and services (including VAT): These taxes formed the backbone of total
tax revenues. Their share reached 7.8% of GDP in 2019, then collapsed to 1.4% in 2021 due
to the steep decline in consumption and imports, before rising again to 7.3% in 2025
following the recovery in trade activity and the adoption of a higher customs dollar rate.

This trend highlights Lebanon's heavy dependence on indirect taxes, which are directly
affected by fluctuations in imports and exchange rates.

Customs and international trade duties: These revenues also declined, from 1.3% of GDP
in 2019 to less than 0.3% in 2022, as a result of the collapse in formal imports, before
recovering to 2.6% in 2025 after customs fees were recalculated in dollars.
This volatility in customs and consumption-based trade revenues underscores the
fragility of trade-related income and the economy’s high exposure to external shocks.

Third: Direct Taxes — Weak Collection and Equity Deficit

Income, profit, and capital taxes fell from 6.8% of GDP in 2019 to 1.3% in 2021, and then
stabilized at around 1.5% in 2025. This sharp decline reflects the contraction of the private
sector, particularly the collapse of the banking system, as previously discussed, in addition
to capital flight, inefficient tax collection, and widening tax evasion. Consequently, the
state lost one of its most stable revenue sources, deepening its fiscal deficit.

Property and real estate taxes did not exceed 1.6% of GDP in 2024, remaining limited
despite the massive rise in real estate prices. This points to the absence of modernization
in the property tax system and the weak capture of wealth-based revenues.

Figure 13: Direct and Indirect Tax Revenues (Share of Total Tax Revenues) (%)

B Direct Taxes M Indirect Taxes

2026 2025 2024 2023 2022 2021 2020 2019

Source: Prepared based on draft and enacted public budget laws (2019-2026)
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exceptional accounting adjustments before the full collapse. However, by 2022,
the structural transformation had begun to appear, with direct taxes declining
again to 45.9%.

3. The Phase of Complete Inversion and Dominance of Indirect Taxes (2023-2026):
Starting in 2023, the collapse accelerated dramatically. The share of direct taxes
plunged to 29.0% and continued falling to 17.2% by 2026 ga historic low. In
contrast, the share of indirect taxes rose from 71.0% in 2023 to 78.3% in 2026. This
reversal is the direct result of two powerful, interrelated forces:

e Erosion of the Direct Tax Base: Hyperinflation and currency depreciation eroded the real
value of wages (affecting wage tax revenues) and corporate profits (affecting corporate
income tax), rendering these taxes almost meaningless in real terms.

o [nflation of the Indirect Tax Base: Conversely, the state adjusted customs duties and VAT
rates using exchange rates closer to the market rate, which massively inflated nominal
revenues from these taxes, making them the near-exclusive source of public income.

The implications of these shifts are deeply concerning. Lebanon's tax system has become
increasingly unjust, unstable, and regressive. The tax burden no longer falls on those with higher
incomes and wealth but rather weighs most heavily on low- and middle-income households,
through consumption taxes that make no distinction between rich and poor. This situation not
only exacerbates social inequality but also renders the state’s public finances dependent on
volatile consumption and import levels, undermining the long-term stability of revenue

generation.

The aggregate data for the period 2019-2025 directly reflect the performance of Lebanon's
financial system throughout the years of economic collapse. Based on these figures, one can
observe a sharp contraction in the tax base and a radical transformation of its structure due to the
monetary crisis, the contraction of the real economy, and the erosion of the actual value of public
revenue collection. The main changes in the distribution of tax revenues during 2019-2025 can be

summarized as follows:
First: Collapse of Overall Tax Revenue

Figures show that total tax revenues declined from 18.2% of GDP in 2019 to only 3.4% in 2022,
before gradually recovering to 12.9% in 2025. This dramatic drop reflects the disintegration of the
financial system following the collapse of the Lebanese pound, the contraction of economic
activity, the breakdown of the banking sector, and the government's inability to effectively collect
taxes during the deepest years of recession (2020-2022). The partial recovery after 2023 is mainly
linked to increased customs and dollar-denominated taxes, with a more realistic exchange rate
adopted for collection.
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Figure 12. Sections of Income and Capital Taxes (Out of the Total Income and Capital Taxes) (%)
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3. Analytical Reading of Main Trends in Direct and Indirect Taxes

The balance between direct taxes (on income, profits, and wealth) and indirect taxes (on
consumption and trade) is one of the most important indicators of equity and efficiency in any
tax system. However, analyzing this balance in Lebanon during the 2019-2026 period reveals a
complete “tax inversion’, as the economic and monetary crisis led to the near-total collapse of
direct taxes and the overwhelming dominance of indirect taxes. This report aims to unpack this
structural shift, explain its root causes, and assess its deep implications for social justice and the
sustainability of public finance.

Figure 13 illustrates a dramatic transformation that can be divided into three main phases:

1. The Phase of Relative Balance (2019-2020): Before the crisis deepened, Lebanon’s
tax structure maintained a relatively balanced composition. In 2019, direct taxes
represented 45.2% of total tax revenues, compared to 54.8% for indirect taxes.
Although this distribution was already tilted toward indirect taxation, it still
reflected a more stable and diversified economic structure.

2. The Phase of Volatility and the Onset of Distortion (2021-2022): This period
witnessed sharp fluctuations. The share of direct taxes rose temporarily and
significantly in 2021, reaching 55.7%, likely due to late corporate tax payments or
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e  Key Feature: The tax on bank deposit interest was the backbone of income and capital
revenue, accounting for 44.6% of the total in this category. This indicates the extent to
which the state relied on financial rent generated by a high-interest system, rather than
on real productive economic activity.

e  Relative Balance: The shares of corporate profit tax (28.1%) and wage and salary tax
(17.4%) represented important but secondary components compared to interest income
tax.

