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NOTE:

In the absence of two Economic Officers, the Civil Air Attache.
and the Labor Attache, and under an unusually heavy pressure of daily services
to United States business, the Biweekly Economic Review will be submitted in a
streamlined and abbreviated form until further notice. The editorial policy
will be to report and analyze concisely items indicating trends and develop-
ments not suitable or not as yet ready for treatment in other media of official
communication with the Department.

I. OFFICIAL USE ONLY - General Trends

Lebanon these days is living through a suspended clash of particular
economic interests. The LEPCO strike deadline expires on October 17; the
textile crisis has again been postponed, until the end of October; the basic
cost-of-living problem is promised government action before the end of December.
The Government, or sections of it, appears to be emerging as a sort of national
conscience, elaborating plans of social security, cheap housing, controlled
food prices, and free medical care for salaried employees.

Cautious confidence is returning to the economic elite: during the first
week of October, the volume of transactions on the Stock Exchange rose to
LL 722,500 ($229,365)*(five sessions) as compared with LL 619,657 ($196,716)
(four sessions) of the previous week. This is little over one-half of the
average normal high level during untroubled periods. Wholesale trade,
propelled by orders placed before the troubles set in, continues to move
ahead. Customs receipts for September of this year stood at LL 8,361,000
($2,654,286) as compared with LL 7,850,036 ($2,492,075) of the same month
last year. For the first nine months of 1960, customs receipts totaled
LL 80,540,890 ($25,568,537), LL 18,098,254 ($5,745,477) over the LL 62,442,636
($19,823,059) total during the first nine months of 1959. Retail trade, too,
is temporarily on a level higher than the vigorous normal, owing to the
opening of the school year. Rising urban prosperity is indicated by the fact
that new car registrations during August 1960 rose to 741, as compared with
441 during August 1959, continuing a mounting trend which observers had thought
limited to the first half of the year (See BER 22). The Government's ambitious
public works projects are attracting the interest of that segment of United
States business which is already in the foreign field.

II. UNCLASSIFIED - Industry: Government Wins
First Round in Textile Crisis (see BER 26)

Not having obtained satisfaction of their demand for a higher tariff
by the September 30 deadline, the Arida Mills began laying off their workers
on October 3 by dismissing a first group of 260 employees. The United Unions
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thereupon immediately announced that a general strike would be declared

unless the 260 discharged employees were reinstated within 48 hours.

Acting Minister of Finance Maurice GEMAYEL gave support to the unionists

by threatening to "requisition" the textile plants in the event of layoffs.

On the expiration of the union's deadline, October 5, Arida called back the

260 discharged workers. There were no layoffs at the other textile plants.

The Government appointed a committee to "establish the cost price of imported

textiles and, on the basis of it, determine the protection to be accorded to

the various qualities of national products." The new committee, which

includes representatives of the Government, the industrialists and the

merchants, has been asked to submit its report by the end of October.

All parties concerned, including the industrialists, have accepted the

new deadline.

LIMITED OFFICIAL USE - Comment

The Embassy has been reliably informed that the Government is in

possession of facts indicating a non-identity of interests between the

Aridas and the other textile millowners; and also between George ARIDA

(who through his son Anwar has been leading the campaign for higher tariff

protection) and his two brothers. Another well informed Embassy contact

has corroborated this analysis of the situation by stating that (a) the

other textile millowners have been and are willing to go along with the

Aridas only as long as the action of the latter may result in higher duty

on imported textiles; and (b) George Arida and his sons are so heavily
indebted to several banks, due to their inordinately high living standard,

that they would benefit from a nationalization of the Arida Mills. The
Embassy believes that, having won the first skirmish, the Government is

counting on scoring a final victory by isolating the Aridas from the other

millowners and, if possible, from each other.

III. CONFIDENTIAL - Foreign Trade: United States
Company Fights Charges of Fraudulent Updatinq

Early in September an allegation was published in the Arabic-language
press that Khalil FATTAL, Beirut distributor of Squibb & Sons, fraudulently
updated 250,000 vials of crystacillin in his Beirut Port Free Zone warehouse.

The Embassy's efforts to assist Squibb in defending itself against the

charge have been reported to the Department (Embtels 307, September 23, 1960,

and 337, October 5, 1960). No significant development has taken place since
September 30, when a representative of the Minister of Health visited the

Embassy and was handed a verbatim text of a Food & Drug Administration
authorization to update the controversial batches of crystacillin from
1957 to 1962. In accepting the verbatim text, the representative expressed
himself far from being satisfied with it and stated that, regardless of the

new expiration dates certified by FDA, the Ministry of Health would accept
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as valid only the original expiration dates as given in the 1958 edition

of the United States Pharmacopoeia, and that it would probably carry the

case to the World Health Organization.

LIMITED OFFICIAL USE - Comment

The Beirut Squibb representative has informed the Embassy of his belief

that there are probably two motivating forces behind the Health Ministry

action against Fattals (1) Some sort of blood feud between the Minister

or his representative on one side, and Fattal on the other; and (2) the

representative's hope of working a "shakedown." The Embassy is continuing

its efforts to assist Squibb in view of the FDA authorization and of the

detrimental consequences to United States exports to the Middle East unless

the charge of fraud is dismissed.

IV. UNCLASSIFIED - Government Policy: Minister States

Conditional Preference for United States Company

in Road-Building Program (see BER 24)

On September 6 an Embassy officer called on Minister of Public Works

Osman DANA in order to ascertain the scope and magnitude of the Government's

road-building program, of which repeated announcements have been published.

The Minister stated that, according to present plans, the program would cost

about $20: million and ;that invitations to bid would be issued to a limited

number of foreign companies in about nine months. Financing by the companies

invited would be included in the Book of Specifications. The Minister

explained that he would prefer to avoid a process of adjudication and might

ask the Cabinet for full powers to negotiate the details of the project with

a United States company, or with a group of foreign companies.

OFFICIAL USE ONLY - Comment

The Embassy officer used the occasion of his call on the Minister to

introduce the Beirut representative of Morrison-Knudsen. The Minister

appeared greatly impressed with M-K accomplishment and asked the M-K repre-

sentative to state in writing the willingness of his company to undertake

the road-building project. The M-K representative, while eager to get the

Lebanese contract, told the Embassy officer that financing by the contracting

company might prove to be a serious stumbling block as far as M-K is concerned.

V. LIMITED OFFICIAL USE - Government Policy: United States

Company Will Bid for Telephone Contract (see Embassy's

G-40., August 16, 1960, and G-52, August 30. 1960)

The Embassy has been able to obtain from the Minister of Posts and

Telegraphs a copy of the Avant Projet for the planned nationwide extension

of the interurban telephone network. The Avant Proiet, which will serve

as a basis for the Book of Specifications, has been placed at the disposal

of the Beirut I.T. & T. representative.

CONFIDENTIAL
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LIMITED OFFICIAL USE - Comment

The Embassy has been advised by the Beirut I.T. & T. representative

that there is only one manufacturer in the United States (Western Electric

Company, an associate of American Telephone & Telegraph Company) of the type

of equipment specified in the Avant Projet, but that the present policy of

that company does not include the exportation of the equipment specified.

The Beirut I.T. & T. representative has further stated that a United Kingdom

associate of his firm, the Standard Telephones and Cables, Ltd., will be able

to meet the specifications and conditions of the Avant Proiet and, eventually,

of the Book of Specifications.

VI. OFFICIAL USE ONLY - United States Exports:
United States Company Distributor Worried
About Loss of UNRWA Contract

The Embassy was informed on October 7 by the Beirut Remington Rand

distributor that UNRWA headquarters in Beirut had decided to shift UNRWA-

wide standardization from Remington-Rand to Olivetti typewriters, owing to

the lower Olivetti price and to alleged dissatisfaction with Remington-Rand

servicing in Syria. Involved are 200 machines at LL 400 ($127), or a total

contract of LL 80,000 ($25,397).*

OFFICIAL USE ONLY - Comment

The Embassy has brought the matter unofficially to the attention of the

UNRWA Acting Director, together with a Rem-Rand offer to match or even go

below Olivetti prices, and also to provide satisfactory servicing in UNRWA

offices located in the Syrian Region.

VII. UNCLASSIFIED - Economic Development:
Litani River Project Inches Ahead

A number of reports have appeared in the press that major construction

activity on the Litani River project is about to be resumed following a

decision taken at a meeting of the Litani Office Administrative Board last

Monday.

OFFICIAL USE ONLY - Comment

The best information available to the Embassy indicates that these

reports are erroneous. Work was resumed on a small scale at the Karaoun

dam site some weeks ago and operations aimed at preventing future--

cave-ins are continuing in the Awali Tunnel, but there is no indication

that resumption of construction activity on-a large scale is imminent.

CONFIDENTIAL

*LL 3.15 = $1



Page 6
Despatch 236

CONFIDENTIAL Beirut

According to Litani Office sources, such activity must await the formation
and arrival of the Construction Management Team recommended by the IBRD
(see BER-22). The final decision as to the composition of the team still
remains to be taken by the Litani Board. The Embassy has recently received
a report that Salah HELWANI, a recent appointee to the Litani Administrative
Board, is being prominently considered to replace Ibrahim Bizri as managing
director of the Litani Office (see BER-25). Such a development would be
welcome since it is believed that Mr. Helwani would make a vigorous effort
to carry out the corrective measures suggested by the IBRD.

VIII. UNCLASSIFIED - Labor: Further Labor Trouble
at Least Temporarily Postponed (see BER-26)

As predicted, the bank employees' success in winning an average 9%
cost-of-living wage increase resulted last fortnight in a series of
"ultimatums" from various other important unions, demanding similar treatment.
In a number of instances strike deadlines were set, all of them falling
during the period October 15 - October 31. In a separate development over
900 employees of the Arida textile mills staged a brief walkout in protest
over the discharge of some 260 fellow workers claimed by the management tobe superfluous at the present level of production (see item II above).
Following government intercession the discharged employees were rehired
pending an attempt by a three-man ministerial committee to find a workable
solution to the textile impasse. The Government agreed that the committee
would report on its proposals before the end of October. Meanwhile theLEPCO strike was suspended following mediation by the Ministry of Labor.
It was agreed that negotiations would continue until October 14 under the
supervision of the Ministry's Director General, and that the company wouldpay the wages of the employees during the nine days they were on strike.
If an agreement is not reached before the stipulated deadline, it is assumedthat the union will renew its walkout effective October 17.

OFFICIAL USE ONLY - Comment

The next fifteen days will be critical ones for the Government in itsattempts to avert further work stoppages by means of persuasion. Whilethere have been indications that the Government is prepared to adopt whatever
measures may be necessary to prevent substantial layoffs in the textile
industry, it is not yet clear whether the Government will give tacit approval
to the spreading demand for cost-of-living pay increases, perhaps based onthe formula arrived at in the settlement of the bank strike, or whether itwill continue to maintain its traditional hands-off policy except in the roleof mediator.

Contributor: Ro ert McClintock
CBCook

Copies - Amembassies Amman, Ankara, Baghdad, Cairo, Jidda, London, Paris,
Tel Aviv, Tripoli; Amcongen Aleppo, Damascus, Dhahran;
Amcons Aden, Kuwait

CONFIDENTIAL
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SUBJECT: IRFED Analysis of Lebanese National Economy

SUMMARY

Current French research on the Lebanese economy recognizes

historical change as-a controlling factor and recommends measures,

in the form of a loose five-year plan, to direct the change for

the benefit rather than to the detriment of the social group and

its members. Major observations made by the researchers pertain
to the disparate rates of increase exhibited by population and

national income, an excessive difference between living standards,

the necessity to raise the annual rate of economic growth to at

least 4.75%, the fragility inherent in the "double" economic
structure, and the disorganized growth of Beirut. Among dis-

advantages the report lists the unbalanced contributions of the
various income-producing sectors to the national product, the

contrast between a negative balance of trade and a positive
balance of payments, the uncertainty of continued foreign aid,

the vulnerability of investments by Lebanese abroad and by citizens

of Arab countries in Lebanon, and the neglect of agriculture and

industry. On the other side of the ledger the report enumerates

as economic advantages Lebanon's international role as a supplier

of services, the business sense of many Lebanese, and the Lebanese

network throughout the world.

Among the principal positive factors making for Lebanese

economic development the researchers point to Lebanese sovereignty,
overseas Lebanese, variety of agricultural production, favorable

climate, increasing use of irrigation, soil conservation and

4 improvement, technical progres.s in the countryside, and the future

role to be played by Lebanese specialists. There are, however, the

report stresses, countervailing negative factors, such as politico-

economic insecurity, excessive individualism, defeatism with

respect to industrialization, and lack of statistical information.
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After evaluating observations in the light of positive and

negative factors, the report sets up a system of priorities, in

which a prominent place is occupied by organizational matters

(statistics, economic research and planning), water supply,

roads, electric energy, schools, and educational reforms.

In the course of an oral expose before the Cabinet,

Research Director Father Lebret castigated the Lebanese for

their interest in immediate profit, a waste of resources and

efforts, intense individualism, an "economy of insecurity,"

and a tendency to appear before the world as a "mendicant.;

The French researchers recommend that Lebanon should pass

from a "quasi-absolute liberalism" to a "limited liberalism,"

and second, on an extended scale, the recent findings and

suggestions of USOM expert Higgins. The Embassy sees no reason

thus far for vigorous disagreement either with the French

analysis or with most of the recommendations based 
upon it.

As enclosure to this despatch the Embassy transmits to the Department

an undated government press release and a Note, dated September 22, 1960,

to the President of the Lebanese Republic from the Centre International de

Formation et de Recherches en Vue de DeveloppementHarmonise (IRFED).

Both documents are pertinent to a current comprehensive economic and

social survey of Lebanon by a mission of IRFED, a French economic research

organization. The IRFED mission, under the direction of Father Louis-Joseph

LEBRET, has been at work in Lebanon since February 1960 by virtue of a

contract signed with the Ministry of Planning on October 23, 1959. A final

IRFED report will be submitted at the end of the year and published early in

1961.

The two documents transmitted as enclosures with this despatch contain

a preliminary version of the final report. The press release summarizes an

oral presentation on September 21 of IRFED findings by Father Lebret before

a session of the Lebanese Cabinet held under the chairmanship of President

Chehab; the Note, a copy of which was handed by the President to the

American Ambassador as a courtesy gesture, contains a fuller summary of the

IRFED survey and was submitted to the President at his request subsequent

to Father Lebret's oral presentation.

The IRFED analysis of the Lebanese economic situation is of interest

not only per se, but also because of its chronological coincidence with a

report on certain aspects of the Lebanese economy by the USOM expert Higgins

(for a summary of which see the Embassy's above referenced communication).

OFFICIAL USE ONLY
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The main difference between the reports submitted by the French and Canadian
experts lies in the fact that the former is an all-embracing survey, with
recommendations, of the entire Lebanese economic structure; while the latter
is primarily an examination of Lebanese fiscal policy with a view to
increasing state revenues. Additional differences distinguish the two
reports in that the French study presents the results of staff work carried
out over a period of seven months by a group of economists and sociologists,
while the USOM analysis was accomplished over a period of three months by a
single specialist. In its economic analysis the French study is based on
field work undertaken in all representative Lebanese geographical and social
strata; the USOM analysis is a result of consultations with Lebanese economists
and other members of the economic elite, and an examination of records and
practices. On the whole, the French report is sociological in its scope and
final impact; the USOM study is a piece of specialized and well-defined
economic research.

In spite of these divergences the two reports are in agreement as far
as analysis and recommendations are concerned. They contend, in essence,
that the Lebanese economy, like all other manifestations of human society,
is subject to historical change and that therefore reforms are necessary if
the change is to have a beneficial rather than a deleterious effect on the
social organization and its component individuals. While the Canadian expert
remains professional and rather reserved in presenting these basic findings,
the French priest-economist occasionally lapses into the castigating zeal of
the missionary in enumerating the shortcomings of his audience.

This tendency is especially noticeable in Father Lebret's oral presenta-
tion (Enclosure I). He declares that the Lebanese investor is "interested in
activities that yield an immediate profit"; that in Lebanon "the wasting of
resources and efforts is very great"; that the country is "dominated by an
intense community individualism"; that it lives in an "economy of insecurity",
and that, given all its positive factors of development, "it would be
scandalous '-for Lebanon to depend on foreign countries more than on itself
in raising its standard of living,"and to appear before the world as a
"mendicant."

Father Lebret tells his distinguished audience that Lebanese economy
is dominated by the following basic factors:

1) Population increase is in excess of economic growth.
By 1975 Lebanon will have nearly 2.5 million inhabitants
instead of the present 1.6 million.

2) There is a "disquieting" difference between the living
standards of the various geographical and social strata.

OFFICIAL USE ONLY
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3) A "double economic structure," characterized by a

predominance of commercial operations at the expense of goods

production, renders the country particularly "fragile."

4) Technical knowhow is still insufficient; rapid gain is

desired; industrial products are not as yet competitive.

5) Owing to its geographical situation and to the exis-

tence of overseas Lebanese, Lebanon is in an advantageous

position to find world markets for its industrial and handi-

craft products, and also to assist developing countries.
Lebanese experts, once produced in sufficient quantity and

quality, may be preferred by such countries to specialists

from the great powers.

In view of the above basic factors, Father Lebret recommends to his

audience a not-too-rigid five-year plan, in which high priority would be

given to the water supply; and, in decreasing importance, to roads,

electric energy, schools, and educational reforms. In addition, the

following measures should be taken:

1) Town planning, to arrest the "anarchic" growth of

the capital.

2) Rural planning, including development of agriculture

and handicrafts.

3) Establishment of a state statistical organization.

4) Reinvigoration of village life through the training

of "versatile" and technically competent teams of experts.

5) An efficient governmental machinery and collaboration
of "the privileged classes" for- the common good of the nation.

Father Lebret's oral analysis and recommendations are reiterated at

greater length, with less fervor and more technical jargon, in the detailed

Note of September 22, 1960 (Enclosure II). After defining the socio-

economic principles by which IRFED has been guided in its research, the

Note lists (a)major observations; (b) disadvantages and advantages of the

Lebanese economic structure; (c) principal positive and negative factors

in Lebanon's development; and (d) a system of priorities for operations

to be intensified or to be undertaken.