After the collapse of the previous model (2020-2023): The contribution of the interest income tax
declined rapidly, from its peak of 55.6% in 2020 (likely reflecting collections from 2019 activity)
to only 22.0% in 2022, continuing to drop thereafter. This collapse is a direct result of the sovereign
default, deposit freeze, and the end of the high-interest financial model. The fall created a massive
void within the direct tax structure, forcing the state to search for alternative sources of revenue
within a contracting economy.

Projections for 2024-2026 indicate a complete reshaping of the direct tax structure, driven by
inflationary dynamics and exchange rate adjustments, as follows:

o Sharp Rise in Corporate Profit Tax: The most striking shift is the enormous jump in the
share of corporate profit tax, which reached 78.3% of total income and capital taxes in
2024. This surge does not necessarily reflect real economic recovery; rather, it is the result
of a “‘nominal illusion’, where hyperinflation and exchange rate adjustments in accounting
records inflate nominal profits (valued in Lebanese pounds), artificially expanding the
taxable base.

e Growing Importance of Wage and Salary Tax: The tax on wages and salaries became the
second key pillar, expected to rise to 56.6% in the 2026 budget. This increase is due to
successive salary adjustments in both the public and private sectors to keep pace with
inflation, which boosted the nominal value of taxable incomes.

1. Limited and Fluctuating Role of Property Taxes:

Property taxes remained limited overall but registered an exceptional spike in 2024, reaching
14.8%, likely reflecting temporary rteal estate activity related to settlements or delayed
transactions, before returning to their usual range of 8-9% in subsequent years.
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2. Noticeable Recovery in Trade-Related Revenues:
Taxes on international trade (customs duties) recorded a steady and significant recovery. After
remaining modest before the crisis (4.5%-7.2% during 2019-2022), their share surged to between
10.7% and 20.3% during 2023-2025. This growth is primarily the result of the “‘customs dollar”
decision, which linked customs duties to an exchange rate closer to the market rate, thereby
greatly increasing their nominal value.

3.Collapse of Income and Profit Taxes (Direct Taxes):

Taxes on income, profits, and capital experienced a severe contraction. After a temporary rise
between 2020 and 2022 (peaking at 46.9% in 2021) due to delayed tax settlements and base
adjustments, their contribution plummeted dramatically to 16.0% in 2023, stabilizing at very low
levels, between 8.6% and 11.9%, in 2024—2026. This collapse can be attributed to several factors:
erosion of nominal wages and profits caused by inflation, economic slowdown and declining
incomes, weak tax compliance amid the expansion of the cash economy, collapse of the banking
sector, which undermined both reporting and collection mechanisms.

Figure 11: Distribution of Tax Revenues by Type of Tax (as a Percentage of Total Tax Revenues) (%)
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It is noteworthy that the structure of income and capital taxes in 2019 clearly reflected an
economic model dominated by the financial and banking sectors (see Figure 12).
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Figure 10: Share of Tax and Non-Tax Revenues in Total Revenues (%)
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Source: Prepared based on draft and enacted public budget laws (2019-2026)

The analysis of tax revenues goes beyond their total volume to examine their internal composition,
which is essential to understanding the fairness and sustainability of the tax system.
Deconstructing Lebanon's tax revenue structure for the period 2019-2026 reveals a profound and
structural transformation: the economic crisis completely reshaped the sources of taxation,
shifting the burden from direct taxes on income and profits—which are inherently more
equitable—toward indirect taxes on consumption and trade, which are regressive by nature and
exacerbate inequality. The implications of this shift for the economy and society can be
understood through the following analysis (see Figures 11 and 12):

2. Tax Revenues: Analytical Reading of Main Trends by Type of Tax (2019-2026)

1. Growing Dominance of Consumption Taxes (Indirect Taxes):
The most striking transformation is the massive increase in the share of domestic taxes on goods
and services, primarily the Value Added Tax (VAT). This share jumped from 42.8% of total tax
revenues in 2019 to 58.1% in 2026. This sharp rise, which accelerated after 2022, does not reflect
an actual increase in consumption but rather a nominal expansion of the tax base driven by
hyperinflation and the adjustment of the official exchange rate used in calculating and collecting
these taxes and fees.
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Third: Revenues

The structure of public revenues reflects, to a large extent, the stability and resilience of a state’s
public finances and its ability to sustainably fund expenditures. Analyzing Lebanon's tax and
non-tax revenue sources over the 2019-2026 period provides a clear view of how the revenue
framework has been affected by severe monetary and economic shocks, while also revealing the
shifts in taxation policies adopted in response to the crisis.

1. Total Revenues: Analytical Reading of Main Trends (2019-2026)

The data presented in Figure 10 show a clear dominance of tax revenues as the main component
of total public revenues, averaging 74% throughout the period. However, this share has fluctuated
significantly, reflecting the different phases of the crisis and the corresponding policy responses:

1. Pre-Adjustment Phase (2019-2021):

Tax revenues remained relatively stable at a high level, accounting for 73.2% in 2019, declining
slightly to 70.3% in 2020, and then rising again to 74.2% in 2021. During this period, the revenue
structure maintained its traditional composition, with minimal change in the sources or nature of
collection.