OFFICIAL USE ONLY
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The major observations made by IRFED pertain to the disparate rates of
3 increase exhibited by population and national income; the excessive difference

between living standards; the necessity to raise the annual rate of economic
growth to at least 4.75%*; the "fragility" inherent in the "double" economic
structure; the essential role of services in maintaining Lebanese prosperity;
the incipient stage of utilizing the limited national resources; the importance
of sociol oical factors; the danger of "polarization" resulting from the
growth offcapital; the insufficiency of utilizing water and communications;
and the "parasitic" character of certain private or public services.

The disadvantages of Lebanese economy are reported as a lack of balance
between contributions to the national product by the various income-producing
sectors; a contrast between the negative balance of trade and the positive
balance of payments; an inadequate rate of increase of emigrants' remittances
in comparison with the rate of population growth; the uncertainty of continued
foreign aid; the vulnerability of transfers from investments abroad and of
capital moving into Lebanon from neighboring Arab countries; external develop-
ments (European common market, for example) having a detrimental effect on
the demand for Lebanese services; excessive public optimism; neglect of
agriculture and industry; and the prevailing influence of an adventurous and
speculative mentality.

On the other side of the ledger, IRFED reports as economic advantages
the special aptitude of Lebanon as far as international services are concerned,
the business sense of a large number of Lebanese, and of the far-flung
relations maintained by the inhabitants of Lebanon with the rest of the world.

The principal positive factors of Lebanese development are summarized
by IRFED as follows: the existence of Lebanon as a sovereign entity; Lebanese
"presence" in a great number of foreign countries; the variety of agricultural
production; favorable climatic conditions; the possibility of increasing
agricultural production through irrigation; soil conservation by terrace
multiplication; the initiative taken in soil improvement from the commercial
point of view; a growing number of agricultural technicians; an increasing
desire for technical progress among the peasants; the possibility of
attracting Lebanese investors to industrial ventures; the facility of dis-
tributing Lebanese products throughout the world by means of the international
network of overseas Lebanese; the future role to be played by Lebanese spe-
cialists who should be trained now; and the "operational" business sense of
the Lebanese people.

The countervailing negative factors are listed as follows: a state of
insecurity in the Lebanese economy resulting from political factors present
in the Near and Middle East; the personal rather than collective character
of the overseas Lebanese network; an insufficient volume of knowledge con-

OFFICIAL USE ONLY
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cerning physical resources; a spirit of defeatism with respect to industriali-
zation; a lack of statistical information; the difficulty, in view of local
conditions, to reach a high level of specialization; Lebanese individualism,
which works against a sharing of experience by the producers; excessive
differences in living standards; and the disorganized growth of the capital.

Proceeding from the foregoing analysis, IRFED sets up the following
system of priorities for operations to be intensified or to be undertaken:

A-l: Establishment of a central statistical service;
A-2: Establishment of an economic research service;
B-1: Strengthening of the existing Planning Board;
B-2: Training and assigning teams of "versatile" technicians;
B-3: Establishment of a documentation and information service;
C-1: Highway network;
C-2: Railroad network;
C-3: Harbors;
C-4: International airport;
C-5: Telecommunications;
C-6: Electric Energy;
C-7: Drinking water;
C-8: Hygienic installations;
C-9: Education
D : Town planning
E-1: Soil conservation;
E-2: Irrigation and drainage;
E-3: Reforestation;
E-4: Soil utilization;
E-5: Agricultural labor;
E-6: Diffusion of agricultural knowledge;
F : Development of industry and handicrafts;
G : Development of tourism;
H : Extension of agricultural, industrial, and handicraft credit facilities;
I : Fiscal reform with a view to raising the revenues of the state;

It is interesting to note that under this final heading IRFED adopts the
basic analysis and certain recommendations of the Higgins report (see Embdesp
212, September 29, 1960). In specific, IRFED repeats Higgins' recommendation
that customs duties should be assessed on the actual (free) rather than on the
fictitious (official) rate of exchange and should be scaled according to socio-
economic necessities.

The crux of the IRFED study is found in one of the closing paragraphs of
the Note, which states, as indispensable for Lebanon, "the passage from a
quasi-absolute liberalism to a limited liberalism." This, in a more restricted

OFFICIAL USE ONLY
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framework, is also the diagnosis of the Higgins report. Manifestations and
symptoms of the current Lebanese passage from quasi-absolute to limited
economic liberalism have been and are being reported by the Embassy to the
Department.

The Embassy sees no reason thus far for vigorous disagreement with the
IRFED analysis of Lebanese economy; considers the recommendations constructive
from the Lebanese point of view (though in the matter of tariffs injurious to
United States commercial interests); and regards the list of priorities as
reasonable but subject to change.

Upon publication of the full IRFED report in 1961, the Embassy will
transmit a sufficient number of copies and revert to further reflections on
the character and implications of current research on the Lebanese national
economy. . A

Ro rt McClintock

Enclosures:

Press Release
IRFED Note, September 22, 1960
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ENCLOSURE I

Page-
Encl.

Desp.

From

Son E,cellence, 1. President do la Republique a rogu, 1.
September 1960 le R.P. Lebret, Directeur de lItnstitut IRFED.
Etait accompagne de quelques membres de la Mission, charge. de
situation economique et social du Liban.

1 of
No. 1
No. 239

lundi 19
L Pere Lebret
l'etudeo sur la

L'entrevue avec le President de la Republique a durE deux heures.

Apres un expose gEndral sur l'enquete qui a EtE mende a travers le Liban,
Le Pare Lebret a formula quelques unes des conclusions quo fait ressortir cette
Etude.

Ia mercredi
prdsidence de M.
du Gouvernement.
dre l'avion pour

21 September, la meme reunion s'est tenue, a Sarba sous la
le President de la Republique et en presence de tous les membres
Le President Salam a tenu A assister a cette reunion avant de pren-

prendre part aux travaux de l'AssemblEe Generale des Nations-Unies.

Lt6tude commenc6e en f~vrier 1960, a dit le Pre Lebret, a ports sur
l'ensemble du pays, divis4 en quatre regions, plus Beyrouth, consid6r6e came
entity apart. Chaque regions a 6t6, elle mae divis6e en zones et en sous-zones,
pr6sentant les uemes caracteres.

Dans cette Etude, la Mission 6tait aide, d'une part, par des enqueteurs
libanais, et, d'autre part, par des etudes particulieres qui avaient 6t6 ddja entre-
prises soit par des sp6cialistes libanais, soit par des experts strangers.

De cette Etude resulte un certain nombre de donnes fondamentales dont nous
donnons, ici, les plus importantes :

1. La croissance de la population se fait A un rythme acc6ldr6. De 1.600.000
habitants, le Liban aura passe A 2.400.000 habitants en 1975. A cette
croissance ddmographique, doit correspondre une croissance economique
certain. Ce qui n'est pas le cas, surtout si l'Etat ne prend pas
d'urgence les mesures nEcessaires.

2. Lt6tude a r~v41 -galement une difference excessive, et, donc, inquistante
des niveaux de vie entre les zones et centre les couches sociales, un
tr4s gros effort doit 8tre entrepris, dans le plus bref ddlai, pour
rdmdier & cette situation.

3. Dans son exposE, le PAre a abordE la double structure Economique du
Liban. La predominance des operations commerciales par rapport & la
production national, presented une fragilitE particular au pays. Il
faut pour rEtablir l'equilibre, une exploitation optima des resources
naturelles du Liban, surtout dans les domaines de agriculture et de
l'industrie.

4. L'ambiance technique du Liban est encore tres insuffisante. Cela est du,
on partie, f la psychologie de l'Epargnant libanais qui s'interesse
davantage & des activities dont le benefice est immEdiat. Mais tout
indique au'au Liban, cot tat peut et est en train de changer rapidement.
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Et il n'est pas dit que 1e Liban ne pourra pas devenir camptitif, pour
certaines productions industrielles do quality.

5. Le Pre Lebret a fortement soulign dans son expos la vocation inter-
nationale du Liban. "Par son rdseau internationale do presence au monde,
a-t-il dit, 1e Liban est particulibrement bien plac6 pour l'6coulement
do sa production agricole et artisanale. Do meme par extension do
son enseignement technique et supdrieur, it pout former des sp~cialites
dans un grand nombre do disciplines, pour des pays, en voie do
ddvelopoment, L'expert libanais, pouvant etre plus recherch6 par ces
pays, do prtfdrence aux experts dos grades puissances.

6. Aprr ce long expose qui a dure plui d'une here, 1e Pare Lobret a
rdstand, ft l'intention du gouvernement, los mesuros d'urgence qutil
convient do prendre et qui constituent les premiers 414ments dtun plan

* quenquenal.

Certes,, il no aleagit pas d'un plan rigid, a dit le Pere. Maiis une
certain planification s'impose f l'Etat. Celui-ci doit prendre en
charge, et solon un plan rigoureusement rtabli, toute l'infra-structure
physique, matdrielle et ducationelle du pays. Le problee des aux
viendra on tte. Viennent ensuite les problees suivants : r seaux
routers, lquipoment nergtique, lequipement scolaire, et l'adaptation
do ltenseignement aux bosoins 6conomiques et sociaux du pays.

7. Do nae qu'il faut briser la croissanc anarchique do la Capitale et
poser l'obligation de plain d'urbanisme dans routes les villes
secondaires et tortiaires du pays.

8. Le development agricole et artisanal, lamnagement des villages ot
l'aniaation rural sont des activities basiques. L'Offico du ddveloppement
doit procdder lentemen t t mthodiquemnt dans 1iaccomplissement do la
mission qui lui est assigned.

Selon' le Pre Lebret, lo gaspillage des r sources et dos efforts est
iaiense au Liban. il est du & la prEcipitation dans Ciixacution des
projects qui no sont maroment ttudiss.

Il import. beaucoup quo l'Etat cr6. un organism. chargE des Etudes,
des enquetos, de l'laboration des projects et do l'etablissement des
statistiques.

9. Dans la conclusion grsrale .e son expos, le Phre Lebret a soulign
1. caractkre particulier du Liban. Nous reproduisons, ici, quelques
passages do cette conclusion.

"Le Liban, a dit 1. Pore, apparait coame une soietE encore en
transition, domin par un intense individualism. communautaire, d'originoe
religious. L'explication do cot individualism. se trouve dans l'histoire.
Les difficulties quo rencontre la naissane du sons civique ot l'instauration
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d'une forte cohesion national ne peuvent pas 8tre vaincues facilement. Le
probleme du developpement du Liban ne saurait pas se poser seulement en terms
economiques. Crest touted la structure de la nation et de l'Etat qui eat ici
on question.

Toutefois, le Liban a normalement une fonction mondiale qu'il importe de
sauver. It eat a la rencontre de plusieurs civilisations, pour faciliter leurs
contacts et leurs changes. Diverses civilisations sont on relations permanentes
a l'interieur du pays.

Petit territoire par rapport A sa population et a sa vocation mondiale, le -

Liban ne peut vivre sur les seules ressources de son sol. 1 le pourra de moins
en moins, du fait de son taux tres 41eve et de sa croissance demographique
acc4lerde.

Force, donc pour lui de trouver des ressources exterieures, cell des
services rendus, du tourisme et de ltaide des emigres.

n resulte quo 1'conomie libanaise est une 6conomie d'insecurit6,
insecurite dont l'intelligence libanaise doit constanmment triompher.

n faut qu'il se donne une structure gouvernementale d'efficacit6 maxima.
Les dlites doivent considerer quo la cooperation, solon les competences,
en fonction du bien conummn national est A instaurer.

Les classes qui ont 6t6 privildgiees doivent collaborer pour assoir une
economic national et pour cooperer au ddveloppement harmonieux du pays et
attenuer les indgalites socials.

De leau, des routes et des 4coles, voila les conditions indispensable
de tout ddveloppement 6conomique Cquilibr6 et humain.

Mais plus quo lteau, plus quo les routes et plus quo l'electricit6 ii
faut des 6quipes polyvalents, techniquement prepares et qui se consacreraient
& leanimation rural dans les villages.

En terminant, le Pare Lebret a ddclar6 : "n strait scandaleux au pays
disposant de tant de facteurs positifs de developpement - ot pour une grande
parties de sa population dtun ddveloppement ddja acquis et aussieve -

compte davantage sur les pays strangers quo sur lui-moue pour &ever son niveau
de vie. I rejet sur d'autres de lteffort quo l'on ne veut pas soi-mme
accomplir est un des comportements morbides, dont souffre le Liban.

Le Liban pout at doit se ddvelopper essentiellement par son propre effort,
sauf on ce qui concern l'appel a certains technicians dans des domaines quo
peuvent seuls assurer les peuples les plus 4quip~s. I nest pas conform I
la dignity du Liban, a conclu le Pare, de faire dans le monde .figure de quo-
mandeur.
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Il 6tait llh. lorsque la seance a pris fin. Le President de la Republique
a vivement remercid le Pere Lebret de son expose.

I Pare quitte domain le Liban pour le Viet-Nam oft it est attendu. Il sera
do retour au Liban vers le 15 novembre. II fera a ce moment - la un expose plus
complet et radiodiffuss, 1l'Unesco devant lea membres du Gouvernement et du
Parlement et en presence de toutes les elites du pays.

Le rapport 6crit de la Mission sera al ors present au Gouverrmnent. Il
sera public avec tous lea annexes au debut de l'annde 1961.
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NOTE

Since circumstances governing the preparation of economic summaries, last
reported in the Second Quarterly Summary of Economic Developments (Embdesp 66,
August 1, .1960) have shown no' improvement, the Embassy is submitting the present

summary based largely on personal observations and conversations with Lebanese
government officials, U.S. and Lebanese businessmen, and foreign specialists.
In accordance with the Department's wishes, additional supplementary statistical
data will be transmitted as it becomes available. The two-week delay in submittal

is. due to understaffing and to greatly increased services to, and on behalf of,
U.S. business.

INTRODUCTION : The Lebanese Economy as a Whole

The third annual quarter in Lebanese economy is traditionally known for its

reduced business activity. This year third-quarter business activity was even
less vigorous than the normal low, owing to the deterrent influence of domestic

and regional political factors, the rise of cold-war tensions, and the sobering

recommendations of foreign experts. Two such specialists, one Canadian, one
French, separately recognized the fact that the Lebanese economy, like all other
manifestations of human society, is subject to historical change and that

reforms are therefore necessary if the change is to have a beneficial rather than
a deleterious effect on the social organization and the individuals composing it.

The Canadian expert recommended fiscal reform, so that the State may increase' the
revenues necessary for economic growth; the French expert found that a passage
from "quasi-absolute liberalism" to "limited liberalism" was indispensable for
the Lebanese economy.

The factors succinctly stated above appear to have created a perturbed state

of mind and a temporary loss of confidence in the continued possibility of large

and rapid gain on the part of the traders, investors and service-sellers whose

activities have been responsible for Lebanon's high level of prosperity. Among

the industrialists inability to meet foreign competition, fair and unfair,
contributed to the moderately recessional character of the third quarter.

While the trading, speculating and goods-producing economic elite saw its
business threatened by political uncertainty, foreign competition, and rumors

of reform, the salaried and wage-earning rank-and-file found its existence

menaced by an inflationary atmosphere of rising prices and more money in circulation.

Three consecutive years of drought forced many peasants down to subsistence

levels. The double economic structure of Lebanon became more apparent in its

divisive manifestations : a high urban prosperity, benefiting the commercial
middle classes but unshared by the rural population and the wage/salary-earning
groups. A spate of strikes during the quarter marked this socio-economic

dichotomy.
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The now perenial textile crisis brought into sharp focus the suspended

clash of particular interests currently dominating the Lebanese economy. In

this repeatedly postponed emergency, the economic elite is split into opposing

industrial and mercantile camps, the former demanding, the latter resisting,

protective tariffs; while the wage-earners are facing a loss of employment, should

one side-succeed in prevailing upon the Government to safeguard its interests

at the expense of the other. If and when the crisis is resolved through govern-

ment intervention, Lebanon will have taken another step in its passage from

"quasi absolute" to "limited" economic liberalism.

I. FINANCE

(a) Money and Banking

Beirut banks continued to do extremely well throughout most of the period.

It is likely, however, that the normal slackening in business activity, coupled

with a bank strike, had a sufficiently depressing effect to prevent any new

record being set for total bank transactions. Bank clearings for the quarter

totalled LL 529 million ($167,936,508), a drop of LL 20 million ($6,349,206)

from the previous three months but a decrease of only LL 2 million ($634,921)

from the third quarter of 1959. During late September, 18 of the major Beirut

banks, including the Banque de Syrie et du Liban (the Government's bank), were

hit by a 5 day strike (See Section x). With the BSL virtually 1mocked out,

many of the banks which remained open found themselves in straightened circums-

tances by the time the strike was settled. No serious runs developed, however,

and as far as is known, none of the banks involved were more than temporarily

hampered. No new banks were established during the quarter - a rather unusual

situation here - and none went out of business leaving a total of 47 "recognized"

banks operating in Lebanon, in addition to a large number of smaller operations

which have not received the Government's approval.

A significant development during the quarter was the continuing increase

in the currency issue. Following a LL 16 million ($5,079,365) rise during the

second quarter, the BSL released LL 6 million ($1,904,762) more in July and

an additional LL 5 million ($1,587,302) in September bringing the total issue

to LL 427 million ($135,555,555), LL 1 million ($317,460) higher than the previous

all-time record set at the end of the 1958 crisis. Since there was no change

in the gold content of the currency cover during the quarter, the effect has

been to reduce the percentage of gold backing from 82.25 to 80.13. Some

"experts" attribute the sharp increase in currency issue to the need to replace

large quantities of local capital moving to Europe, particularly Switzerland.

While small movements of this nature may have taken place, it appears more

likely that the increase was required to meet an exceptionally heavy demand for

funds in the commercial retail and construction sectors, where expansion is

continuing.
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(b) Taxes

Dr. Benjamin Higgins, the USOM/L economist engaged by the Lebanese
Government to make a critical assessment of the local tax structure, departed

on September 10, after submitting a lengthy report to President Chehab. Dr.
Higgins recommended the introduction of a self-enforcing integrated tax

system which would make it in the interest of at least one party to every

transaction to file an accurate report with the authorities. Since the new

system would involve substantial changes in the present tax structure, with

the main burden falling upon the elite, the Higgins report was received with

some misgivings in much of the press. To date there has been no public

Government reaction.