2. The Year of Shock and Distortion (2022):

The year 2022 marked an exceptional and concerning turning point, as the share of tax revenues
dropped sharply to 62.1%, the lowest level of the entire period. In contrast, non-tax revenues soared
to an unprecedented 33.2%. This development is attributed to three main factors:

e Erosion of the real value of tax collection: Driven by economic contraction, multiple
exchange rates, and runaway inflation, while tax bases continued to be assessed
nominally at outdated official exchange rates, resulting in a sharp decline in their real
value.

e Decline in tax collection efficiency: Caused by the deterioration of public administration,
widespread vacancies, and growing corruption and bribery.

e Reliance on fees and tariffs: The government turned increasingly to non-tax sources, such
as service fees, tariffs, and exceptional charges, as a quick, temporary solution to offset the
sharp shortfall in tax collection.

3. Nominal Adjustment Phase (2023-2026):

Starting in 2023, the share of tax revenues began to recover rapidly, rising to 74.1%, then
stabilizing at 77.7% in 2024-2025, and reaching 78.3% in 2026. This recovery was a direct
outcome of adjustment measures undertaken by the authorities, chiefly the revision of tax
bases and customs duties to align more closely with the market exchange rate. These
adjustments led to a substantial increase in the nominal value of tax revenues.
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Figure o: Classification by Budget Chapters as a Share of Total Public Spending (%)
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H Ministry of Public Works and Transport  4.4% 5.3% 5.6% 2.9% 1.3% 0.8% 1.1% 1.7%
B Ministry of Finance 1.5% 1.6% 1.7% 26.6% 6.1% 2.4% 2.4% 2.8%

B Ministry of Interior and Municipalities = 10.2% 9.8% 11.0% 6.4% 10.1% 8.8% 9.0% 7.1%

v : :
Ministry of Foreign Affairs and 13%  15%  2.1%  39%  41%  1.0%  1.0%  0.8%

Emigrants
B Ministry of Justice 0.9% 0.6% 0.4% 0.5% 0.5% 0.6% 0.6% 0.5%
H Constitutional Council 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

B Presidency of the Council of Ministers

0, 0, () 0, () 0, 0, ()
(commonly: Prime Minister’s Office) 5.5% 5.8% 7.4% 4.5% 6.4% 5.6% 4.1% 4.4%

M Parliament (or House of
Representatives)

M Presidency of the Republic 0.1% 0.1% 0.0% 0.1% 0.0% 0.1% 0.1% 0.1%

0.6% 0.5% 0.7% 0.5% 0.4% 0.4% 0.4% 0.4%

Source: Prepared based on draft and enacted public budget laws (2019-2026)
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3. Strengthening Spending on Vital Social Sectors:

The growing allocations to the Ministries of Public Health and Education represent a direct
response to the social and economic repercussions of the crisis. The Ministry of Public Health's
share of the total budget recorded a major surge in 2024 (13.1%), driven by the sharp rise in
hospitalization and medicine costs, and by the state’s greater assumption of citizens' healthcare
burdens following the collapse of their purchasing power. It is worth noting that this increase
came belatedly, as a corrective measure after the lifting of medicine subsidies. Similarly, the
budget of the Ministry of Education and Higher Education rose significantly to 11.2% in 2026,
mainly due to higher teacher salaries and the escalating operational costs of public educational
institutions.

4. Chronic Marginalization of Investment and Infrastructure Spending:

The persistent weakness of spending on infrastructure ministries remains one of the most
alarming features. The Ministry of Public Works and Transport maintained a minimal share
(between 1.7% and 5.6%), while the modest allocations to the Ministry of Energy and Water (0.2%-
2.4%) conceal the substantial off-budget cost of subsidizing fuel for Electricité du Liban (EDL).
Despite government efforts to contain these subsidies, they continue to impose a major hidden
burden on public finances. Overall, this chronic neglect of capital expenditure exacerbates citizens'
suffering and blocks any meaningful prospect for economic recovery, given the ongoing
postponement of structural reforms.

5. Limited Shares for Other Ministries:

Most other ministries, including Justice, Economy, Agriculture, Culture, and Information, continue
to receive marginal allocations, generally below 1% each. This extreme concentration of
expenditure severely limits the state’s ability to fulfill its regulatory and developmental functions
in other vital sectors.
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3. Distribution of Public Expenditures by Administrative Entities (2019-2026)

The analysis of public expenditure distribution by ministries and administrative institutions in
Lebanon for the period 2019-2026, as illustrated in Figure 9, provides an in-depth view of how the
state's priorities are translated into financial allocations. The data reveal a spending structure that
clearly reflects a concentration of resources in a limited number of sovereign and essential service
sectors, at the expense of investment and developmental spending. This section seeks to
deconstruct these trends, interpret their policy implications, and offer recommendations to
enhance the efficiency and transparency of Lebanon's public finance system.

Analytical Reading of Main Trends (2019-2026)

1. Centralized Spending and the Shift toward Conditional Decentralization:

The decline in the share of ‘common expenditures’, from 48.9% in 2019 to 18.9% in 2026, stands
out as the clearest indicator of a structural shift in budget management. This trajectory reflects a
gradual transition from a highly centralized allocation system, where large aggregate budget
items covered cross-ministerial obligations such as public debt servicing, transfers, and
compensations, toward a more detailed distribution across ministries. The significant reduction
in the common expenditures category (which mainly included the budget reserve) was
redistributed across other specific budget lines, as discussed later.

In parallel, the sharp increase in the budget reserve, from 2.7% in 2019 to a peak of 13.2% in 2023,
indicates the government's attempt to create fiscal buffers to cope with exchange rate volatility
and unforeseen costs. While such a measure may be understandable in the context of crisis
management, it nonetheless poses a challenge to transparency and accountability, as it grants the
executive branch wide discretion to reallocate funds outside parliamentary oversight.

2. Predominance of Security and Defense Spending:

The data confirm the absolute priority accorded by the government to the security and defense
sectors. The Ministry of National Defense maintained a large and growing share, rising from 12.6%
in 2019 to 18.5% in 2024, and reaching 18.9% in the 2026 budget. Meanwhile, the Ministry of
Interior and Municipalities accounted for 7.1% to 11.0%, reflecting the heavy fiscal burden of
covering military and security personnel wages and operating costs amid persistent and
escalating security challenges.
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e Figure 8 (as a share of GDP): Tells an entirely different story. Actual social protection
spending fell from 6.4% of GDP in 2019 to only 2.1% in 2021.

In real terms, the state did not increase its spending on social protection; rather, it allocated a Jarger
portion of a shrinking budget to that item. This does not reflect an expansion of the social safety
net but rather a shift toward managing extreme poverty with rapidly diminishing tools and
resources. The real value of such support has eroded severely.

d. Erosion of Core Sectors (Education and Health)

The data paint a bleak picture of essential public services, which have been nearly erased from the
state budget relative to the size of the economy:

e Education: Dropped from 2.6% of GDP in 2019 to only 0.5% in 2023.
e Health: Fell from 0.9% of GDP in 2019 to 0.3% in 2021.

These figures fall far below any international benchmark required for the proper functioning of
these sectors. They reflect an almost complete functional withdrawal of the state from its role in
providing vital public services, leaving households and donor institutions to shoulder the burden
entirely.

Figure 8: Public Expenditures by Functional Classification as a Percentage of GDP (%)

35.0%
30.0%
25.0%
20.0%
15.0%
10.0% e
5.0% .
2025 2024 2023 2022 2021 2020 2019
Social Protection 4.1% 3.6% 4.1% 2.2% 2.1% 4.3% 6.4%
Education 1.3% 0.7% 0.5% 0.6% 0.7% 1.6% 2.6%
Recreation, Culture, and Religion 0.1% 0.1% 0.1% 0.0% 0.0% 0.1% 0.2%
Health 1.4% 1.7% 0.4% 0.5% 0.3% 0.6% 0.9%
Housing and Community Amenities 0.2% 0.1% 0.0% 0.0% 0.0% 0.0% 0.4%
Environmental Protection 0.1% 0.1% 0.0% 0.1% 0.0% 0.0% 0.1%
Economic Affairs 1.9% 1.4% 1.0% 0.4% 0.3% 0.4% 1.2%
Public Order and Safety 1.1% 1.0% 0.5% 0.6% 0.6% 1.3% 1.9%
Defense 1.9% 1.7% 1.0% 0.9% 0.9% 2.1% 3.0%
General Public Services 3.7% 2.8% 2.9% 1.8% 1.9% 5.2% 12.2%

Source: Prepared based on draft and enacted public budget laws (2019-2026)
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The analysis of public expenditures in relation to their economic magnitude, i.e., as a share of GDP,
illustrated in Figure 8, shows a sharp decline in total public spending from 29.0% of GDP in 2019
to a low of only 6.8% in 2021. This represents a deep erosion of the state’s capacity to provide
services and fund its core functions. The analysis further reveals that the rise in the share of socia/
protection (as seen in Figure 7) was merely a relative priority, while actual spending on it (as a
share of GDP) collapsed significantly, underscoring the depth of the crisis. The main trends
illustrated in the figure are analyzed below:

a. The Collapse of the State's Financial Scale
The most striking trend is the dramatic drop in total public expenditure as a percentage of GDP.
e 2019 (pre-crisis): Total spending amounted to 29.0% of GDP.
e 2020 (onset of crisis and debt default): Spending was nearly halved, falling to 15.6%.
o The bottom (2021-2022): Spending hit historic lows, 6.8% in 2021 and 7.1% in 2022.
This collapse directly reflects the financial crisis and is driven by two main factors:
e Collapse of public revenues: The state’s tax base eroded dramatically in real terms.

e Hpyperinflation: Inflation inflated the nominal/ GDP (the denominator in the ratio) far
faster than the state could adjust its spending (the numerator), causing the spending ratio
to shrink sharply.

b. Disintegration of Traditional Spending Components (Debt Servicing)
This figure reinforces the earlier analytical finding:

o Public authorities and general services accounted for 12.2% of GDP in 2019, a large figure
reflecting the heavy burden of public debt servicing.

e Following the debt default in March 2020, this component collapsed to just 1.8% of GDP
by 2022.

This demonstrates that the ‘restructuring” observed in Figure 7 was not a deliberate strategic
choice, but rather an inevitable consequence of halting interest payments, effectively causing the
disappearance of the single largest expenditure item from the budget.

c. The Social Protection Paradox
This is the most analytically significant observation when comparing the two figures:

e Figure 7 (as a share of total spending): Showed that social protection became the top
priority, rising from 22.1% to 38.8% of the budget.
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® Growth in Economic Affairs:

Spending on economic affairs followed a clear upward trend, rising from 4.1% in 2019 to
10.1% in 2026, peaking at 11.9% in 2025.

e Sustained Defense Spending:

Defense remained a significant and relatively protected budget item, consistently
representing 10%-14% of total expenditure throughout the period. This suggests that
defense allocations are largely non-discretionary.

® Marginal Allocations:

Spending on environmental protection, housing and community amenities, religion,
culture, and recreation remained extremely limited, jointly accounting for less than 3% of
total expenditure in any given year. This confirms the persistent lack of priority given to
developmental, environmental, and cultural spending, especially amid the ongoing fiscal
distress.