(c) 1961 Ordinary State Budget

The 1961 Ordinary State Budget was transmitted to Parliament for consideration

on September 30. As is customary, the budget was shown in balance with the

estimated total, given as LL 267,500,000 ($84,920,635). This compares with a
budget of LL 222,235,000 ($70,550,794) in 1960. Defense was again the largest

single budgetary item, amounting to LL 52,727,400 ($16,738,857) compared to

LL 47,434,920 ($15,058,705) for the previous year. Although this is by far the

largest budget in Lebanese history (1960 was the next highest), it has usually
been the case for receipts to exceed estimates by a substantial amount (actual

ordinary receipts in 1959 were roughly LL 251,000,000 ($79,682,540) and expend-
itures to fall below estimates by a lesser amount. If the same precautions

were taken in preparing the present estimates it would appear that, barring a

major calamity, a balanced budget can be anticipated.

(d) Foreign Exchange Market

During the quarter under report the Beirut free foreign exchange market

witnessed a general softening of foreign currencies vis a vis the Lebanese

pound, a trend which was particularly noticeable in the dollar, the Syrian pound

and the Iraqi dinar. While the drop in the dollar was attributed almost solely

to economic factors which temporarily produced an oversupply on the local market,

the fall in the other two currencies would appear to have resulted more from

lack of confidence in the prospects for continued stability in Iraq and Syria.

On June 30 the commercial dollar, Syrian pound and Iraqi dinar (banknote)

stood at LL 3.1675, LL .839, and LL 8.21 respectively. On.September 30 the

quotations were LL 3.1525, LL .835 and LL 8.12. The fall in the latter two

currencies appears more striking when it is noted that on March 31 they were
fairly steady at around LL .864 and LL 8-45.

(e) Stock Exchange

On Beirut's unpredictable stock exchange only 46,099 shares changed hands

during the quarter, or less than half the number of transactions recorded during
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the first three months of the year. The nominal value of the 46 thousand shares
was placed at LL 11.4 million ($3,619,048) compared to a first quarter value of
LL 18.6 million ($5,904,762,1 During the bank strike (September 22-27, see
Section X), the Stock Exchange became completely paralyzed.

II. FOREIGN TRADE AND ECONOMIC RELATIONS

Although customs receipts dropped to LL 26.2 million ($8,317,460) from the
LL 28.6 million ($9,079,365) all-time high of the previous quarter, available
statistics indicate continued growth of foreign trade over the corresponding
1959 level. For the first nine months of 1960, customs receipts totalled
LL 80,540,890 ($25,63,537), an excess of LL 18,091,254 ($5,745,477) over the
LL 62,442,636 ($19,823,059) total for the first nine months of 1959. During
the first eight months of 1960, port activity rose to 1,132,752 metric tons,
an increase of 86,104 tons over the corresponding 1959 figure of 1,046,648 tons.
In comparison with 1957 statistics, however, port activity was only 85% of the last
(1957) pre-insurrection movements. The same is true of transit trade, which
(through Beirut) amounted to only 88,942 metric tons during the period under
review, or about 40% below the 1957 level. Thus, two years after the time of

troubles, the effects on foreign trade are manifested as a limited boom rather

than as a depression.

Transit trade continued at a level below 1957 movements in spite of the

four-nation Inter-Arab Transit Agreement (Lebanon, Jordan, Saudi Arabia.and UAR)

which went into effect on August 1. Since Iraq and Kuwait have not yet adhered,

no large-scale, long-haul transit increase has- taken place. Strong criticism of

the Agreement was voiced by Lebanese truckers, whose interests were said to be

damaged by competition from the railroads, a low allotment of the traffic (22%),
one-way runs, and the high cost of license plates in Lebanon.

At the end of July the Government released the text of a protocol to the
1957 Trade and Payments Agreement with Czechoslovakia, providing for an increase

in trade from LL 8 million ($2,539,682) to LL 9 million ($2,857,143) in each
direction, and promising favorable Czechoslovak consideration "next season"

to the purchase of an additional 500 tons (over 'the agreed 7,000 tons) of
Lebanese fruit. A protocol has also been added to the Lebanese-Polish trade

convention providing for a purchase by Poland of 4,000 metric tons of citrus

fruits. Thanks to newly installed U.S. fruit-sorting and packing equipment,
Lebanese fruit exports are moving somewhat more freely, but still in a predo-

minantly easterly direction.

With an eye toward trade opportunities opening in Black Africa, Lebanon

concluded a Trade and'Payments Agreement with Guinea, providing for an annual

$1 million exchange in each direction. The Congress of Emigrees (See Section VI)

stressed the economic importance to Lebanon of West Africa, where there are

important Lebanese colonies. It was foreseen, however, that commercial penetration

of this area would be impeded by the present lack of direct shipping lines and

by the non-competitive (quality. and price-wise) character of Lebanese industrial
products.
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The Government showed signs of a desire for still closer trade relations

with the West, especially the U.S., by undertaking a study to abolish the

present import-licensing system, and by broaching (unofficially) the possibility

of reopening the question of a Lebanese-American Commercial Treaty. At the same

time, warning was served, primarily with UAR dumping/smuggling in mind, that

the Government would seize industrial and agricultural products which enter

Lebanon in violation of regulations in effect.

One U.S. company (Firestone) found itself in temporary trouble due to

blacklisting. The Schering Co. was removed from the boycott list. Another

U.S. firm (E.R. Squibb & Sons) was indirectly embarrassed by unfounded charges

of fraudulent updating of antibiotics raised against its Beirut distributor.

III. AGRICULTURE

Drought conditions, below-average sub-soil moisture, and an inadequate

supply of'irrigation water resulted in lower yields of all crops. The harvest

period of all fruit crops was shortened.

Livestock in general suffered from shortage of pastures, feeds and water

supply. The carcass weight of sheep and goats was below a year earlier.

Contrary to expectations,the senn pest damage to the wheat crop in the

central Beka'a valley was reduced to a minimum through the natural control

of parasites. A heavy rat infestation in northern third of the Beka'a valley

did not cause much damage because there was hardly any vegetation in that area.

The wheat crop continues to be estimated at 20,000 metric tons, as

compared to 50,000, 35,000 and 25,000 metric tons in 1957, 1958 and 1959

respectively. The current estimate of the total leaf tobacco crop remains

at 3,600 metric tons (farm sales weight), as compared to 3,500, 3,000 and 4,000

metric tons in 1957, 1958 and 1959 respectively. The orange and lemon crops are

at present estimated at 67,000 and 16,000 metric tons respectively. In 1957,

1958 and 1959 orange production estimates were 60,000, 63,000 and 72,000 metric

tons respectively. The estimates of the lemon crop were 16,000, 17,000 and

18,000 metric tons respectively for the same years. The latest estimate of

the grape crop is 30,000 metric tons, comparable to 40,000, 30,000 and 50,000

metric tons in 19579 1958 and 1959 respectively. The fresh olive production is

estimated at 30,000 metric tons. This compares with 30,000, 47,000 and 28,000

metric tons in 1957, 1958 and 1959 respectively. The cotton harvest is estimated

at 200 metric tons of cotton lint. In 1957, 1958 and 1959 cotton lint estimates

were 200, 100 and 250 metric tons respectively. The revised estimate of the

apple crop is 37,000 metric tons compared to 30,000, 33,000 and 50,000 metric

tons in 1957, 1958 and 1959 respectively.

The apple harvest started earlier this season (late in August rather than

early in September) than usual in the Beka'a valley. Early apple exports were

to the usual outlets of neighboring Arab countries. Very small amounts of green

lemons were exported to Syria. The orange and lemon harvests will start in

November. The cotton crop was picked in September.
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In general all fruitsprices at the orchard level were lower than a year

earlier. This picking season apple prices were about 25 percent below last

season.

Early in July the Ministry of National Economy enforced an old French

decree of 1939 banning the importation of flour containing additives. However,

bromated flour already imported and held in customs as of May and shipments for

which irrevocable letters of credit had been opened, were allowed entry. Also,

importers who had bromated flour shipments that were rejected by the customs

prior to July 16 (and were re-exported to another destination) were authorized

to import equivalent amounts of same kind of flour.

Flour imports continued to be low from West Germany, Finland and Italy.

The falling trend in flour imports below a year earlier is due to relatively

low prices of the standard flour produced locally from sample grade wheats

imported mainly from Argentina. The Millers Association has investigated the

possibility of importing sample grade wheat from the U.S. and decided in favor

of it.

IV. INDUSTRY

According to available figures, there were in Lebanon during the third

quarter 3302 industrial enterprises, representing a total investment of

LL 435,631,000 ($138,295,556) and employing about 39,000 workers. The leading

industry was foodstuff (with LL 99 million or $31,428,571 capitalization and
7000 workers); the second, textiles (with LL 66 million or $20,952,381 as

capital and 6000 workers).

Throughout the entire quarter the difficulties of the textile industry

cast a black pall over Lebanese economic life and challenged the government to

hasten the transition in Lebanon from a "quasi-absolute liberal" to a "limited

liberal" type of economy. The August 1 deadline set by the textile manufacturers

to discharge their workers unless the Government introduced new, more highly

protective tariffs, was postponed to the end of September, and then again, to

the end of October.

The perennial textile crisis has deep socio-economic implications for

Lebanon. It presents a continuing but periodically suspended state of emergency,

in which the economic elite is split into opposing industrial and mercantile

camps, the former demanding, the latter resisting, protective tariffs; while

the wage-earners are facing a loss of employment, should one side succeed in

prevailing upon the Government to safeguard its interests at the expense of

the other. At the end of the quarter the Government considerably stiffened

its attitude toward the textile manufacturers and implicitly accused them 
of

-wilfully withholding their cost accounting from government scrutiny.

Nine new companies, with a total capitalization of LL 26.2 million

($8,317,460), were incorporated during the third quarter. 
This is a low

number of new corporate entities, but a high amount of capitalization,

resulting from the incorporation of the Asseily & Co. spinning and weaving

mills as a joint stock company with a share capital of LL 20 million ($6,349,206).
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Industry remains a depressed sector of the Lebanese economy, owing,

primarily, to the small domestic market and also to inability to meet foreign

competition at home and abroad.

V. CONSTRUCTION AND RENTS

Even though statistics concerning building permits and cement production

are not available for the quarter under review, it was obvious to the naked eye

that the building boom in Beirut was continuing unabated. A whole new section

of town is rising along the seashore, beginning with, and south of, the Rawshi

quarter, between Pigeon Rocks and the Genah lots purchased by the U.S. Government

for the future construction of a new Embassy chancery. The construction boom

remained speculative and oil-financed, dependent on the current investment 'trend

in other Arab states. An indication of the artificiality of the Beirut building

boom was given by the estimated 5000 apartments which remained unrented in the

city through the period under review.

Rents remained high during the third quarter of 1960. According to a

recent Mobiloil cost-of-living study, apartment rents in September 1960 stood

approximately 163% above the October 1939 level. Mobiloil index figures based

on these two terminal dates show an average cost-of-living increase from 100

to 643.

VI. TOURISM

If the non-statistical claim of the Government 's tourism agency is to be

accepted, 1960 has set a record as the best tourist season in Lebanon's history,

with revenue reaching as high as LL 135 million ($42,857,143), compared with

approximately LL 110 million ($34,920,635) for 1959. As usual, most of the

summer visitors came from neighboring Arab countries, Kuwait reportedly sending

the largest share. An agreement signed in July with UAR authorities now permits

land-transit by Iraqi citizens of Syrian territory between Iraq and Lebanon.

Due to a fear of-being molested while in land transit, however, such Iraqi as

do come prefer to travel by air between Baghdad and Beirut.

In spite of a June announcement that LL 2.5 million ($789,266), representing

about 2.5/ of the then expected 1960 tourism revenues, would be spent on tourism

promotion, the 1961 budget earmarks only LL 1,007,900 ($319,968) for the

Commissariat General of Tourism. This sum represents only a meager increase

over the 1960 budget of the Commissariat (LL 703,850 or $223,444) and remains

under 1% of tourism revenue.

The Congress of Emigrees, which took place in Beirut between September 15

and September 19, made several suggestions concerning the development 
of tourism.

The Congress itself, with its estimated 2600 (and registered 1400) delegates,

contrib ted to the success of the 1960 tourist season. There were only 91

registered delegates from the U.S. A Congress press release gave the number of

overseas Lebanese as 1,035,193, of whom the largest number (400,311) reside in

the U.S.
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VII. DOMESTIC BUSINESS

Political excitement during July caused temporary reserve and hesitation

in wholesale trade. These, however, were soon removed owing to the 
summer

iiflux of Arab visitors in search of relaxation as well as luxury articles and

other commodities banned from their restriction-trammeled 
home markets. The

spending of the school year toward the end of 
the quarter raised retail trade

to a level higher than the vigorous normal. 
Rising urban prosperity was

indicated by the continued increase in new car 
registration, a steady trend

which observers had thought limited to the first half of the year, during

which new automobile purchases are customarily made in Lebanon. Available

figures indicate that during August 1960, 785 new vehicles were registered,

in contrast with only 441 in August 1959. It is a sobering thought, however,

that among 730 passenger vehicles registered, Opel led with 106 units, while

the highest U.S. make, Ford, scored only 32 units. On the other hand, among

44 trucks registered, Ford was first with 11 units. This dual apportionment

may provide further proof for the theory that 
the percentile decline of the

U.S. share in the Lebanese automobile market is not due to a lack of quality

but rather to the rise of a new urban middle class 
with simpler tastes and less

ready cash.

Both wholesale and retail trade were marked 
by rising prices during the

quarter. At the end of July the Government forced down 
the retail sales price

of all imported pharmaceuticals by about 20fo. In the case of medicaments of

U.S. origin, a unit which sells for $ 1.00 at home, is not supposed to be sold

for more than LL 4.02 ($1.28) in Lebanon.

VIII. AVIATION

Statistics published in September disclose 
that during the first six months

of the current calendar year aircraft movements at Beirut's 
International Airport

increased by some 200 per month over those 
of the comparable period last year.

- (totals for the six months : 17,387 vs. 16,053). The number of passengers

handled at the airport, including those in transit, 
increased by nearly 50,000

(305,584 vs. 255,593), or an increase of about 8,300 passengers per month. Improve-

ments at the Beirut airport, including apron extension and the installation 
of

an elaborate hydrant fuel system, were delayed, 
in part to permit general

repairs to construction equipment and in 
part because of a governmental

decision, taken just before work was completed, 
to consider basic alterations

in the design of the hydrant fuel system. 
Meanwhile, the Directorate of Civil

Aviation continued to elaborate plans and 
specifications for additional work

at the airport for which the Lebanese Parliament, in May, approved the

expenditure of LL 5.37 million (nearly $1,700,000).

During September the four Lebanese airlines 
began discussing among themselves

the apportionment of Lebanese air routes 
on and after Januaryl1, 1961. At

present the airlines are operating on routes 
allocated by an inter-airline

agreement of 1957. This agreement will expire of its own accord 
on December 3,

1960. Two meetings have been held by the airlines to date. Details of the

discussions have not been announced.
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During the quarter the Government held aviation talks in Beirut with

aviation delegations from Ghana, Belgium, Jordan and Pakistan. Agreements,

in principles, with Ghana and Jordan, are understood to have been reached,

but formal accords have not yet been signed. Talks with the Belgians and

Pakistanis were suspended, without agreement, but are reported likely to

be renewed before the end of the calendar year.

A group of unemployed Lebanese airline pilots has been actively attempting

for the past month to gather political support to oust foreign airline pilots

currently employed by the Lebanese airlines. Members of the group hold pilot

certificates from various foreign civil aviation authorities, including,

principally, the U.S. Federal Aviation Agency. The pilots assert that their

certificates, most of which represent single-engine pilot ratings, should

entitle them to automatic employment with their own airlines. The airlines

and the Lebanese Directorate of Civil Aviation, both of which would naturally

prefer to employ Lebanese pilots, have been unable to concur in the Lebanese

pilots' arguments that they are adequately qualified for employment as airline

transport pilots.

IX. PETROLEUM AFFAIRS

The petroleum situation within Lebanon continued substantially unchanged

during the third quarter. The Trans-Arabian Pipeline (TAPline) was still

operating considerably below its capacity of 450,000 barrels per day, with

an average daily throughput of 238,000 barrels. The Mediterranean Refining

Company refinery at Sidon had crude runs near capacity throughout the

period, while the Tripoli refinery of the Iraq Petroleum Company, as in

the previous quarter, ran far below capacity, at an average of 2,270

barrels per day.

The German Company Elwerath, acting for the Lebanese Petroleum

Company, started a well in the upper valley of the Bekaa, called El Kaa

No. 1, on which work continues. The site for a second well along the

Southern coast near Sidon, is being selected.

The press contained numerous rumors of impending action by the.

Government to obtain increased transit fees from TAPline, but no

negotiations have actually started.
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X. LABOR

The period under review was characterized by considerable labor unrest.

There were six strikes and two labor disputes which both remained unsettled

at the end of the quarter.

Fifty of sixty ESSO employees struck from July 8 to July 13 and obtained

an 8% cost-of-living allowance retroactive to January 1960, medical benefits,

promise of pension project, Sunday wages for certain day laborers, and other

minor gains. They did not obtain a wage-scale and job classification system.

The Textile Workers Union declared a strike at the Arida plant on August,

6, in retaliation for a layoff of 200 workers. Three days later the discharged

workers were reinstated, but the main problem--continued employment 
under the

threat of a plant shut-down should the Government fail to satisfy the textile

manufacturers' demand for higher tariffs--was not solved, only prolonged, 
first

till the end of September, and then again until the end of October.

Workers at the Levant Tube Co. struck from August 29 to September 17, and

obtained family allowances retroactive to January 1960, payment 
of wages for

10 of the 20 days of the strike, sick leave and medical benefits. Also during

September there was a telephone workers' strike lasting 10 days, as a result of

which the strikers received an LL 1.00 ($0.314) increase in daily wages, paid

annual leave and 40 days paid maternity leave.

Twelve hundred bank employees (out an approximate total of 1500) struck

from September 22 to September 27 and obtained an 8-10% 
increase in salaries

retroactive to June 1960, full payment of' salaries for the days of the strike,

but no increase of dismissal indemnities. As a direct result of the bank strike,

trading stopped completely on the Stock Exchange on September 23.

A strike to obtain a 15% cost-of-living increase was called at 
LEPCO for

September 21. Owing to government intervention the strike was delayed until

October 17 to provide an opportunity for labor and management 
to negotiate.

Through the personal intervention of the Prime Minister a strike of the Beirut

Port dockworkers was averted by granting them two demands 
: family allowance

and sick leave, in exchange for which the Union gave up its other two demands

Permanent status and seniority protection.

A strike was averted at TOTAL, whose employees and workers. 
obtained,

through negotiations with their management, a 45-hour work-week 
(instead of

48 hours),, wage increases of 8°a to employees and 40% to workers, a wage-scale

and job classification system, and other minor benefits.

At the end of August the Federation of Independent Trade Unions expelled

its Secretary-General on charges of negligence and 
financial mismanagement. At

the end of September a 9-man Lebanese labor delegation 
left to spend 10 days

in West Germany at the invitation of the Bonn Government. 
An invitation was

extended to the delegation by the French Embassy 
in Beirut to spend a week in

Paris.
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XI. ECONOMIC DEVELOPMENT AND FOREIGN AID

At the .end of the quarter the French research mission IRFED 
recommended

an increase in the annual rate of economic growth to at lest 4.75 v n from the

present (Embassy - estimated) 3o. Some acceleration of growth was evident in

the commercial and services sector of the economy (See Section 
II), but no

significant improvement was noticeable in the 
lagging and depressed sectors

industry, agriculture, and their ancillary sources of development. 
As a

matter df fact, these sectors showed an increasing dependence on 
governmental

t 3 and foreign aid.

At the end of July an IBRD team inspected the Litani 
project and found that

progress was not satisfactory. The team obtained the agreement of the Lebanese

authorities to engage an international construction management 
team to manage

the project, make all technical decisions, 
and supervise the construction. The

foreign engineers have not arrived as yet and the 
project is only inching ahead.

The $5 million loan granted by DLF to BCAIF during the previous quarter,

for the purpose of aiding the establishment of new industries in Lebanon, is

being disseminated rather slowly. Lebanese business contacts claim that all

the $5 million has been committed, but in mid-August the 
record showed that

BCAIF had approved, under the DLF line of credit, only six 
small loans involving

approximately $50,000 for local procurement.

Limited progress was made on the EX]IVIBANK-sponsored Phoenicia Hotel 
during

the quarter. Feuding between the aluminum rivals SIDEVI and SCIALE, one beholden

to DLF and the other looking to EXIMBANK, have held 
up the importation and

establishment of aluminum extrusion equipment.

5,000 tons of wheat, representing the final 
installment of 20,000 tons of

PL-480 Title II cereals in 1960, were delivered 
by USOM/L to the Lebanese

Government during August, Before the month was over, however, the press began

publishing reports concerning a Lebanese 
request to the U.S. Government for

additional PL-480 wheat up to 30,000 tons. The need for new PL-480 aid was

explained as being the result of 3 years' continuous drought plus damage

wrought by insect pests, which have 
reduced the wheat harvest to 15,000 

-

20,000 tons (See Section III), while the annual 
consumption figure has now

reached 225,000 tons.

Public works financed from the proceeds of PL-480, 
Title II wheat sales,

continued throughout the quarter. Several highways sections were completed,

but work on the Coast Highway, Dbaye-Sarba 
section, is still in progress.

The village water supply, rural power transmission, 
sewer-building (in Tripoli),

and airport improvement projects moved ahead. Two sweepers, costing a total

of $50,000 arrived and were delivered to 
the Beirut International Airport.

Rolling stock, procured in Japan, representing the final installment of a grant

from the $1.3 million Richards fund, was turned over 
to the Lebanese State

Railways.

Announcement was made, during August, of a grant of medical equipment

from the Russian Orthodox Church to the St. 
George hospital (Greek Orthodox)

in Beirut. The equipment, valued between LL 4 million ($1,269,841) and LL 7
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million ($2,222,222), is said to include an artificial lung, oxygen tanks,
heart-surgery implements, radioisotopes and a cobalt unit. No delivery has been
made as yet.

At the end of September the Prime Minister announced that the Government
of Kuwait had agreed to grant Beirut Municipality a loan of LL 45 million
($14,285,714) at 4o interest for the execution of development and construction
projedts.

XII. GOVERNifITT POLICY

The new Salam cabinet made public its economic policy in the framework of a
Ministerial Declaration on August 18, 1960. This official pronouncement stressed
free enterprise, encouragement of private initiative and investment, foreign as

well as Lebanese. It pledged vast public works, fiscal reform, and a fight

against the rising cost of living. It stated as a first immediate task the
establishment and equipment of a Central Office of Statistics; recognized as

a necessity the development of the tourist industry (See Section VI); and promised

a nation-wid.e extension of the interurban telephone network.

The Government also announced its intention to undertake a new technical
and administrative study of the Litani project (See Section XI), with a view
to resuming work and giving priority to potable water and irrigation. In a
reference to the pharmaceutical trade, the Ministerial Declaration promised

special legislation to regulate imports of medicaments, with the probable

objective of further price reduction (See Section VII). A few days after the

publication of the Declaration, the Minister of Public Works told the press that
Lebanon is to witness "the greatest era of national reconstruction within the

six coming years", and that the Government 's program will necessitate invitations
for "international tenders".

In the course of social contacts with Government officials, Embassy officers

noted during the quarter a possible future revival of interest in the Investment

Guaranty Treaty, in some sort of commercial convention with the U.S., and a

desire for scrupulous cooperation with the Arab League Boycott of Israel.

Robert MClintockcIk
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LEBANON - ECONOMIC INDICATORS

Fourth Quarter 1959, First, Second and Third Qua
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arters 1960

Indicator Unit 4th Quart. 1st Quart. 2nd Quart .

Customs receipts Mill. L.L. 27.0 25.2 28.6

Currency issue " 400.0 400.0 416.0

Public Debt
Internal - - -

External - - -

Demand deposits (Average) 766.0 - -

Time deposits ( " ) 72.0 - -

Loans and discounts (Average) 725.0 - -

Bank clearings ( " ) "572.0 568 549

New incorporations Number 47 12 19

Cost of living index ** 1939=100 514 - -

Wholesale price index 1950=100 104 - -

Cement production Metric tons 223,438 - -

Building permits Number 290 - -

Beirut Port movement

Freight unloaded Metric tons 355,626 389,078 327,392

Freight loaded Metric tons 92,119 86,390 65,043

Total transit trade

movement Metric tons 97,429 88,807 79,701

Aircraft passenger movement

(excluding transients)

Arrivals Number 50,808 45,990 79,098

Departures 61,777 46,784 68,943

New vehicle registration

Passenger cars 1,211 2,236 2,446

Trucks 117 131 131

Buses " 38 11 21

* No figures on public debts are ever published or given to any inquirer.

A recent study made by the Embassy has given the above estimates.

External debt is represented by the loan granted by the IBRD to the

Litani Office, and the internal debt by Treasury bills.
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3rd Quart.

26.2

427.0

43.6
25.6

529

9

643

368,071
65,281

88,942

2,388
155

43

** Mobiloil figures
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LIMITED OFFICIAL USE p Beirut

1. OFFICIAL USE ONLY - General Trends

The Lebanese economic scene during the past two weeks witnessed the
occurrence of three major events: the port strike, the Second Arab Petroleum
Congress, and the sudden dramatic flurry in the price of gold. Domestic
economic activity, except in the port, however, continued at a high level,
seemingly little affected by these events. The visit of nine units of the
Sixth Fleet between October 11 and 16 was a stimulus to isolated segments
of the economy as the sailors reportedly spent about $500,000 while in port.

On the whole, these events had little effect on transactions or on prices
of shares listed on the Beirut stock exchange. The foreign exchange market
was quiet except for a weakening of the Syrian pound from 83 piastres to 82.3
piastres, reportedly because of a demand for dollars in Damascus. Except for
the sharp climb in the price of gold (which is treated in a separate section),
the economy appears to be marking time, pending the outcome of the port strike
and other threatened strikes and the implementation of the Government's policy
on social-economic problems confronting the country. (JHA)

2. UNCLASSIFIED - Labors Beirut Port Employees Strike

After what the Port Company Employees Union alleges to be months of delay,
the clerical and technical employees of the Port of Beirut walked out on
October 18. They demand the same settlement reached by the Bank Employees
Union after its recent strikes a 10 per cent increase for those earning
less than LL 500 per month and 8 per cent for those earning more than LL 500.
Activity at the port has been seriously crippled, and both President CHEHAB
and the Cabinet are actively intervening in an effort to head off a sympathy
strike by all other unions affiliated with the UUEW unless agreement is reached
by October 27.

UNCLASSIFIED - Comment

This dispute is being linked with those involving the Railway Employees
Union and the Tobacco Workers Union, both of which are also affiliated with
the UUEW.* The railway and tobacco workers have set November 3 and 4
respectively as deadlines for strike action. If a compromise formula
proposed by Minister of Labor and Social Affairs Joseph SKAFF is accepted,
a bonus in the amount of one half month's pay will be granted to members of
all three unions. This would constitute an interim arrangement until the
ministerial committee studying the cost of living increase makes its recom-
mendations. (HDS)

*United Unions of Employees and Workers
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Beirut in the past week was host to 685 observers and delegates to the
Second Arab Petroleum Congress. The city proved itself quite capable of
handling a conference of this size, and the Arab League Secretariat did a
good job of administration. Simultaneous translation was provided for all
speeches; transcripts of remarks from the floor were run off quickly. The
only real complaint was the lack of air-conditioning in the UNES00 Building,
where the conference was held.

OFFICIAL USE ONLY - Comment

Substantively, the oil companies again took a beating at the hands of
extreme nationalists. Frank HENDRYX, an American lawyer working for the
Saudi Arabian Government, for the second straight year produced a paper
claiming sovereign nations had the right to abrogate or amend contracts as
they wished. Sheikh Abdullah TARIKI, Saudi petroleum director, accused the
oil companies of having taken.$5.5 billion from the Arabs in recent years
by pricing crude oil incorrectly. An Arabian American Oil Company representa-
tive labeled this a "preposterous allegation". (CJD)

4. OFFICIAL USE ONLY - Foreion-Aid:Government Requests
United States Grants

On October 13 at what was virtually a full-dress meeting of the
Economic Planning Board, Lebanese officials presented the USOM Director
with a list of proposed projects which included village water supply, the
construction of a dam on the upper reaches of the Nahr el Kelb, the electri-
fication of the Beka'a, and the extension of the North Coast highway north
of Jounieh. Minister of Planning CHAHINE asked the USOM Director what the
United States Government might be able to do about providing technical and
financial assistance for these projects. The Board thought that engineering
on all these projects, with the exception of the highway, had been carried
out by USOM/L. The Board estimated the cost of the village water supply
program at LL 25 million, of which the Government had LL 8 million in the
budget and was therefore requesting financing of the remaining LL 17 million.
The Board did not have sufficient information to quote figures on the
construction of the dam. Beka'a electrification was estimated by the Board
at LL 2,756,000. Since engineering had not been done on the North Coast road
north of Jounieh, no cost estimate of this project was available. The LSOM
Director informed the Board that he could see little likelihood that funds
would be made available on a grant basis for any of these projects and
suggested that they might be interested in a loan from DLF or under Title
IV of PL 480 or a partial grant under Title II of PL 480.
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3. UNCLASSIFIED - Petroleum Affairs: The Second Arab
Petroleum Congress (See BER 26)
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The members of the Board found all of these suggestions very unpalatable
and made considerable reference to the 1954 agreement. They interpreted
economic assistance steaming from this agreement to consist of grants only.
Loans were considered as something they could obtain from other sources, for
example, Lebanese emigrants.

OFFICIAL USE ONLY - Comment

It appears that the present Government feels that the United States
Government is morally obligated to finance the major part of the aforementioned
projects especially because USOM is doing the engineering on some of them.
Actually, engineering on the village water supply program and the electrifi-
cation of the Beka'a will not be finished until the end of 1960. As for the
dam project, USOM has only done a reconnaissance survey, leaving the detailed
engineering still to be accomplished.

The present Government is apparently determined to carry out an ambitious
public works program, of which these projects constitute an important part.
Since the Government lacks funds to execute all of its public works program,
it may be expected to press the United States for grants with increasing
vigor in the days ahead. (JHA)

5. UNCLASSIFIED - Labor: LEPCO Settlement Reached (See BER 26)

On October 18 agreement was reached between the Lebanese Petroleum
Company (LEPCO, a subsidiary of CALTEX) and its Employees and Workers Union
to: a) grant a 4 per cent cost-of-living wage increase, b) provide annual
leave on a seniority basis ranging from 15 to 30 days per year, c) reduce
the work week of manual workers from 48 to 45 hours, (d) include manual
workers in the company's contributory medical insurance plan, and e) grant
other minor benefits. Only verbal agreement has been reached at this time
on the above points, but the formal signing of a document to implement this
understanding is expected shortly.

OFFICIAL USE ONLY - Comment

Coming four days after the deadline set by the union to resume its
strike, this agreement ends what could have become an anti-American publicity
campaign by the union growing out of an attempt by the American manager of
CALTEX to have gasoline trucks pass through picket lines at the Mediterranean
Refining Company's refinery on September 23.

Significantly, the nine-day strike which preceded the 19-day truce was
not actively supported by the United Unions of Employees and Workers (UUEW),
to which the LEPCO union is affiliated. Instead, six other oil workers'
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unions participated in the strike strategy meetings and agreed jointly to
the settlement. Observers here see in this development another attempt to
launch a Lebanese oil workers' federation. Previous efforts to accomplish
this have resulted in failure because, as its backers claim, of opposition
both from Gabriel KHOURY, UUEW president, and British-owned oil companies.
(HDS)

6. UNCLASSIFIED - Industry: Aareement Reached in Textile Crisis?
(See BER 27)

On October 23 the press reported that an agreement in principle had
been signed by the Government, the textile manufacturers, and the merchants
to settle the textile crisis. The terms of this reported agreement provide
for an increase of duty (from 10 to 25 per cent) on finished textiles
imported from countries practising dumping, by defining only the goods and
leaving the countries in question unmentioned.

LIMITED OFFICIAL USE - Comment

On October 24 and 26 Mr. Anwar ARIDA, who has been serving as the spear-
head of the industrialists' drive for higher tariffs, informed the Embassy
that his plant will close down at the end of October if the Government fails
to meet his demands. Mr. Arida also stated, and exhibited statistics to prove,
that United States textile job lots are being "dumped" on the Lebanese market
below Japanese prices. According to him United States textile job lots amount
to about 75 per cent of all textile job lots imported into Lebanon, and these
constitute approximately 45 per cent of all finished textile imports into
Lebanon. Mr. Arida inquired about the possibility of bartering finished
Lebanese textile goods for United States surplus raw cotton. He thought this
arrangement could be instrumental in solving the textile crisis at least
partially. In this connection it should be noted that Mr. Harry C. MILLS,
President of J. C. Penney Purchasing Company, who visited Lebanon from
October 20 to 24 to buy Lebanese textiles, submitted a written report to
President Chehab stating that Lebanese fabrics landed in the United States
are higher in price than corresponding American products. Mr. Mills visited
two Lebanese textile plants during his stay here and described them as inade-
quately managed, employing an inefficient "juvenile" labor force, and
equipped with out-of-date machinery. Consequently Lebanese textiles are not
competitive on the world market although, according to Mr. Mills, the
Lebanese labor cost is below that of Japan. (LCT)
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7. UNCLASSIFIED- Government Policy:
Minister Offers Inducements to Foreign Comoanies

In the course of a press conference held on October 21, Acting Finance
Minister Maurice GEMAYEL announced tht his Ministry will study with deep
interest all foreign enterprises desirous of basing part of their activities
in Lebanon, "and that it is prepared o assist such comnies by a lowering
of taxes or lifting them completely Land by extending long or short-term
loans and the guarantees offered by the State."

OFFICIAL USE ONLY - Comment

Mr. Gemayel's sincerity is unquestioned and, given time, a system of
inducements to foreign investments will probably be worked out. Unfortunately,
however, at this stage of the planning, one hand of the Lebanese Government
often does not know what the other hand is doing. A few days after the
Minister's statement, Mr. R. M. STEVENSON, President of the successful
Greenleaf Farm & Hatchery Company (representing a United States investment
of LL 1.5 million or $476,190 - see Ijag magazine, February 8, 1960) informed
the Embassy that by virtue of Decree No. 529/A/341 of October 4, 1960, pro-
hibiting exports of eggs and baby chicks (see Embdesp 247 of October 18, 1960),
his business is coming to a standstill. Mr. Stevenson has also stated that
two United States companies which are interested in investing in Greenleaf
will probably reconsider their plans in view of the new developments. The
Embassy has brought the matter to the attention of the competent ministries,
including that of Mr. Maurice Gemayel. (LCT)

8. UNCLASSIFIED - Agriculture: Beirut Gets Relief from Water Shortage
Caused by Drought

The Board of Directors of the Beirut Water Company (BWC) announced last
week that Beirut will receive an additional supply of water totaling 289.3
liters per second immediately. This water was made available to the city by
diverting an equivalent amount used for irrigation purposes from the El Wata
Canal, the other major user from Beirut's source of water. The canal, which
had been receiving 579 liters per second of water, will now get 289 liters
per second. A gendarmerie unit has been posted at the site to enforce the new
division of the water.

OFFICIAL USE ONLY - Comment

The principal source of Beirut's drinking water is the Jeita Spring
in the Nahr el Kelb basin. This source plus another small spring provide
currently about 1272 liters per second of water. Of this total, BWC was
getting about 700 liters, while the remainder was going to the canal.
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It appears that BWC succeeded in reducing the intake of water by the
canal by one-half or to 289 liters per second so that Beirut now gets about
990 liters. Actually, the canal is entitled to only 300 liters but has been
taking more because of leakages and poor irrigation practices. BWC was
somehow able to overcome the opposition of the users of the canal because
of the critical water shortage in Beirut. Water consumption in the capital
has undoubtedly risen with the return of Beirutis from the mountain summer
resorts in the past two weeks, so that this action came at a most propitious
time. BWC is still short some 60 liters to meet the city's requirements,
but the city will have to get along until the winter rains swell the flow
of water in the Nahr el Kelb basin. (JHA)

9. UNCLASSIFIED_-.Aviation: Lebanese Authorities Debating
Fifth Freedom Policies

Officials of the Lebanese Civil Aviation Directorate have met
repeatedly during October to discuss the policy the Government should
adopt in granting fifth freedom* traffic rights to foreign carriers operating
through Beirut. Few airlines (Pan American being one of them) now have fifth
freedom rights in Lebanon.