Figure 7: Public Expenditures by Functional Classification as a Share of Total Public Spending (%)

120.0%

100.0%

80.0%
60.0% = [

40.0%

20.0%

0.0%
2026 2025 2024 2023 2022 2021 2020 2019
Social Protection 32.3% 25.9% 26.8% 38.8% 30.5% 31.5% 27.3% 22.1%
Education 10.4% 8.2% 5.6% 4.5% 8.5% 10.1% 10.5% 8.9%
Recreation, Culture, and Religion 0.6% 0.6% 0.7% 0.6% 0.4% 0.6% 0.6% 0.5%
Health 8.0% 9.0% 13.2% 4.2% 71% 3.9% 3.8% 3.2%
Housing and Community Amenities  1.2% 1.4% 1.0% 0.2% 01% 01% 0.2% 1.5%
Environmental Protection 0.6% 0.7% 0.5% 01% 1.0% 0.2% 0.3% 0.3%
Economic Affairs 101% 11.9% 10.5% 9.3% 6.2% 4.3% 2.4% 41%
Public Order and Safety 8.3% 7.1% 7.7% 5.2% 7.9% 8.2% 8.4% 6.5%
Defense 14.5% 11.8% 12.7% 9.6% 12.8% 13.3% 13.3% 10.4%
General Public Services 14.1% 23.4% 21.4% 27.5% 25.4% 27.9% 33.2% 42.5%

Source: Prepared based on draft and enacted public budget laws (2019-2026)
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® Public Authorities and General Services:

This category, which traditionally includes public administration and, crucially, public debt
servicing (interest payments), represented the largest share of spending in 2019, at 42.5%. Since
then, it has entered a steep and continuous decline, projected to fall to only 14.1% by 2026. This
substantial reduction may implicitly indicate a de facto or de jure restructuring of public debt
obligations, fundamentally altering the baseline of state expenditures.

® Social Protection:

In contrast, social protection has risen to become the dominant expenditure category. It grew from
22.1% in 2019 to 31.5% in 2021, followed by a massive jump to 38.8% in 2023. It is expected to
remain the largest item at 32.3% in 2026. This trend strongly indicates a policy shift toward
support programs, social safety nets, and cash transfers, a direct response to the surge in poverty
and social hardship after the 2019 financial collapse. The data also highlight severe fluctuations
and temporary pressure on basic public services, particularly in 2023, coinciding with the peak in
social protection allocations.

e FEducation:

After maintaining a relatively stable share of around 8.5%-10.5% between 2019 and 2022,
spending on education dropped sharply to only 4.5% of total expenditure in 2023, reflecting acute
short-term strain on the sector, before a projected recovery to 10.4% by 2026.

® DPublic Order and Safety:

This sector followed a similar pattern, declining from a stable range (7.9%-8.4%) during
2019-2022 to a low of 5.2% in 2023, before returning to its usual share in the following
years.

® Health:

Health expenditure displayed the most volatile behavior. It remained low (3%-4%) until a
rise in 2022 (7.1%), followed by an exceptional jump to 13.2% in 2024. These fluctuations
reflect crisis-related health spending, such as medicine subsidies or hospital support, rather
than a sustained strategic increase in healthcare financing. The compression observed in
2023 indicates that the expansion of social protection spending came at the direct expense
of other core state functions, including education and public safety.

Other expenditure categories showed the following patterns:
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Figure 6: Current and Investment Expenditures as a Percentage of GDP (%)
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Capital (Investment) Expenditures

Emergency and Exceptional Expenditures

Financial Expenditures
Miscellaneous Expenditures
Social Benefits

Transfer

Salaries, Wages, Allowances, and
Compensation

Consumable (Operating) Services

Consumable Materials / Supplies

2025
1.8%
0.7%
1.1%
0.9%
4.2%
1.7%

3.4%

0.1%
1.9%

2024
1.4%
0.5%
0.6%
1.0%
4.3%
1.0%

2.0%

0.1%
2.3%

2023
0.7%
0.6%
0.7%
0.3%
4.7%
0.4%

1.8%

0.1%
1.2%

2022
0.6%
0.4%
0.7%
0.4%
1.9%
0.7%

1.9%

0.1%
0.5%

Source: Prepared based on draft and enacted public budget laws (2019-2026)

2. Public Expenditures by Government Function (COFOG) in Lebanon, 2019—

2026

2021
0.3%
0.4%
1.1%
0.2%
1.7%
1.0%

2.2%

0.1%
0.3%

2020
0.4%
0.3%
4.0%
0.5%
3.9%
1.4%

5.0%

0.2%
0.6%

2019
2.1%
0.5%
10.0%
0.8%
6.1%
1.3%

6.3%

0.3%
0.9%

Data on public expenditures by functional classification in Lebanon for the 2019-2026 period
reveal a profound structural shift in state budget priorities, driven by the ongoing crisis. The
analysis points to a radical reorientation away from spending on general public services,

historically the largest component, often tied to public debt servicing and administrative costs,
toward social protection. This shift, especially evident from 2020 onward, reflects the
government's redirection of public funds toward social support mechanisms in response to the

severe socioeconomic crisis. However, this reprioritization came with sharp fluctuations and

mounting pressure on other essential sectors, particularly education and health, highlighting

difficult trade-offs within the budget.

The most significant trend in the dataset is the complete reversal of the two largest spending

categories (Figure 7):
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Figure 5: Detailed Investment Expenditures as a Share of Total Public Spending (%)
14.0%
12.0%
10.0%
8.0%
6.0%
4.0%

2.0%

2026 2025 2024 2023 2022 2021 2020 2019

Other Expenditures Related to Tangible

) 0.2% 0.3% 0.0% 0.0% 0.1% 0.2% 0.2% 0.3%
Fixed Assets

Maintenance 5.7% 7.3% 7.3% 4.3% 2.9% 0.9% 0.9% 1.4%
Construction in Progress 2.9% 3.1% 2.1% 0.7% 2.2% 2.3% 1.0% 3.1%
M Equipment 1.7% 1.1% 0.9% 1.4% 2.5% 0.6% 0.5% 0.6%

W Expropriations for Electrical

- 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Infrastructure Projects

B Expropriations for Water Infrastructure

. 0.0% 0.0% 0.0% 0.1% 0.0% 0.0% 0.0% 0.3%
Projects

B Expropriations for the Construction

and Operation of Roads, Ports, and 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.5%
Airports

M Buildings 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

W Land 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Source: Prepared based on draft and enacted public budget laws (2019-2026)

In sum, the structure of public expenditure during the 2019-2026 period reflects the reality of an
economy undergoing a deep crisis, where available resources have been directed toward
immediate priorities, mainly the payment of salaries and the maintenance of minimal public
services. The result is a budget that barely manages to ‘keep things running” but fails to perform
its fundamental role as a driver of growth, a mechanism for wealth redistribution, or a tool for
ensuring social stability. The absence of productive investment in new infrastructure and the
modernization of equipment not only leads to the deterioration of public assets but also hinders
the attraction of much-needed private investment, both domestic and foreign.
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Other Current Expenditures: Meeting Accumulated Requirements: The share of
this category, which includes transfers and other operational expenditures, fluctuated
significantly, ranging between 12.5% at its lowest and 36.0% at its highest. These
expenditures cover various service provisions, consumable materials, and scattered social

transfers.

Figure 4: Breakdown of Current and Investment Expenditures as a Share of Total Public Spending (%)
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Source: Prepared based on draft and enacted public budget laws (2019-2026)

Nature of Capital Expenditure: ‘Restorative” Rather Than “Developmental’

An analysis of the components of Lebanon's already limited capital expenditure reveals a
deeper reality: the current budget lacks a long-term developmental vision. The prevailing
character of investment spending is restorative, aimed at maintaining existing assets
rather than developmental, which would expand productive capacity and stimulate
sustainable growth.

Dominance of Maintenance and Completion of Ongoing Projects: The largest portion of
capital expenditure is concentrated in two categories: essential maintenance (reaching up
to 7.3% of total spending in 2024-2025) and construction works in progress (up to 3.1% in
2025-2026). This concentration indicates that investment efforts are directed primarily
toward keeping existing assets operational and completing old projects linked to
contractors' rights, rather than launching new initiatives.

Near Absence of Major New Projects: Data shows an almost complete lack of spending on
land acquisitions for large infrastructure projects. Budget lines for land purchases related
to electricity, water, roads, ports, or airports are nearly nonexistent throughout the period
(except for 0.5% in 2019). This underscores the budget’s inability to finance new strategic
projects capable of generating a qualitative leap in the investment climate and the broader
economy.

Modest Spending on Equipment: Spending on equipment remained modest and
inconsistent, reflecting the absence of a stable, systematic plan for modernizing public
sector's machinery and facilities.
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By contrast, investment expenditures were the primary casualty of the crisis, dropping sharply
from 7.3% in 2019 to historically low levels of 2.8% in 2020 and 1.7% in 2021. Although these
expenditures rose to 10.4%, 11.5%, and 10.6% in the 2024, 2025, and 2026 budgets respectively,
public investment spending remains insufficient to meet the accumulated infrastructure

maintenance needs after many years of neglect, let alone to cover emerging modernization

demands and the mounting costs of reconstruction.

Figure 3: Evolution of Current and Investment Expenditures as a Share of Total Public Spending (%)

Share of Current Expenditures in Total

Share of Capital (Investment)

120.0%

100.0%

80.0%
60.0%
40.0%
20.0%
0.0% [ | [ | = ] — - ]

2026 2025 2024 2023 2022 2021 2020 2019

. . 89.4% 88.5% 89.6% 94.1% 92.3% 983% 97.2% 92.7%
Public Spending
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Expenditures in Total Public Spending

Source: Prepared based on draft and enacted public budget laws (2019-2026)

B. Deconstructing the Structure of Expenditures: Who Consumes the Budget?

A closer look at the components of public spending reveals the priorities that guided budget

preparation during this challenging period:

Wages and Salaries: The wages and salaries component, along with related benefits,
formed the backbone of public expenditure. Its share rose from 44.2% in 2019 to a peak of
63.1% in 2023, before declining slightly to stabilize at around 52% in 2025-2026. This
increase in wage costs was driven primarily by the successive adjustments imposed by
rampant inflation, rather than by any expansion in employment, which had already been
effectively frozen prior to the crisis.

Decline in the Burden of Interest Payments: The share of interest payments dropped
dramatically, from 34.1% of total expenditure in 2019 to 4.8% in 2024. This decline does
not reflect improved debt management; rather, it is directly linked to the cessation of
payments on a large portion of external debt and the re-pricing of domestic debt costs in
Lebanese pounds.
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Figure 2: Total Public Revenues and Expenditures as a Percentage of GDP (%)
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Source: Prepared based on draft and enacted public budget laws (2019-2026), average exchange rate
estimates, and World Bank data.

The conclusion is that the proclaimed “zero deficit” is not merely a misleading figure, it is a symbol
of a strategy that deliberately ignores the two greatest challenges facing the country: the
sovereign debt and financial loss crisis, and the urgent need for reconstruction. Without
confronting these two challenges with transparency and courage, any talk of financial stability
remains nothing more than ink on paper, concealing a future fraught with far greater risks.