OFFICIAL USE ONLY - Cment

Conversations with Lebanese aviation officials indicate that the
Aviation Directorate favors increasing the grants of fifth freedom rights
to foreign airlines. Their grounds: that the requirements of the Lebanese
economy demand that no means be neglected in attracting to the international
airport of Beirut foreign air carriers and the tourist traffic they inevitably
supply. The four Lebanese airlines are thoroughly opposed, claiming that
since they operate without Lebanese subsidies, they cannot be expected to
meet unrestricted competition of (subsidized) foreign airlines.

The airlines' position is understood to have prevailed. In fact, the
Aviation Directorate's recommendations to the Cabinet, anticipated soon,
reputedly will recommend against the grant of fifth freedom rights to the
foreign carriers that have requested them. The possibility is also hinted
that the Director of Civil Aviation may even recommend the adoption of a
"capacity" formula to restrict the use of fifth freedom rights by the few
airlines already possessing them. (JHE)

10(a). UNCLASSIFIED - Finance: Gyrations in Price of Gold

In response to a sudden jump in the price of gold in the European
markets, the local price, which had been about $35.40 a troy ounce, went
up to $39. As soon as the United States Secretary of the Treasury announced
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that the United States had no intention of devaluing the dollar, the gold
price dropped sharply and has been fluctuating at between $36.50 and $37.
Very few transactions took place at these high prices. Circles here believe
that the gold price will remain above $35.40 until after the American
presidential elections. (JHA)

10(b). UNCLASSIFIED _- Currency Issue Increased by LL 4 Million
(See BER 21)

During the first two weeks of October the currency issue has again
been increased, for the second time in the past month and a half. The
October increase was LL 4 million, bringing the currency in circulation
to LL 431 million. In the last month and a half the note issue has jumped
to LL 9 million. The new issue was again covered by a further increase in
"Government-guaranteed loans to third parties". This action reduces the
percentage of gold in the currency cover to 79.39 per cent, the first time
that the percentage has dropped below 80% since the end of November, 1959.

UNCLASSIFIED - Comment

According to reliable sources the LL 4 million increase in the currency
in circulation represents a net increase in the total demand of the economy
for funds over the total supply of funds during the period of one month.
The increased issue in advances to third parties is itself a mere bookkeeping
entry, which in this case reflects the excessive demands for funds rather
than actual increases in third party advances. The increase is not attri-
butable to any particular sector and cannot be identified with any particular
expenditure. It is the net result of all of the needs of the various sectors.
While some sources maintain that this development is not inflationary, their
view is not shared by the Embassy. (THEN)

11. UNCLASSIFIED-,Labor: Workers Education Seminar of the
International Federation of Petroleum Workers

The two-week Workers Education Seminar conducted by the International
Federation of Petroleum Workers (IFPW) ended October 15. Representatives
from Aden, Egypt, Jordan, Lybia, Tunisia, Morocco and Lebanon attended.
Purpose of Seminar was to impart techniques for establishing, workers'
education programs in affiliated Middle Eastern unions.

UNCLASSIFIED -Comment

The Seminar's participants appeared pleased with the program prepared
by IFPW representatives Curtis G. HOGAN and Franz LORIAUX, both of whom
appear to have profited by technical mistakes made at an earlier IFPW Seminar
in Tunis. Ten of the twenty-two participants remained in Beirut as observers
to the recently concluded Oil Congress. (HE
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12. UNCLASSIFIED - Foreign Trade:
Complete Foreign Trade Fioures for 1959 Released

Lebanese foreign trade figures for 1959 made available last week
showed total exports of LL 139.1 million and imports of LL 699.8 million.

The unfavorable balance of trade was LL 560.7 million, whereas in the previous

year it was LL 407.8 million. The United States maintained its position as

the second leading supplier to Lebanon (LL 75.9 million) and as the fifth

ranking market for Lebanese exports (LL 9.3 million). Imports from the

Soviet bloc amounted to LL 26.9 million or about 3.8 per cent of total
Lebanese imports; in 1958 these imports were LL 18.1 million, representing
3.5 per cent of Lebanon's imports. Lebanese exports to the Sovet bloc in

1959 were LL 7.9 million (5.0 per cent of total exports), wherein 1958

they totaled LL 8.2 million (7.4 per cent of total imports).

UNCLASSIFIED - Comment

Usually these figures are available in May; but because of the elections

and the Government reorganization thereafter, the publications of most

economic statistics have been considerably d ayed. (JHA)

Roert McClintock
THENesbitt

Contributors: CJDwyer
JHEnnis
HDSnell
LCTihany

Copies - Amembassies Amman, Ankara, Baghdad, Cairo, Jidda,
London, Paris, Tel Aviv, Tripoli;
Amcongen Aleppo, Damascus, Dhahran;
Amcons Aden, Kuwait
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Note: This Biweekly Economic Review has been prepared in an
abbreviated form because of the absence of an Economic Officer and
the Commercial Attache, the unusually heavy pressure of daily services
to United States business, and the lack of meaningful current economic
data.

1. UNCLASSIFIED - General Trends

The return of Prime Minister Saeb SALAAM from New York had a
calming effect on the Lebanese economic scene. The port workers strike
came to an abrupt halt, and the traffic in the port quickly returned to
normal. The Government's terms to prevent renewal of the port strike
and the threatened railway and tobacco workers strike have been accepted
by the unions. Yet, labor remains restive since the Government has
offered thus far mainly palliatives and partial remedies. The Government
is, however, concerned about cures as evidenced by the studies it is
sponsoring and by the draft bills submitted to Parliament during the
past two weeks on such matters as the "new social welfare program",
low cost housing, highway construction, and social security. It will
nevertheless take many months before studies and draft bills can be
implemented to improve social and economic conditions noticeably. In
the meantime, pressures on the Government to take decisive action will
probably increase.

Elsewhere business continued at its usual high level except for
the one-day strike by merchants of downtown Beirut on Friday, November
5, 1960. Activity increased and prices moved higher on the local stock
market. Exchange rates remained stable. The note issue of LL 431 million
as of October 31, 1960, has been the same for the past 2 - 3 weeks.
Freight and passenger movements through the port of Beirut for the quarter
ending September 1960 were slightly higher than for the same period in
1959. (JHA)

2. Labor: United Unions of Employees and Worker
Aggepts Government's Strike Settlemerit, UUEW "tBER 28

UNCLASSIFIED - After two unsuccessful attempts to act on the
proposal of Prime Minister Saeb SALAAM to end the threat of strikes
at the port of Beirut, Regie tobacco monopoly and the Lebanese State
Railway (formerly called Damas Hama Prohongement), the UUEW Council
of Delegates voted to accept. The Council, however, refused to rescind
its previous decision to call a strike of all its affiliates in the
event a "mass discharge" occurred in the National Woolen Mills.

The Government settlement provides:

LIMITED OFFICIAL USE
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1) Employees of the Port Company, Regie and the

railway will be granted a "loan" in the amount of one-half
month's pay for those earning LL 300 or less, provided
the minimum payment is LL 100. The "loan" for all those
earning more than LL 300 per month will be LL 100.

2) The railway employees will have their family
allowances brought up to the level of other government

employees, namely, an increase from LL 10 to LL 15 per
month for each dependent with a maximum allowance of
LL 90. The previous maximum was LL 45.

3) The Port Company will continue the temporary
payment of family allowances and sick pay to its long-
shoremen, until permanent status is established for
these employees.

4) The Cabinet has agreed to form a committee to
examine all social problems, including national health
insurance, minimum wage, and workers' housing and to
recommend appropriate legislation. This committee is
to be composed of representatives from the employers'
group, trade unions, and the following government agencies:
Ministry of Labor and Social Affairs, Ministry of National
Economy, Ministry of State for Administrative Reform, and
Ministry of State for Concessionary Companies.

UNCSASfl - Comment

This settlement finally puts an end to Lebanon's long series of
serious strikes and strike threats, although several minor disputes
remain. The delay in ratifying the Government's proposals originated
with the Port Company Employees Union, some of whose members contended
that the same terms had been offered to the union before the strike
was called. For their part, both the railway and the tobacco workers
were highly pleased with the settlement, for the former have been
pressing for increased family allowances for three years, while the
tobacco workers had received a bonus of .three-fourths of a month's
pay earlier in the year. (HDS)

3. UNCLASSIFIED - Industry: Textile Crisis Still Unresolved (BER 28)

Textile and ready-made clothing merchants went on strike on
November 4 in protest against the Government's decision to increase
by 15 per cent customs on imported (dumped) textiles. The Government
had as a compromise measure increased the tariffs for the purpose of
protecting local manufacturers.

LIMITED OFFICIAL USE
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The strike, or more specifically the closing of shops selling.

imported textiles and of tailors who were fabricating them, covered
most of the commercial district of Beirut and adjacent areas.

During the course of the day a delegation representing the
Merchants' Association met with President CHEHAB and discussed possible
solutions of the problem. It was reported that the President, while
expressing concern about the situation of the importers, objected to the
decision for the closing of the shops and urged the Merchants' Associa-
tion to reopen their establishments and continue to cooperate in seeking
an early solution to the dilemma. During the course of the meeting
with the merchants the President announced that he had created a committee
to study the problem and report its findings to the Government as soon
as possible. In the course of their interview with the President the
merchants again made an appeal for the suspension of the increased tariff
which had been imposed at the request of the textile mill owners.

At the same time the industrialists rejected the Government's
decision to increase the duty on imported fabrics by 15 per cent, stating
that the increase was insufficient to offer them the required protection.

UNCLASSIFIED - Comment

As of this writing the dispute is still unresolved, with both sides
adhering to their stated positions. (THEN)

4. UNCLASSIFIED - Agriculture: First Significant Rains
of Season Deluge Beirut (BER 28)

The first heavy rains of the season fell in Lebanon on November 4,
deluging Beirut and disrupting traffic. According to a spokesman of the
American University of Beirut Observatory., the rain covered all parts of
Lebanon and was of considerable help to crops in the ground. The spokes-
man estimated that Friday's rainfall amounted to approximately 20 mm,
but stated that this was an unofficial calculation. The rainfall to
date, including Friday's blessed event, was 71.53 mm, compared with
78.50 during the same period last year. According to local statistics,
the average rainfall for the period is 62.17 mm. Embassy personnel who
were traveling in the Beka'a valley on November 4 reported that the rains
there were extremely heavy and that in many places the ground was still
flooded hours after the rainfall had ended.

UNCLASSIFIED - Comment

Two days prior to the rainfall the Agricultural Attache returned
from an extensive trip through Syria and Lebanon's Beka'a valley. In
reporting his observations to the Embassy he stated that if Lebanon had

LIMITED OFFICIAL USE
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no rain for fifteen years, the water condition could not be worse than
at the present time. (Despatch 272, October 27, 1960.) He based his
statement upon the fact that as a result of a three-year period of

drought the water table had been so greatly lowered by deep well drilling
that a very long period of time would be required for the water table to
return to normal. He further stated that should Lebanon have a normal
rainfall this year, the situation would remain critical because of the
greatly lowered water table and continued necessity for deep well drill-

ing. (THEN)

OFFICIAL USE ONLY - 5. Economic Development: National Litani
Office (NLO) to Choose Construction Management Team (CMT) Soon
(BER 22, 27)

Recent Embassy contacts with a Litani engineer and with a member
of an IBRD mission, which left Lebanon on November 3, 1960, after a
four-day visit, have revealed that the NLO will select an international
construction engineering company as the CMT within the next few days.
The IBRD mission came to prod the Lebanese into action as well as to
cast a veto over the NLO's choice in case the firm selected is not
considered qualified by the IBRD.

LIMITED OFFICIAL USE - Comment

These same sources report that the NLO has narrowed the selection
down to four firms, one French and three American. Since Electricite
de France (French), Morrison-Knudsen (American), Harza Engineering
(American) and Ebasco (American) were mentioned in the course of the
conversation, these may be the four firms. The French Embassy is
reportedly exerting pressure to have its candidate chosen. (JHA)

6. UNCLASSIFIED - Economic Development: Government Proposes
New Hiahway Project Costing LL 84 Million (BER 27)

According to a bulletin issued by the Ministry of Information,
the Cabinet decided on October 31, 1960, to submit a bill to Parliament
for a highway expansion program costing LL 84 million, of which LL 54
million is to provide some 600 villages with roads averaging 3 kilometers
in length, at a cost of LL 30,000 per kilometer, and LL 30 million for
road projects already underway or for roads in villages not included in
the 600. The Government can allocate LL5-7 million annually from its
budget, but at that rate about 12 years would be required for the
project. Since highway construction has a high priority, the Government
is seriously considering the offers of foreign companies to do the
entire project at a cost of LL 100 million during a 2 or 3-year period.
The Government would then repay the foreign companies by 10-12 annual
instalments of about LL 8 million.

LIMITED OFFICIAL USE
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LIMITED OFFICIAL USE - Comment

A Bureau of Public Roads engineer with USO/L considers the
proposal as impractical. While serving to satisfy the political
interests of deputies from these villages, the program would suffer
from the inevitable high cost of working on short stretches of road
in hundreds of scattered villages. Furthermore he thinks it would be
unwise to bring in consultant engineers since the Directorate of
Highways in the Ministry of Public Works and Communications has a
staff capable of doing the job at much less cost. The project probably
originated with the Minister of Public Works and Communications or the
Minister of Planning, since the Directorate of Highways was totally
unaware of the whole thing. The American engineer believes that if
foreign consultant engineers were employed, the final total cost would
be three times the LL 84 million figure. It seems that the Government
in its hurry to embark on a crash highway program may not be giving the
project sufficient study nor benefiting from the advice of its own
Directorate of Highways. (JHA)

7. UNCLASSIFIED - Isbrandtsen's "Mobile Trade Fair"
Opening at Beirut

The "world premiere" of the Isbrandtsen Steamship Line's "Mobile
Trade Fair," featuring the automotive supplies and accessories of 54
United States manufacturers, occurred on the evening of November 8 at
Beirut's Free Port. The Exhibit will be on display for five days,
after which it will depart for its next port of call, Alexandria. The
ceremonial opening was filmed for television showing in the United
States, CBS coast-to-coast. Some 250 Lebanese officials and commercial
interests were invited to attend. After the closing of the Exhibit a
despatch will be prepared. (JHE)

8. OFFICIAL USE ONLY-- West German Catholic Orqanization
Assists Lebanon on Community Development Proljects

A West German Catholic community development organization called
Folda has selected the Koura district of Lebanon for undertaking a
demonstration community development project through technical and
financial participation of German private firms. The plan is to help
this region exploit its resources in the most efficient manner. Folda
is planning to send agricultural experts in the use of fertilizers,

- the exploitation of underground water resources, insect control, etc.
A fertilizer expert arrived last week and interviewed farmers in the
district regarding their use of fertilizers in growing olives. Another
expert from the same firm is scheduled to arrive in Lebanon in early
1961 and spend a few months in the area experimenting in the uses of
fertilizers which his firm is offering gratis. Other experts associated

LIMITED OFFICIAL USE
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with other firms on water utilization are expected. Now under serious
consideration is the modernization of olive oil production and the
adoption of new packing and marketing techniques. The idea behind the
Folda movement is that "underdeveloped communities should be helped to
help themselves develop in an atmosphere where Christian values are
preserved and where the idea of (faith in) God and man (the individual)
is supreme."

OFFICIAL USE ONLY - Comment

The Koura district lies in North Lebanon, between Tripoli and the
Cedars. The area is almost exclusively inhabited by about 60,000
Greek Orthodox Christians, most of whom are small farmers producing
two-thirds of the country's olives. The area has been depressed
economically for the last several years because of the shortfall in
the olive crop caused by the drought.

A major factor in the selection of the area is that one of the
young men in the area who is a convert to Catholicism is serving as
a priest in Germany and was able to interest Folda in the project.
(JHA)

9. UNCLASSIFIED - Aviation: Middle East Airlines
Inaugurates Comet Service (BER 25)

A Comet IV-C, leased by MEA from BOAC (Despatch 171, September 15),
arrived in Beirut November 2 from London, inaugurating MEA's "Comet
Service", which will fly twice weekly between Bahrein and London via
Beirut. The MEA Comet provides accommodations for 24 first class and
48 tourist class passengers. The Comet's flying time from London to
Beirut on MEA's route is five lours. (JHE)

10. UNCLASSIFIED - Atomic Energy: American Nuclear Research
Equipment Presented to the Lebanese Government

On October 29, 1960, the Ambassador formally presented American
nuclear research equipment donated by the United States Atomic Energy
Commission under its Atoms for Peace Program and valued at $160,760
to the Minister of Public Works and Communications, Osman al-DANA,
representing the Government of Lebanon. The Minister, in turn, handed
the equipment to President J. Paul LEONARD of American University of
Beirut (AUB) as the custodian.

UNCLASSIFIED - Comment

Most of this equipment has already arrived and has been installed
in the Physics Department and the School of Medicine. The only major
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item not installed as yet is the cobalt teletherapy unit, which the
university plans to put in a new building to be erected after several
months. The installed equipment is already making a real contribution
in the training of young Arab physicists and in the diagnosis, treatment,
and cure of cancer of the thyroid and of the blood. (Despatch 302,
November 8, 1960.) (JHA)

Ro ert McClintock

Contributors:
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IRFED Analysis of Lebanese National Economy

SUMMARY

A 1/42-7

The IRFED research director has reiterated in a public
lecture his findings and recommendations relative to the
Lebanese national economy, adding that the Government has
decided to proceed with a series of measures to bring about
a form of planned economy which respects private initiative
and requires the acceptance of a period of austerity on the
part of the population. He stressed the necessity of
developing agriculture and industry, the two basic but
neglected sectors of Lebanese economy, without becoming
oblivious to the important roles played by commerce and
banking. The Embassy believes that the Government is ready.
to proceed with measures of development in the rural areas
and in the field of social welfare, avoiding, for at least
the time being, such controversial subjects as fiscal and
tariff reform.

7s - 2 -/

C..