Second: Public Expenditure

1. Public Expenditures by Economic Classification

An in-depth analysis of Lebanon'’s public expenditure structure over the 2019-2026 period reveals
a chronic structural imbalance, where operational spending overwhelmingly dominates at the
expense of productive investment. This deepening distortion paints a clear picture of a budget
primarily designed to maintain the continuity of existing authorities rather than to stimulate
economic growth or build a stable and sustainable financial future.

A. General Structural Imbalance: The Absolute Dominance of Current Expenditures

The most prominent feature of the budget structure is the overwhelming share of current
expenditures, which accounted for between 89.1% and 98.3% of total spending throughout the
period. This reflects a rigid expenditure pattern heavily concentrated on covering operational
costs, leaving a very narrow fiscal margin for capital investment.
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amounts to creating a false accounting balance—one achieved at the expense of economic
reality and social justice. This approach does not address the crisis; it merely postpones it
and conceals its real dimensions.

2. Fragility of Financial Planning and Lack of Credibility

® mmediate exposure of the structural deficit: The financial plan relies on overly optimistic
assumptions regarding revenue generation. Any failure to meet projected revenues will
immediately expose the underlying structural deficit that remains unaddressed,
undermining the credibility of the entire framework.

® Data gap: Financial planning is further weakened by dependence on outdated and
inaccurate data. Even in the first draft of 2026 budgets, the most recent official figures
on revenue collection date back to 2021, revealing a severe transparency and
accountability gap.

3. Neglect of Essential National Priorities and Abdication of Responsibility

®  [iscal shortfall and moral disengagement: Drafting a balanced budget on paper while
deliberately ignoring the real cost of rebuilding the infrastructure and social fabric
destroyed by the ongoing '"Israeli” aggression is not merely a financial shortcoming; it
represents an abdication of the state’s fundamental responsibility toward its citizens,
even though symbolic initiatives.

® Delayed recovery and mortgaging the future: This approach traps the economy and public
finances in a vicious cycle, delaying genuine recovery and tying the countrys future to
foreign aid under difficult conditions and at higher costs.

®  Magnitude of the unaccounted challenge: It is noteworthy that the estimated direct cost
of reconstruction is around USD 6.8 billiong, exceeding the total projected public
expenditure for 2026, estimated at USD 5.9 billion, based on the exchange rate adopted in
the budget.

3 The revenue collection data for 2024 was included in the second version of the 2026 budget.

* World Bank. 2025. “Lebanon Rapid Damage and Needs Assessment (RDNA).” Washington, DC: The World Bank.
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This inflated state role was reflected in extensive spending on subsidies and public employment,
an unsustainable model dependent on excessive borrowing. With a financial gap of -5% of GDP,
the deficit was not cyclical but rather structural, deeply rooted in the economic framework. The
rapid deterioration in 2020 marked the collapse of this model, signaling the exhaustion of the
financial system's ability to generate revenue at a pace sufficient to cover rising expenditures,
after depleting most fiscal resources, including tax revenues.

Phase Two (2021-2023): Economic Adjustment through Hyperinflation

During this stage, the state resorted to hyperinflationary financing as a harsh corrective
mechanism for its deteriorating financial reality. The drop in public spending to only 7% of GDP
was not a routine decline but reflected a massive contraction in the state’s functions and role.
When inflation explodes, nominal GDP grows at astronomical rates; since state budgets are
approved in nominal terms and remain relatively rigid, their real value evaporates, causing a
dramatic collapse in the ratio of public spending to GDP. This was not a voluntary contraction but
a forced contraction, dictated by the dynamics of the crisis.

The most telling indicator is that the deficit remained at -2% of GDP despite this drastic
contraction, confirming that the problem lay not only in spending levels but also in the collapse
of the tax collection system. This means that the structural dysfunction of public finance persisted
even after the state’s functional reduction.

Phase Three (2024-2026): Engineering the “New Normal’

This phase is portrayed as a strategic transition from crisis management to the establishment of
a new financial model, one that fixes both revenues and expenditures at around 16% of GDP,
thereby making any return to the pre-crisis scale of state activity practically impossible.

This shift toward a smaller public sector and a more austere budget is most clearly expressed in
the declared goal of achieving a “zero deficit’ (0% of GDP), a cornerstone of the adopted financial
policy. This goal serves as a key tool for polishing the state’s image and projecting misleading
signals of fiscal discipline, ostensibly to restore confidence among international financial
institutions and donor entities. However, this policy is far removed from the “financial
engineering” typically associated with crises; it deepens and prolongs the crisis over time.

The implications of this misleading financial policy are serious, most notably the
following:

1. Erosion of Transparency and Postponement of the Structural Collapse

® A fictitious accounting balance: Achieving a “zero deficit” through the selective exclusion
of public debt servicing (especially Eurobonds) and the future costs of reconstruction
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Figure 1: Total Public Revenues and Expenditures (in million LBP)
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2026 2025 2024 2023 2022 2021 2020 2019
Total Expenditures (Millions LBP) 534,715,617 445,214,214 308,435,224 181,923,000 40,873,087 18,259,420 18,231,793 23,105,575
Total Revenues (Millions LBP) 534,715,617 445,214,214 308,435,224 147,739,405 29,985,390 13,572,249 13,395,988 18,782,966
Overall Deficit or Surplus (Millions LBP) 0 0 0 -34,183,595 -10,887,697 -4,687,171 -4,835,805 -4,322,609
Change in Public Expenditures (LBP, %, nominal) 20.1% 44.3% 69.5% 345.1% 123.8% 0.2% -21.1%
Change in Public Revenues (LBP, %, nominal) 20.1% 44.3% 108.8% 392.7% 120.9% 1.3% -28.7%

Source: Prepared based on an analysis of draft and enacted public budget laws (2019-2026)

The analysis of public finance developments as a percentage of GDP (as shown in Figure 2 below)
goes beyond mere numerical observation to present a comprehensive economic narrative that
reveals a fundamental transformation in the state’s role. This transformation unfolded amid the
structural crisis and the logic of the financial policies adopted, shedding light on the hidden risks
of the “zero-deficit” strategy, particularly given the complete absence of public debt restructuring
costs, as well as the financial burdens of war and reconstruction, from the official accounts.