:T,

In the evening of November 18, 1960 the reporting officer attended,
along with approximately 1,500 other guests, a public lecture entitled
"Le Liban, Face a Son Developpement," given by Father Louis-Joseph LEBRET
and sponsored by the Lebanese Ministry of Planning. As the Department
will recall from the Embassy's referenced communication, Father Lebret is
the Director of the French economic research institute IRFED (Centre Inter-
national de Formation et de Recherches en Vue de Developpement Harmonise),
a mission of which has been at work in Lebanon during the current year.
analyzing the national economy. The publigoilecture delivered by Father
Lebret reiterated the main points of hi2s==twopreyious official reports.
one to President CHEHAB and the other to tiheCabinet, in more popularizd,
less vehement, but equally apprehensive and grave terms. The audience.
included six Cabinet ministers. A, - account of the lecture, as published
in the November 19 issue of the B eniu y Orieh, appears as an enclosure
to this despatch.
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Beyond reiterating and illustrating the findings and recommendations
already presented by him on two previous occasions, Father Lebret introduced
three new points in his report. These three new points - the Government's
reported commitment to change the present economic structure; the need for
a strictly planned economy rather than for "limited liberalism"; and the
recommended acceptance by the Lebanese of an initial period of austerity -
may be indicators of the course of development toward which the national
economy is likely to be directed in the near future. Father Lebret announced
that "the Government and the President of the Republic have firmly decided"
to undertake a series- of measures in order to establish a "healthier economic
structure"; he consistently stressed that thorough and far-reaching planning,
"respectful of private initiative", was absolutely necessary in order to
avoid the "grave consequences" of continuing the present type of economy;
and warned that the changeover, at least in the beginning, will call for
"common sacrifices" and the acceptance of "austerity" on the part of the
whole population. Apparently, the Government's reaction has been favorable
to the first two IRFED reports, and this favorable reaction has encouraged
Father Lebret to prescribe a more strongly worded formula of economic cure,
the "discipline of a plan of development", accompanied by sacrifice and
austerity, instead of a relatively simple shift from "quasi-absolute" to

"limited" liberalism, as has been previously recommended by him.

To convince his audience of the necessity to subordinate individual
prosperity to the welfare of the total. population, Father Lebret made use
of two basic arguments: the theory of population explosion and the
empirically observed "disharmony" of the present economic edifice. He
predicted that within fifteen years, by 1975, there will be 2,400,000
Lebanese instead of the present 1,626,000; and that, in order to provide
an appreciable rise in present unfavorable living standards, the growth of
population during the next fifteen years will have to be accompanied by an
annual 4.75% increase in the total national revenue.* Such a rate of
increase means doubling the present national income by 1975. At the present
time, he stressed, 50% of the population disposes only of 18% of the national
revenue, while the other 50% enjoys 82% of it. This "disharmony" is a con-
comitant of the present disorderly economic growth, in which agriculture
and industry respectively register only 1% and 3.6%, while the indicator
for services is 7%, for administration 5.8% and for transportation 10%.
The two neglected sectors form the real base of the Lebanese national
economy and must therefore receive the most attention. Agricultural
production must be increased, even to the extent of reducing many "abnormal"
agricultural imports by substituting local production for them. In the
industrial sector it is regrettable that investment credit is not commensurate
with commercial credit and that the local market is too small for the creation
of great enterprises. There is, however, room for a great number of medium-
size enterprisesnot requiring large capital investment, as is indicated by
available import statistics, especially since a part of the population has
high purchasing power and the other part is in the process of evolution
toward a higher living standard. In developing agriculture and industry,
one must not, of course, forget about either commercial and banking operations
for which the Lebanese have an "exceptional aptitude," or the unfavorable
balance of trade, which must be reduced.

The p resent rate of economic growth is estimated by IRFED as an annual 4.4%;by the Embassy as 3%.b
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In concluding his lecture Father Lebret expressed his belief that a

"vigorous association" of the Lebanese with the program charted by him -would
not only prevent the serious and inevitable social consequences which would
result if the present economic trend were to continue uncorrected; but also
elevate Lebanon to the position of "one of the poles of the new civilization
to which humanity aspires." To this formulation of his Christian economics
Father Lebret added the caveat that the success of failure of his program
will be determined by the conscience and the participatipn of the elite as
well as the masses.

In view of the fact Father Lebret's recommendations include not only a
shift from a "quasi-liberal" to a controlled economy but also the immediate
introduction of such measures, highly unwelcome to most of the elite, as
fiscal and tariff reform and an improved system of tax collection, the Embassy
does not, in the event of their adoption, expect an easy transition period to
the new economic structure based on the IRFED economic philosophy. The
Embassy is, in fact, inclined to believe that, should the Lebanese Government
put into execution all the economic reforms recently recommended by Father

{ Lebret and other foreign experts, the main battleground of perennially
- clashing Lebanese group interests might shift from the political to the

economic field.

Confirmation of Father Lebret's statement to his audience that the
Lebanese Government has decided to proceed with a series of reforms designed
to establish a "healthier economic structure" was supplied by the Beirut
press two days after the priest-economist's public lecture. According to
an account published in the November 20 issue of L'Orient, a meeting took
place on November 19 between Father Lebret and the Ministers of Planning,
Administrative Reform, and Labor and Social Affairs. Following this meeting
the Minister of Planning announced that, even though Lebanon lacked complete
statistics, the phase of development pertinent to equipment and social welfare

{ should begin without further delay. A similar announcement was made at the
same time by the Minister of State (for National Equipment), who told the press
that Lebanese experts had been familiar with Father Lebret's general principles
and all that now remained to be done was to proceed with their execution,
which would be made possible by the establishment of a bank of economic
development.

The Embassy is of the opinion that the Government is ready to inaugurate
certain measures to bring more planning into the national economy, but that
it will proceed cautiously, concentrating, at least in the beginning, on rural
improvements and social welfare, while avoiding such controversial subjects as
fiscal and tariff reform.

En cosure: R ert McClintock

From L'Orient, November 19, 1960
(copy)
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LA CONFlRENCE DE L'ABBE LEBRET
LE LIBAN FACE A SON DEVELOPMENT

C'est le resultat de aix-huit mois d'enquetes et do recherches, entreprises
par la mission IRFED Qu'il dirige, quo IcAbbe Lebret a expose hier A son auditoire
libanais de l'UNESCO.

Le conferencier a casamenc6 par d6finir le d6veloppement authentique. Pour lui
et pour son group, comae pour un nombre croissant do chercheurs et d'experts, le
concept do ddveloppement eat beaucoup plus large quo cewc de croissance ou d'ex-
pansion; crest dit-il, la "aerie.des passages, pour une population d6terminde et
pour toutes les fractions de population qui la component, d'une phase moins hnmaine
1 une phase plus humaine, au rythme le plus rapid possible, au coot le moins love
possible, compte-tenu do la colidarite entre toutes les populations.

Ainsi coneu, le developpement est toujourm finalist par l'humain. II no pout
*tre exclusivement 6conomique encore qu'il soit conditionne par l'6conomie.

Doubler le Revenu National en 15 Ans

En ce qui concerns le Liban, le d6veloppement doit obdir I un certain nombre
d'imperatifs, e premier 6tant la croissance de la population. Les experts s'accordent
sur un taux de croissance variant de 1,7% 1 2,4%. La Mission considered qu'un taux
voisin de 2,3% eat le plus vraisemblable, ce qui porterait la population libanaise
presented du pays, estime 3 1 million 626 mille on 1959 1 plus do 2 millions d'habi-
tants en 1970 et 1 pris de 2 millions 400 mille en 1975.

Il en r6sulte qu'une augmentation proportionnelle du revenu global, soit 45%
du revenu actual, doit ttre obtenue en 15 ins, si l'on maintient les niveaux de
vie actuels. Mais cette hypothese doit ttre repouss6. 18% seulement do la
population libanaise d6pass6 1e revenue moyen; environ 30% obtient le revenue moyen
et 49% so tient nettement en dessous. En consequence, l'objectif minimum de
croissance est do doubler en 15 ans le revenue global, afin do permettre une elevation
appreciable du niveau de vie des categories de population les plus d6favorisees.
Il faut donc pr6voir une croissance annuelle du revenu global d'environ 4,75%.

Ce rdsultat pout sans doute tre atteint. Il eat cependant important de remarquer
quo si le taux do croissance global du revenu national a etE estim6 & 4,4% en
moyenne dans les annses rdcentes, la structure do cette croissance indique une
certain dEsharmonie. L'agriculture n'atteint qu'un taux de croissance do 1% et
l'industrie de 3,6%. La croissance provient surtout des services (7%), de
administration (5,8%) et des transports (10%). Il y a donc lieu de rectifier
cette structure do croissance au profit do l'agriculture et de l'induatrie. En
admettant un coefficient de capital de 31, i faudrait quo le taux djinvestissement
annual soit do l'ordre do 14%.

Un second impEratif eat do rdduire les risques d'une Economie dualiste :
*1*conomie interned de production et l'economie externe de service. Le maintien
de cette derniere Economie/du Liban, maim, il ne faut paS lui uacrifier l'Economie
basique do production agricole et industrielle. La structure Economique du Liban

/(conditionne la prosperit')'
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deviendrait malsaine si les ressources naturelles et humaines n'staient pas
intensivement utilisses.

A cot imperatif vient stajouter la necessit6 de ralentir la croissance urbain,
ot particulieroment do la capitale. La croissance actuelle est excessive quant au
nombre, disordonn6e quant Z la structure de ltemploi, annarchique quant I la
construction.

Pour orienter 1' conomie libanaise, r6duire les gaspillages, empdher les erreurs
dana l'investisseent, appliquer avec justesse l'effort social, augmenter la produo-
tivit6 global du capital et du travail, ii est indispensable d'stendre et d'am4-
liorer la connaissance statistique, aussi indispensable A la decision politique
qu'& la security des initiatives privies.

On peut ajouter A ces quatre impdritifs, la necessite d'adapter le dispositif et
le contenu de l'enseignement des divers degres, y- compris la formation technique et
professionnelle aux bosoms du pays en cadres et en exbcutants. Le succes de li6mi-
gration eat lui-mime en dependance do la qu alification des emigrants.

Le Liban posslde los elites intellectuelles et techniques:
il lui faut les d velopper

Le Liban a cot avantage sur beaucoup de pays, on cours do ddveloppement, qu'il
dispose d'6lites intellectuelles et techniques. Il stagit moins ici de creer que de
perfectionner et do spicialiser. La main-d'oeuvre, par ailleurs, s 'adapte rapidement
& des activities nouvelles. Le proges technique est generalement desir4 ou, & tout
le moins, accept par la population rurale.

Les possibilities d'augmentation do la production agricole restent importantes
si lWon mine do front l'utilisation rationnelle des eaux, la luttle contre 'rosion,
l'usage 6clair des engrai, selection ot l'adaptation aux marches. Les importations
de produits provenant de agriculture peuvent Otre r6duites. La reforestation est
techniquement possible. Elle le serait effectivement si des mesures 4nergiques et
simples centre la devastation e6taient prises. Le problame do la captation et de la
distribution des eaux est fondamental, maia il exigera une 4tude gendrale tries
prEcise St une reglementation nouvelle du droit dtutilisation.

L'utilisation des eaux pour l'irrigation doit l'emporter quand il y a conflit
avec ltutilisation Energdtique.

Beaucoup d'imporations des produits de l'agriculture sont anormales et des
productions locales devraient sty substitute. Les possibilities industrielles et
artisanales sont plus grandes qu'on l'estime gdndralement. Dans un pays obi le
poevoir d'achat dune partie de la population estoeod et oa l'autre parties et en
pleineevolution quaint aux modes do vie, un bon nombre de fabrications peuvent istre
entreprise qui ne requierent pas un capital important. Le marched national est trop
restraint pour envisager la creation gEnEralise de grandes entreprises. Mai il y
aurait place pour un grand nombre do moyennes entreprises. Il suffit do regarder des
statistiques d'importation pour aen rendre compte. La vraie difficultE provient do
la carence d'entrepreneurs. Les facilitEs offertes part le commerce et la speculation
sonttrop tentantes pour que les investisseuradossibles s'engagent dans lea
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operations industrielles & profit differs. Un changement d'optique et des
encouragements sont necessaires.

L'exceptionnelle aptitude aux operations commerciales et bancaires, la presence
libanaise dans toutes les parties du monde, le reseau de relations des residents et
des emigres, l'4tablissement d'une zone franche ont fait de Beyrouth une place
importante de transactions internati onales et de depots strangers, un veritable
pale quasi mondial de services.

Si la fragility de certains postes peut constituer une menace, ils ne sauraient
etre atteints tous ensemble ot l'on pout considerer que cette fonction libanaise
pout se maintenir longtemps encore.

L'erreur serait de la considerer comne seule essentielle, ot de ne pas chercher,
sous ce pretexte, a reduire le deficit de la balance commercial.

Il faut accepted l'austerite que comported le demarrage
du developpement

Le developpement du Liban exige que des moyens importants d'4tude et de
fonctionnement soient accords aux organismes qui en ont la charge.

La cooperation entre ces organismes doit devenir continue, avec un partage tres
net des responsabilitss directes.

Quelques grandes Etudes, jusqu'ici a pine Ebauchees, doivent 8tre entreprises
d'urgence, malgrE leur coat, on particulier la reconnaissance dEtaillEe de toutes
les resources hydrauliques et des formulas les plus efficaces de leur utilisation,
ainsi que la prospection sErieuse des ressources mindrales. Le d6veloppement agricole
et le d6veloppement industriel.exigent ces deux recherces, dont dependent les grandes
options au sujet des infrastructures "communications" et energies" .

Des etudes pedologiques et de marchE, comme la selection d'espaces adaptEes
aux sols et au climat, devraient permettre d'orienter l'utilisation des diverses

zones vers son optimum.

La propagation de dEveloppement demanded de renforcer l'equipement des trois
p8les secondaires, Tripoli, ZahlE et Saida ot liEquipement en general bien insuffisant,
de la trentaine de p8les tertiaires devant jouer le role de petites capitales de
zones. Des Equipes polyvalentes de d~veloppement doivent tre conanLtueos dans les
pales secondaires et tertiaires pour assurer la coherence et l'animation du
dEveloppement aux divers echelons. Un institute special strait & fonder pour la

preparation precise de ces equipes aux taches qu'elles auraient & accomplir.

Une tres grande importance doit tre accordEe aux centres de recherche appliques
qui conditionnent la quality de la vulgarisation et l'efficacitE des Oquipes de
dEveloppement.

UNCLASSIFIED____
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La reorganisation du credit s'impose, aux plans agricole, artisanal et
'industriel, afin d'assurer l'octroi preferentiel de prets 8 moyen et long terme
aux activities en conformity avec les directives gendrales et particulieres du plan
de developpement.

Le budget de l'Etat doit trouver une assiette plus assure par une rdfonne
douaniere et une refonne fiscale, ainsi que par une perception plus effective des
imp6ts et taxes. Le recours & l'emprunt pros des particuliers, des pays amis et
des organismes international, pourra cependant s 'averer necessaire -pendant la
phase de grands investissements pour le ddveloppement.

Il ne faut pas oublier que le developpement exige une participation tres
active des elites et des masses. L'innovation est dangereuse ot la propagation ne
se produit pas si lea cadres et l'ensemble de la population ne sly associent pas en
acceptant l'effort, et pour un temps, l'aust6rit6 quo comporte le ddmarrege ou
l'acc4lration du developpement;

Quand cette association est assure, une population est devenue un peuple et le
developpement s'effectue 8 la fois sous l'impulsion du sommet et par les initiatives
de la base. L'accentuation et la generalisation de la prospfrite libanaise sont
lies fA cette conception du ddveloppement.

Parmi les elites et les cadres libanais, certains s'abandonnent 3 un optimisme
excessif. Les succes du pass recent ne vont pas sans danger, sans grande dangers
memo, si la dispersion des niveaux de vie et re regions et entre categories sociales
continue do s'accroitre. Une tell hypothase aboutirait fatalement, comme cela s'est
partout produit, f des tensions dont one no pout 6valuer les graves consequences.
Le plus grand malheur serait de penser quo 1e Liban peut prosperer et devenir un peuple,
au sens rigoureux do ce terme, en continuant 8 vivre dans le soul souci de 1'imndiat.
Pour survivr, il doit regarder long terme et sa population doit accepter les
perspectives et la discipline d'un plan de developpement ordonn4 f la monte hiunaine
do la totality de la population.

fl no sort jamais rien do femer les yeux sur la fragility d'un quilibre
6conomique dont il faut actuellenent utiliser les benefices f la prosperity commune.
La prise de conscience du bien common national est encore loin d'Stre total. Un
redressement et un dlargissement des esprits et des volontes sont a la fois indis-
pensables et urgents. fla exigeront des sacrifices coamuns.

Mon amiti6 me permit, je pense, de vous parlor ainsi. Le gouvernement et le
President do la R6publique sont fermement decides 3 mener I bien le developpement
par des series de measures cohdrentes de r eajustement devant Etablir une structure
6conomique plus same. Its veulent une planification respectueuse do 1'initiative
priv6e, mais cr6ant avec elle les conditions d'un dynamism constructif. Il me semble
quo votre tache chacun est de vous associer vigoureusement t cot effort pour le
Liban, gr*ce I l'avance qu'il a ddja acquise St a la quality de ses citoyens, puisse
devenir l'un des p8les do la nouvelle civilisation f laquelle l'humanits aspire.
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1. UNCLASSIFIED - General Trends

The Lebanese economy appears to be marking time at its current prosperous
level, awaiting the passage of the 1961 budget with its expected large outlays
for public works projects. Labor continues to be restive for as soon as one
strike is settled several others take its place. Spurred mainly by this labor
unrest, the Government is gradually moving from unbridled economic liberalism
to "limited" liberalism and even to a planned economy as espoused by Father
LEBRET in his recent public lecture. This shift has been reinforced by the
Government's concern for protecting domestic industries as expressed by the
Minister of National Economy.

Now that statistics are once again available from the reactivated
statistics department of the Ministry of National Economy, the full extent
of Lebanon's unprecedented prosperity may be appreciated. For example, the
floor area of 196,495 square meters for 296 Beirut building permits for the
quarter ending September 30, 1960, was 15 per cent larger than for the same
period a year ago. Cement production for the same period was 22 per cent
higher than last year. Total freight handled by the Port of Beirut for the
first nine months of 1960 was 6 per cent larger than for the equivalent period
last year. New vehicles registered for the first ten months of 1960 totaled
7,542, an amazing 52 per cent increase over the same period in 1959.