Phase One (2015-2020): Symptoms of an Unsustainable Model

This phase was not merely a prelude to the crisis; it was its very incubator. Between 2015 and
2018, total public expenditure averaged about 29.1% of GDP, accompanied by an overall deficit of
-8.7%. During this period, the foundations of Lebanon’s prevailing economic model began to erode,
culminating in the full-scale financial collapse that emerged publicly in late 2019. The fact that
public spending reached nearly 29% of GDP in 2019 indicates that the state’s economic role had
expanded far beyond its real financing capacity.
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First: Total Revenues and Expenditures

Lebanon'’s public finances between 2019 and 2025 can be divided into two distinct phases, each
reflecting fundamentally different economic priorities and policy orientations, as follows:

Phase One: Continuation of the Structural Deficit (2019-2023)

This period was marked by a sharp financial imbalance, characterized by a steadily widening gap
between state expenditures and revenues. The most prominent feature was the exponential
inflation of financial figures. Total public spending rose from around 18 trillion Lebanese pounds
in 2021 to 181 trillion pounds by 2023. However, this massive increase was not indicative of real
economic expansion, but rather the direct result of hyperinflation and the adjustment of the
official exchange rate adopted by the government in its budget estimates, thus inflating the

figures without any actual improvement in real economic conditions.

Although revenues recorded a nominal increase during this phase, they remained far below the
enormous growth in expenditures, leading to a structural and persistent deficit that reached
critical levels, peaking at -26.6% of expenditures in 2022, compared to -25% in 2020 and 2021.
Although this ratio declined to —-18.8% in 2023, it remained a clear indicator of the severe financial
pressures faced by the public treasury.

Phase Two: The Zero-Deficit Approach (2024-2026)

This phase represents a complete shift in financial policy, with the adoption of a new approach
aimed at achieving absolute budgetary balance. The defining feature of the financial framework
for the years 2024-2026 is the setting of the deficit at zero for three consecutive years, with the
stated goal of fully aligning planned expenditures with projected revenues.

For example, in the 2026 budget, both total revenues and total expenditures were set at exactly
534,715,617 million Lebanese pounds, following a continuous upward trajectory in the overall
budget size. This confirms that inflationary effects and exchange rate dynamics remain key
factors in financial planning, even amid efforts to achieve balance.

While this apparent shift may seem like a notable financial achievement, a deeper analysis,
drawing on the political economy of public finance, reveals a far more complex reality. Presenting
a zero-deficit budget often reflects an attempt to evade the crisis, through the deliberate
concealment of latent financial risks and substantial off-budget liabilities, foremost among them
the sovereign debt service related to Eurobond obligations.
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Introduction

The public budget in Lebanon has acquired exceptional importance in the current phase, serving
as an analytical tool that reflects the fiscal policies of the official authorities in managing the
financial collapse and its repercussions, exacerbated by the recent Zionist aggression, which has
intensified the economic and social crisis.

This crisis is not the result of coincidence or a transient external shock; rather, it stems from
decades of unsustainable political practices, corruption, and mismanagement of financial and
economic affairs. At its core lies a rentier model rooted in clientelism, political and sectarian
favoritism, and the dominance of a political-financial elite that has drained state resources and
institutions for its own interests and ends.

The war, blockade, and U.S.-Western-Gulf sanctions have further amplified the effects of this
collapse by deepening the fiscal deficit, widening social disparities, and undermining the state’s
capacity for recovery.

This report aims to provide a descriptive and in-depth analytical reading of Lebanon’s fiscal policy
during the period 2019-2026, based on the laws and draft bills related to public budgets. It also
examines the evolution of revenue and expenditure items in parallel with the progression of the
crisis, with the goal of identifying the indicators and transformations affecting the prevailing
economic model and the social contract between the state and society.

The central hypothesis of this report is that the striking shift from chronic structural deficits in
previous budgets to the so-called “zero deficit” in the 2026 draft budget does not reflect genuine
economic recovery or actual fiscal discipline. Rather, it represents an advanced form of “creative
accounting™, aimed at fabricating an illusion of financial stability primarily directed toward the
international community, particularly the International Monetary Fund (IMF).

However, the IMF warned in its latest statement that the fiscal framework of the 2026 budget
lacks credibility>. It is based on unrealistic assumptions regarding revenues and expenditures,
while neglecting the essential structural reforms that constitute a prerequisite for any genuine
rescue plan. The Fund stipulates that any increase in expenditure must be accompanied by
effective measures to enhance revenues, including improvements in tax and customs collection;
otherwise, the budget will remain a cosmetic attempt to embellish figures without addressing the
underlying deficit.

' Amat, Oriol and Gowthorpe, Catherine, Creative Accounting: Nature, Incidence and Ethical Issues (April 2004).
UPF Working Paper No. 749, Available at
SSRN: https://ssrn.com/abstract=563364 or http://dx.doi.org/10.2139/ss11.563364

* International Monetary Fund (IMF). (26 September 2025). IMF Staff Concludes Visit to Lebanon. Washington,

DC.URL: https://www.imf org/en/News/Articles/2025/09/25/pr-25316-lebanon-imf-staff-concludes-visit-to-lebanon
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