In the financial sector, quotations for the dollar rose from LL 3.149
to LL 3.152, following President Eisenhower's announcement on the reduction
of overseas expenditures to redress the United States balance of payments
deficit. The note issue has remained stable at LL 431 million for the past
month. (JHA)

2. UNCLASSIFIED - Government Policy: Minister of National
Economy to Encourage Local Industries

In a press conference the Minister of National Economy and Tourism,
Suleimah al-ALI, reportedly outlined a six-point program to encourage
domestic industries as follows:

1) Encourage industries by establishing standards for products
locally manufactured and by making available technical and
professional information, and protect domestic producers by
increasing temporarily the duty on imports of merchandise
similar to those made here and by imposing the formality of
an import license for such commodities.

2) Reduce costs of importation wherever possible and place a
legal limit on the profits realized from sale of imports.

3) Encourage exports of domestic surplus commodities.

LIMITED OFFICIAL USE



Page 3
Despatch 361

LIMITED OFFICIAL USE Beirut

4) Prohibit exports of basic necessities which are in short supply.

5) Encourage imports of basic necessities lacking in Lebanon.

6) Stabilize prices of basic necessities such as bread, rice,
sugar, olive oil, butter, meat, motor fuel, and transportation
fares.

To carry out this program, he announced that several steps had already
been taken, some of which are as follows.

1) Creation of a bureau of standards,

2) Formation of a committee to protect consumers and to establish
standards for local products benefiting from customs protection,

3) Reconsideration of customs on 24 basic necessities, and

4) Establishment of a committee to fix prices of school books.

UNCLASSIFIED - Comment

It appears that the Government has already started to take the first
steps away from a totally free economy toward "limited" liberalism and a
planned economy by espousing protectionist views. There is, however,
considerable opposition from the entrenched elite so that the shift will
not be easy nor take place overnight under present circumstances. (JHA)

3. UNCLASSIFIED - Economic Development: IRFED Director Gives
Public Lecture on Lebanon's Development

Father Louis-Joseph LEBRET, Director of the French economic research
institute IRFED (Centre International de Formation et de Recherches en
Vue de Developpement Harmonise), has reiterated in a public lecture sponsored
by the Lebanese Ministry of Planning his findings and recommendations rela-
tive to the Lebanese national economy, adding that the Government has
decided to proceed with a series of measures to bring about a form of planned
economy which respects private initiative and requires the acceptance of a
period of austerity on the part of the population. He stressed the necessity
of developing agriculture and industry, the two basic but neglected sectors
of the Lebanese economy, without becoming oblivious to the important roles
played by commerce and banking.

UNCLASSIFIED - Comment

The Embassy believes that the Government is ready to proceed with
measures of development in the rural areas and in the field of social

LIMITED OFFICIAL USE
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welfare, avoiding, for at least the time being, such controversial subjects

as fiscal and tariff reform. (For details see despatch 351, November 21,
1960.) (LCT)

4. UNCLASSIFIED - Agriculture (a): Lebanon Granted 15,000 Tons of
United States Wheat under Title II of PL 480 (BER 172

In view of severe drought conditions prevailing in the area for a period
of three years, Lebanon has been given an additional PL 480 Title II grant of

15,000 tons of wheat for direct distribution to the needy farmers. (ate in
1959 an agreement was reached to give Lebanon 18,000 tons of wheat, 1,000 tons
of barley, and 1,000 tons of corn to aid drought stricken farmers. The first
shipments of the 1959 grant arrived in May of 1960. Approximately half of the
total grant was distributed directly to farmers, the remainder being sold by
the Lebanese Wheat Office. The 30,000 tons given under the two grants will
almost make up the shortfall between normal production and actual production
for the crop year 1959-60. (THEN)

OFFICIAL USE ONLY - Aqriculture (b): Lebanese Interested in
Negotiating PL 480 Title IV Purchase Agreement

A recent amendment to PL 480 provides that United States wheat may be
sold to needy countries on a delayed payment basis (five or ten years) at
interest rates equivalent to the prevailing cost of money to the United States

Treasury, or approximately 3j per cent per annum. Lebanon, which was selected
as a pilot country for the negotiation of such an agreement, has recently
indicated to the Embassy its interest in negotiating the purchase of approxi-
mately 75,000 metric tons of wheat (the amount Lebanon usually purchased from
Syria but because of the severe drought has had to buy on the world market),
15,000 metric tons of barley, and 8,000 metric tons of corn per year under
this agreement. (THEN)

5. UNCLASSIFIED - Labor: Rash of Strikes Continues (BER 292

As soon as the Government had intervened successfully to settle the

threats of strikes at the Port of Beirut, Regie tobacco monopoly and the
Lebanese State Railway, workers at the Lebanese Cememt and the Eternit plants
struck on November 12, 1960, demanding a wage increase and fringe benefits.
The United Unions of Employees and Workers issued a declaration supporting
the strike and called its Council of Delegates to meet on November 23 to
study the strike and adopt the necessary measures if the strike is not
settled by that date. The daily paid employees of the Land Survey Department
of the Ministry of Finance struck on November 16, but resumed their work on
November 19 after receiving assurances from the Government that their demands

will be granted soon, The threatened strike of the projectionists and the
cinema employees on November 18 was suspended until November 30 after inter-

vention by the Ministry of Labor and Social Affairs to restore negotiations
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between the Cinema Owners Association and the two unions concerned. The

Beirut Water Company employees struck for one hour on November 15 and again

on the morning of November 19. They were able to obtain the following demands:

1) Family allowance to be paid every thirteen months,

2) An automatic increase in salary every two and a half years
instead of every three years,

3) Promise of an advance payment similar to that given to the

port, tobacco and railroad employees and

4) Promise of new status with new wage scale.

UNCLASSIFIED - Comment

The high cost of' living, particularly of food items, has galvanized the

union members to press for higher wages and fringe benefits. Since the unions

are now better organized, they have been successful in obtaining most of their

demands through actual and threatened strikes.

The strike against the Lebanese Cement Company, which produces 70 per

cent of the country's output, has created a black market in cement. The black

market price for a 50 kg. bag of cement is now LL 5 whereas the Government-

controlled price is LL 3. (JRl)

6. UNCLASSIFIED - Foreign Trade: Lebanese Demand Reciprocal Treatment
for Their Merchants .in Other Arab Countries

The tenth congress of the Arab Chambers of Commerce, Industry and

Agriculture opened in Beirut on November 21, with delegations representing
all the Arab countries except Yemen. The Algerian and Palestinian delegates

were seated as observers. The congress is scheduled to close on November 26

after a series of discussions and inspection tours centered on common Arab
commercial, industrial and agricultural problems.

UNCLASSIFIED - Comment

Prior to the opening of the congress the President of the Beirut Chamber

of Commerce and Industry issued a press release stating that he intended to

use the meeting for an airing of the "thorny problem" of Lebanese merchants

settled in other Arab countries. At the present time, the President explained,
there is no reciprocity: Arab merchants may do business without any restric-

tions in Lebanon but Lebanese merchants in other Arab countries must enter

into partnership with a "controlling associate" (associe maioritaire). If

the other Arab countries fail to accept the principle of reciprocity in this

matter, the President threatened to demand its application in Lebanon. The
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Embassy is following the discussions of the congress and will report on its
accomplishments, including the matter of reciprocity. Since the application
of reciprocity might involve restrictions on the investment and utilization
of Arab capital in Lebanon, the Embassy doubts that the Beirut Chamber of
Commerce will be able to muster much support for its demand beyond the ranks
of the mercantile elite. (LCT)

7. UNCLASSIFIED - Finances Drawdowns by the Lebanese Government
and Private Sector on Foreign Loans (BER 17, WER 5)

To enable the financing of the Litani irrigation and power supply project,
the Government of Lebanon negotiated a loan with the International Bank for
Reconstruction and Development (IBRD) in the amount of $27 million to be
drawn over a period of 5 years at the rate of $5.4 million per year, at an
interest rate of 4.75 per cent, repayable in 20 years. As of May 1960 the
total drawdowns amounted to $7,416,000. There have been no drawdowns since
May due to numerous investigations which were related to the construction
work at the project.

Of the $5 million loaned by the Development Loan Fund (DLF) to the
Banque de Credit Agricole, Industrielle et Foncier (BCAIF), $87,540 has been
drawn to date.

In view of the fact that a DLF loan to the El Bared hydroelectric plant
in the amount of $500,000 is still awaiting last-minute refinement, no draw-
downs have been made on this commitment.

The Export-Import Bank (EXIMBANK), over a year ago, agreed to loan the
corporation building the Phoenicia Hotel approximatdy $3,175,000 for the
purchase of United States manufactured equipment required for the completion
of the hotel. Latest information available to the Embassy indicates that
because of the fact that some equipment originally scheduled to be purchased
in the United States will be purchased in Europe because of lower costs, the
hotel corporation will require only approximately $2,275,000 from the EXIMBANK.
There have been no drawdowns by the Phoenicia Hotel on the EXIMBANK loan as
of this date. (THEN)

8. UNCLASSIFIED - Industry: Duty Raised on Imported Textiles (BER 29)

Effective November 15, pending final resolution of the long-standing
dispute between the Lebanese textile manufacturers and the merchants, the
duty on certain categories of imported textiles was increased by 15 per cent
and will remain in force for six months from the date of imposition. Neither
the textile manufacturers nor the merchants are satisfied with the 15 per cent
interim solution, the merchants claiming that it is too high and the manufacturers
claiming that it is too low. In the meantime, the President has appointed an
independent study group to have another look at the situation in an effort to
effect a compromise satisfactory to both factions.

LIMITED OFFICIAL USE
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Much can be said on behalf of both parties to the dispute. The
manufacturers claim that the merchants are importing subsidized '"dumped"
exports from Communist countries and the United Arab Republic and selling
them at a rate just a few piasters below the Lebanese cost of production.
On the other hand, the Lebanese manufacturers (see Embdesp 337, November 16,
1960) are using antiquated, poorly maintained machinery, operated by unskilled
and even child labor, and producing a product which is not quality-controlled,
at a price in excess of the going world competition, including Japan,
Portugal, and Pakistan. Under the circumstances the manufacturers can hardly
expect that any palliative such as a 15 per cent duty increase on imports
will be the final solution to their dilemma unless they put their own houses
in order. (THEN)

9. UNCLASSIFIED - Government Policy: Distributors of United States
Pharmaceuticals Not Displeased with New Tariff (WER 3)

An announcement of the Ministry of Public Health on November 22 presents
a new reduction of pharmaceutical retail prices by January 1, 1961. According
to the new tariff, an imported unit of United States manufacture which sells
for $1 (LL 3.15) in the United States and retails in Lebanon now at LL 4.08
($1.30) will be allowed after January 1, 1961, to be sold to the public at a
price not exceeding LL 3.78 ($1.20).

OFFICIAL USE ONLY - Comment

An Embassy check with representatives and distributors of United States
pharmaceuticals has thus far revealed no dissatisfaction with the coming new
tariff. The consensus is that in comparison with the French, Dutch, British
and Germans "we have come out best." The Embassy is closely watching, for
necessary action,-any evidence of less than equal treatment of United States
pharmaceutical imports. (LCT)

10. UNCLASSIFIED - Agriculture: Arrival of Three Japanese
Fishing Experts (WER 6)

Three Japanese fishing experts - one from the Japanese Ministry of
Agriculture and Forestry and two from the Iwate prefectural office - arrived
in Lebanon on November 17, 1960, at the invitation of the Lebanese Ministry
of National Economy and Tourism to study prospects for expanding Lebanese
fishing operations in the Mediterranean Sea. The Japanese Government is
reportedly paying the.roundtrip fares of the three experts while the Government
of Lebanon is footing their local currency costs. After six months of study
the experts are scheduled to submit a report outlining their recommendations.

LIMITED OFFICIAL USE
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OFFICIAL USE ONLY - Comment

Prospects of fishing developments on a large scale are limited here.
What little fish there are in coastal waters are dynamited by local fishermen.

Through this technical assistance program Japan apparently hopes to
expand its economic relations with Lebanon, which one of their Embassy offi-
cials referred to as the "showplace of the Middle East". Already Japan has
made some gains in its foreign trade with Lebanon. In 1959 total Lebanese-
Japanese trade amounted to only LL 10.2 million; however this volume
represents a doubling since the years 1957-58 and a quintupling since 1955-56.
Lebanese imports from Japan consist mostly of textiles, tires, radios, toys,
and optical goods. Since a penalty duty is levied against Japanese textiles,
the expansion of Japanese exports including textiles is remarkable. Lebanese
exports to Japan in 1959 did not even exceed LL 500,000 and consisted of
miscellaneous small items.

Other aspects of Japan's endeavor to improve its trade relations with
Lebanon include raising the status of its diplomatic representation here
from a legation to an embassy. There are now about 40 Japanese nationals
residing in Lebanon including representatives of Japanese commercial companies.
The Japanese NYK line maintains regular once-a-month service between Beirut
and Japan. Furthermore, the Japanese Government is contemplating the transfer
of a representative of JETRO (Japanese Export Trade and Research Organization,
a quasi-government agency promoting trade), now stationed in Damascus, to
Beirut. (JHA)

UNCLASSIFIED - Concessionary Companies: "Lebanization" of Beirut
Port Company Effective December 5. 1960 (BER 14,15,16)

With the transfer of its head office from Paris to Beirut on December 5,
1960, the Beirut Port Company will actually become "Lebanized". The Board of
Directors of the company in its meetings held between November 14 and 16
reportedly agreed to bring back to Lebanon its cash and other movable holdings
(including gold), totaling LL 12 million, to be deposited in banks in Beirut.
Those assets not deemed strictly necessary by the Board will be distributed
to shareholders as well as the LL 10 million compensation to be paid by the
Government.

Two new companies - Societe Immobiliere et Financiere du Port de Beyrouth
(The Real Estate and Financial Company of the Port of Beirut) and Societe de
Gestion du Port de Beirut (The Management Company of the Beirut Port) - will
take over the operations of the old company, commencing their work on January
1, 1961. New-boards of directors have been named for both companies. (For
details see despatch 357, November 23, 1960.) (JHA)

LIMITED OFFICIAL USE
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12. UNCLASSIFIED - Finance: Government Customs Receipts (BER 21)

Customs receipts for October 1960 show a slight decline over the banner
month of October 1959. For October 1960 they amounted to LL 8,700,000 as
compared with LL 8,361,000 for September 1960 and LL 9,150,000 for October
1959. According to Embassy records, the all-time high for customs receipts
occurred in October 1959. The slight decrease in October of this year as
compared with October 1959 is not considered alarming, for in the first- nine
months of 1960 the customs receipts amounted to LL 80,112,000 as compared
with LL 72,203,000 for the .same period of 1959. The increase for the period
given amounts to LL 7,909,000.

UNCLASSIFIED - Comment

The continuing annual increase in customs receipts, despite the
diminution of the once lucrative transit trade, points to the fact that
the Lebanese economy remains viable and adaptable despite the changing economic
and political climate in the Middle East. (THEN)

13. UNCLASSIFIED - Communications: Television Developments (WER 9)

Ever since Beirut's first television station began programming in July
1959, a monthly average of 1,000 television sets has been sold. Now there
are approximately 16,000 sets in operation in the Beirut metropolitan area
with a nightly audience estimated at 75,000. Since July-August 1960, when
Cairo's two television stations began telecasting, Beirutis have been able
to get Cairo with a clear picture and sound 60-70 per cent of the time.
In fact, for any one owning or about to purchase a set, Cairo reception is
a "must". One local firm reports it has a rush business on installation of
antennas. With Beirutis also able to enjoy Cyprus telecasts under favorable
atmospheric conditions, television here has become an international communi-
cation media. (JHA)

14. UNCLASSIFIED - Petroleum: Compagnie Libanaise des Petroles
Abandons Well in Beka'a Valley

Compagnie Libanaise des Petroles (CEP) bas abandoned its E1-Kaa No. 1
well in the Beka'a Valley in North Lebanon at a depth of 2,556 meters after
negative Schlumberger (electric logging) tests. The rig is being moved to
Adloun, inland from the coastal city of Sidon in the south. Drilling was
under the supervision of the German firm Elwerath, which holds a 50 per cent
interest in CLP. (CJD)
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15. UNCLASSIFIED - Aqriculture: Citrus Fruit Production
and Marketing (BER 17 and 20)

Preliminary Embassy estimate of the citrus fruit production for the
1960-61 season is about 97,600 metric tons or an increase of 3,400 tons
over the 1959-60 season. Production estimates this season should be much
higher normally because this season is the time for large crops in the
two-year production cycle. Moreover, newly planted citrus fruit orchards
in South Lebanon have started bearing. The drought, however, is responsible
for only a slight increase in estimates.

No significant change is expected in the export of citrus fruits from
previous years. Trade negotiations with representatives of the.Soviet bloc
countries are believed to result in the export of 15,000 tons of citrus
fruit during this season - the same amount as last year. (See Cairo
Agriculture Report 36, October 27, 1960.) HA)
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1. UNCLASSIFIED - Hiqhliqhts

The outstanding event in the economic sector was the settlement of the

20-day Lebanese Cement Company strike (see item No. 2). The Lebanese labor

situation, however, remains unsettled.

The merchants appear to be getting alarmed over the Government's recent

policy declaration concerning encouragement of local industries and are

planning "countermeasures" to safeguard their interests. The general increase

in economic activity notwithstanding, some merchants still feel the impact of

the loss of the once lucrative transit trade. Whatever steps the merchants
have in mind will probably not gain widespread support.

As expected the retail trade has picked up momentum during this holiday
season. An added stimulus should be the disbursement of "loan" payments to
cement, port, tobacco and railway workers at this time. The air of optimism
is clouded by the lack of agreement on the Government's social security
program by various interested groups. In the financial sector, the note
issue remained unchanged at LL 431 million as of November 30. There were
no changes in the local quotations for the principal world currencies. (JHA)

2. UNCLASSIFIED - Labor: Cement Strike Ends (BER 29)

Working against the "general strike" deadline declared by the United
Unions of Employees and Workers (UUEW), officials of the Ministry of Labor
and Social Affairs virtually dictated terms settling the 20-day Lebanese
Cement Company strike. The settlement gave the union five out of six
original demands as follow:

1) A loan of LL 100 or half month's wage, whichever is less.

2) Eight-piastre-per-day wage increase for each year's service.

3) Pay for days out on strike.

4) Company fund for small loans to workers to be increased by
LL 100,000.

5) Company restaurant to be closed down. Its LL 75,000 annual
budget placed in a separate fund from which LL 10 supplemental
monthly wage to be paid to workers in lieu of restaurant facilities.

Rida WAHID, Director General of the Ministry, promised a decision within
three months on the final demand for pay for rest days.

LIMITED OFFICIAL USE
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LIMITED OFFICIAL USE - Comment

The Government again displayed reluctance to come to grips with the
frequently voiced general strike threat. Despite earlier promise of not
calling for important work stoppage, UUEW, according to its president,
Gabriel KHOURY, felt impelled to take drastic strike action, He insisted
that it was necessary to dramatize the workers' needs and broken government
promises to get legislative action.

The cement strike appears to have hastened action on the minimum wage
bill, although legislation on social security and the Labor Code revision
is lagging due to objections of certain provisions by management and the
unions. (HDS)

3. LIMITED OFFICIAL USE - Aqriculture: Soviet's Offer To Supply
10,000 Metric Tons of Wheat to Lebanon

The Soviet Embassy has recently communicated with Moscow recommending
the offering of 10,000 metric tons of wheat, free of charge, to Lebanon,
according to a reliable source. The Soviet Embassy is reportedly convinced
that the supply of United States wheat under Title II PL 480 was extremely
successful in improving United States-Lebanese relations.

Lawyer Adib al-FERZLI (former deputy), legal adviser to the Flour
Millers' Association in Beirut, interviewed Suleiman al-ALI, Minister of
National Economy, recently and advised him not to accept the Soviet offer
of wheat as such a gesture would disturb the excellent American-Lebanese
relations which have resulted in several offers to Lebanon of cereals
under Title II in amounts greater than that under consideration by the
Soviet authorities. (MB)

4. UNCLASSIFIED - Concessionary Companies: Port Company "Lebanized
(BER 30)

At one minute past midnight on December 5 the Beirut Port Company
came under the control of Lebanon. On December 6 the stockholders met and
approved the selection of the new directors (nine of whom are Lebanese and
three of whom are French) and the officers of the new company. It was
announced also that the official takeover will be on January 1, 1961. It
is presently contemplated that the French managerial staff and technicians
now employed by the French company will be continued on the rolls "as long
as they continue to do a satisfactory job."

LIMITED OFFICIAL USE
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LIMITED OFFICIAL USE - Comment

- TThe Embassy has been informed by a prominent Lebanese stockholder of
the company that the French, who heretofore had exercised the controlling
interest, did not take the "Lebanization" very graciously. They even went
so far as to enlist the assistance of the French wife of President Chehab
to maintain more of the previous French directors on the new board. The
Embassy has also learned that up until ten minutes prior to the stockholders'
meeting French stockholders, assisted by the Regional Financial Counselor
of the French Embassy and his assistant, were seeking every possible means
of preventing the approval of the new board of directors. Upon realization
that their cause was lost, they finally acquiesced, withdrew their objections,
and participated in making the approval of the new board unanimous, (THEN)

5. UNCLASSIFIED - Aviation: Lebanese Plan New Policy on
Fifth Freedom Rights (BER 28)

The Supreme Aviation Council has recommended to the Cabinet that a
new policy be adopted with respect to the granting of fifth freedom passenger
rights to foreign airlines. Details have not yet been announced.

UNCLASSIFIED - Comment

Certain details of the proposed policy have been disclosed informally
to the Embassy, the most important of which is the proviso that foreign
airlines (non-Arab) will be granted fifth freedom passenger rights "not to
exceed 100 per cent" of the third and fourth freedom passengers transported
by each airline to and from Beirut. Within the restrictive framework of the
100 per cent "ceiling," the precise percentage of fifth freedom traffic to
be allowed any airline will be determined by the relationship between Lebanon
and the country of origin of the foreign airline. Further details will be
reported separately to the Department. (JHE)

6. UNCLASSIFIED - Foreign Trade: Lebanon Prepares to
Participate in 1961 Chicago World Trade Fair

Mr. Vilas JOHNSON, Director, Chicago International Trade Fair, visited
Beirut at the end of November and was apparently able to convince top
Government leaders that Lebanon should exhibit in Chicago in 1961. Mr.
Robert KFOURY, a prominent Beirut business man, has been selected to act
as Lebanese Commissioner for tourism at the Fair. A formal contract relative
to the erection and staffing of a Lebanese pavilion at Chicago's McCormick
Center will probably be signed soon. The Lebanese exhibits are expected to
stress touristic, warehousing, and investment possibilities.

LIMITED OFFICIAL USE



Page 5
Despatch 412

LIMITED OFFICIAL USE Beirut

LIMITED OFFICIAL USE - Comment

Mr. Johnson called on the Ambassador and, accompanied by Embassy
officers, held successive business conferences with the Prime Minister
and six members of his Cabinet. The Minister of National Economy was
somewhat reluctant to commit himself; but the Prime Minister, the Deputy
Prime Minister, and the Minister of Information issued instructions to
have a contract drawn up on the basis of the cost estimates submitted by
Mr. Johnson. Subsequent to the latter's departure, the Minister of Informa-
tion told an Embassy officer that Lebanon "must participate in the Chicago
Fair in order to enlarge the market for its most salable commodity: tourism."
On Mr. Johnson's recommendation the Prime Minister issued instructions for
an inquiry into the present, reported inadequacy of Lebanon's consular rep-
resentation in Chicago, with a view to changing or enlarging it. (LCT)

7. UNCLASSIFIED - Finance: Customs Receipts Increase in November
(BER 30)

A startling increase in customs receipts was reported for the month
of November. The receipts totaled LL 12,569,000, which was roughly a
LL 4 million increase over the October collections of LL 8,648,000 and the
November 1959 receipts of LL 8,410,000.

OFFICIAL USE ONLY - Comment

In searching for a reason for the rather startling increase in customs
receipts the Embassy was informed that Lebanese merchants believed that at
some juncture (BER 30) the Lebanese Government would increase its tariffs
on textiles and that in anticipation thereof the Lebanese merchants had
placed orders some time in advance for increased shipments of goods. This
fact is reflected by the freight tonnage unloaded in October of 142,370
metric tons and in September of 145,160 metric tons, or roughly 30,000 metric
tons above the previous months. As indicated by the increased customs
receipts the merchandise was held in storage in the Free Zone until the
merchants were certain that the tariff on textiles would be increased. (THEN)

8. UNCLASSIFIED - Foreign Trade: Decline in Transit Shipments

Total Lebanese transit shipments for the first half of 1960 totaled
8,211,070 metric tons, valued at LL 334.2 million.

The drop in Lebanese transit shipments in recent years is shown in the
following tabulation:

LIMITED OFFICIAL USE
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PETROLEUM OTHER GOODS TOTAL

Metric Metric Metric

Period Tons LL_1000 Tons LI. 1,000 Tons LL 1,000

1st half 1957 8,541,564 179,373 587,051 415,189 9,129,615 594,557
"f " 1958 7,561,624 158,795 478,862 294,378 8,040,486. 453,173

"t "" 1959 12,349,802 259,189 171,373 143,033 12,521,175 402,222

" 1960 8,119,821 172,313 91,249 161,919 8,211,070 334,232

Transit shipments of goods other than petroleum for the first half of 1960 are

only 53 per cent and 16 per cent respectively of the totals for the first

halves of 1959 and 1957.

UNCLASSIFIED - Comment

No doubt, restrictive and discriminatory measures by the Syrian and

Jordanian authorities against imports through Lebanese ports are responsible

for most of this decline. While some circles have expressed concern over the

continued decline of transit shipments in recent years, others minimize its

effect on the economy. (JHA)

9. UNCLASSIFIED - Aviation: Trans-Mediterranean Airlines
Applies for Passenger Rights

Trans-Mediterranean Airlines (TMA), Lebanese all-cargo air carrier, has

applied to the Civil Aviation Directorate for authorization to transport

passengers. The request is now pending before the Supreme Aviation Council.

OFFICIAL USE ONLY - Comment

TMA's request probably will be refused, since none of the other three

Lebanese air carriers wishes to see a fourth Lebanese airline granted

passenger-carrying rights. (JHE)

10. UNCLASSIFIED - Construction: New Government City Planned

The press reported that a joint financial and technical committee

attached to the Cabinet had completed its studies on the removal of government

offices from within the city to a proposed new Government City. This project

will consist of three sections. The first section, costing about LL 18

million, will include all government departments and Parliament, whose

buildings will be sold. The second section, costing LL 8-10 million, will

be for government offices now occupying rented quarters. The third section

comprises the remaining government and quasi-government offices. The

committee has decided to locate the courts in the suburb of Furn al-Shubak.

The first two sections will be financed from the estimated proceeds of

LL 28 million from the sale of all government office buildings such as

LIMITED OFFICIAL USE
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those presently housing Parliament, the courts, and the various ministries.

The third section will be built from appropriated funds. The principal

obstacle holding up implementation of the studies is the lack of a suitable

site for the new Government City. (JHA)

11. UNCLASSIFIED - Foreign Trade: Substantial United States

Gains in Trade with Lebanon BER 28)

An analysis of available United States-Lebanon trade statistics for

1958 and 1959 reveals the following facts:

(a) United States exports of domestic merchandise to Lebanon increased

by $2,827,641 between 1958 and 1959 (from LL 66,955,396 to LL 75,859,638);

United States imports of Lebanese merchandise for consumption for the correspond-

ing period also rose by $1,074,526 (from LL 5,892,396 to LL 9,276,078).

Exports, therefore, show a 2.6-fold increase over imports.

(b) In 1959 the United States exports to Lebanon were 13.8 times more

than United States imports from Lebanon. In 1958 this export-import

multiplier was 11.4. On a per'-capita basis Lebanon bought $21.45 worth of

United States merchandise ih 1959 (not counting the amount of re-exports

shipped from the United States and re-shipped by Lebanon). Available statistics

show the following per capita consumption of United States goods in other

Arab countries: Jordan ($10.20), Saudi Arabia ($7.60), Egypt ($4.40), Iraq

($4.20), Syria ($2.90). Lebanon, therefore, bought in 1959 for its own con-

sumption more than twice as much United States goods as the next best Arab

customer of the United States. On the other hand, Lebanon in 1959 bought

less than half as much from the United States as did Israel ($55.80).

The United States-Lebanon balance of trade is, therefore, becoming

increasingly and overwhelmingly favorable to the United States, in spite

of a decline in the transit trade.

OFFICIAL USE ONLY - Comment

In the course of a recent conversation, the Acting Minister of Finance,

noting the striking imbalance of trade between the United States and Lebanon,

asked an Embassy officer "to tell Washington" that the situation is becoming

embarrassing to the Government and that the solution lies in redressing the

unfavorable Lebanese trade ledger through the establishment in Lebanon of

United States industrial companies to produce goods for foreign markets which

can be reached more profitably from Lebanon than from the United States. (LCT)

LIMITED OFFICIAL USE



Page 8
Despatch 412

LIMITED OFFICIAL USE Beirut

12. UNCLASSIFIED - Aviation: Lebanon ConsideringEstablishinq
Airport Tax

The Minister of Public Works and Communications, Osman al-DANA, has
publicly announced that the Ministry is considering imposing a tax of three
to five Lebanese pounds ($1.00 to $1.50) on every passenger using the Beirut
International Airport. He estimates that in this manner the sum of about
LL 2 million (nearly $700,000) could be collected annually for airport repair
and improvement. (JHE)

13. OFFICIAL USE ONLY - Agriculture: Grain Silo Project

Early in November 1960 Mr. Pierre LALANE, a French expert on grain
silos, arrived in Lebanon under the auspices of the French Mission de
Cooperation Technique Agricole dans le Proche Orient to carry out a pre-
liminary study on the feasibility of a grain silo in the Port of Beirut.
Mr. Lalane recommends the construction of a 35,000 metric ton silo on a
third pier to be built in the port. The project is estimated to cost LL 15
million: LL 6 million for the pier and LL 9 million for the silo. The
Government hopes to finance this project with PL 480 Title IV funds.
Income from handling and storing grain is expected to make the project
self-liquidating.

OFFICIAL USE ONLY - Comment

There is no fully mechanized silo-type grain storage in Lebanon at the
present time. Grain handling and storage is therefore quite costly and
wasteful. The construction of a modern grain silo will lower these charges
and may contribute toward making Beirut an entrepot for cereal movements in
the Near East as envisioned by Mr. Elie TOUMA, Director of the Wheat Office.
(JHA).

14. UNCLASSIFIED - Aviation: Beirut Hosts Aviation Meetinq Arab States

Representatives from Jordan, the United Arab Republic, Saudi Arabia, and
Lebanon have been meeting in Beirut since November 26 in an effort to agree
on the best location for a regional "Flight Information Center" for the
Middle East. The Embassy is reliably informed that the talks closed December
5 without agreement. (JHE)

15. UNCLASSIFIED - Petroleum: Tapline Celebrates Tenth Anniversary
of Operations

On December 3, 1960, the Trans-Arabian Pipe Line Company (TAPLINE)
completed a decade of operations, during which it transported 1,160,777,922
barrels of crude oil from Saudi Arabia to its Mediterranean terminal at Sidon.
Average daily throughput for the ten years was 316,030 barrels. A total of

LIMITED OFFICIAL USE
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8,191 tankers was loaded. In an anniversary message to employees, Tapline
President John NOBLE mentioned that it is now faced with the most serious
competition of its existence because of the current surplus of tanker
capacity throughout the world and depressed tanker rates. He expressed
confidence that "Tapline will find acceptable bases which will permit the
company's relations with governments to be stabilized upon mutually satis-
factory terms." (JHA)

16, UNCLASSIFIED - Economic Development: Litani Indictments (BER29)

Mr. Salim LAHOUD, former President of the National Litani Office (NLO),
together with the French engineer Pierre EBERLAND of the Groupe d'Etudes
Francais and the Italian engineer Francesco CARPARINO of the Astaldi con-
struction firm, has been indicted on charges of irregularities by the
Misdemeanor Court. According to press reports the Astaldi firm won the
construction contract for the tunnels through fraud and collusion by the
parties indicted. Mr. Ibrahim BIZRI, the former NLO Director General, was
cleared because of a lack of sufficient evid nce. (JHA)

/ p -/79-/
Ro ert McClintock
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1. UNCLASSIFIED - Hiahlights

In the economic sector considerable attention was focussed by the
press on matters which require decision by the Government before the end
of the calendar year. With the expiration of the present rent law scheduled
on December 31, the Ministry of Justice presented a new rent bill, which
would assure a seven per cent return on invested capital, much to the dis-
satisfaction of landlords and renters. With the tobacco concession operated
by Regie des Tabacs et Tombacs expiring on December 31, there was considerable
discussion about several alternative proposals: (1) a six months' extension,
(2) nationalization, or (3) the formation of a mixed company (Government-Regie).
The 1961 budget, particularly proposed appropriations for highway construction,
was attacked in the committees. The Government retreated and agreed to
increase appropriations for local roads.

The retail trade is enjoying the holiday shopping spree; however there
are reports that Christmas sales thus far are below last year's level.
Observers attribute this to two factors: (1) the decline in purchases by
the farmers because of the drought, and (2) virtual lack of sales of heavy
woolen clothing and woolens because of the mild weather. Merchants carrying
large inventories of such items are reportedly in financial distress.

In the financial sector, the situation remains tight (see item 2).
The currency issue remains unchanged at LL 431 million except for an increase
in the gold cover (see item 5). The Lebanese pound is very strong, United
States dollars being currently quoted at LL 3.14. The sustained inflow of
capital, particularly of Arab oil money, continues to create a strong demand
for the Lebanese pound. (JHA)

2. UNCLASSIFIED - Finance: The Tiaht Money Situation

The Beirut money market has been tight for at least the past two months.
Among the causes for this situation is that the Government has built up its
deposit in the Banque de Syrie et du Liban (BSL) by deferring payment on its
outstanding bills. One source estimated that this balance totaled LL 170
million at the end of November 1960. Moreover, the banks now that the end
of the year is close at hand are covering their drafts closely in order to
show a highly liquid position in their end-of-year financial statements.

The tight money situation has led to a temporary increase in interest
rates. Inter-bank interest rates have risen from a normal level of 2-21
per cent to 3} to 3$ per cent. Customers who were able to borrow at 5J
per cent several months ago must now pay about one per cent more. Also,
some banks which normally maintain with the BSL a deposit of LL 1.2 - 1.5
million for clearing purposes have been forced to reduce this deposit by
two-thirds. There have been occasions recently when a bank has had to wait
1-- hours while another bank to which a draft has been presented scurried
around for funds. The. competition of the banks for Lebanese pounds during
this situation has reduced the normal one per cent margin between the buying
and selling rates to 0.37 per cent. (JHA)

LIMITED OFFICIAL USE
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The Embassy and USOM/L, assisted by representatives of the United
States Department of Agriculture, entered into negotiations on December
13 with the Government of Lebanon for the sale of approximately 75,000
metric tons of wheat and other cereals under the provisions of Title IV
PL 480. The Lebanese representatives indicated a keen interest in the
purchase of wheat under these provisions, but indicated that they desired
a 15-year credit term for repayment rather than the maximum of 10 authorized
by the Department. The Lebanese representatives also indicated that they
did not wish to be restricted in the purchase of wheat to "free world sources"
as stipulated in the instructions given the Embassy by the Department. Other
aspects of the negotiation, including "usual marketings" and pricing, were
discussed in detail and pose problems which the Embassy hopes can be nego-
tiated.

OFFICIAL USE ONLY - Comment

It is the Embassy's hope that the negotiation instructions can be
amended to revise downward the quantity of "usual marketings" in view of
new and more accurate data on wheat imports supplied during the course of
the negotiations. It is further hoped that special pricing arrangements
can be made in order that wheat offered by the United States will be com-
petitive with that purchased from Argentina, Germany, and other countries.
Invoices and letters of credit giving proof of lower prices offered by the
countries listed above were produced by the Lebanese representatives. The
Embassy is of the view that if the global marketing level of 170,000 M.T.'s
can be reduced downward to 150,000 and United States pricing can be made
competitive, the Lebanese, in return for an extension of the credit period
to 15 years, will accept a modification of "free world sources" language
and conclude the transaction. (THEN)

4. UNCLASSIFIED - Labor: Airlines Strike Averted

Lebanon's last outstanding1labor dispute ended a few hours before the
strike deadline set by the UUEW-affiliated Airlines Employees Union on
December 17. Involved were some 4,000 employees of 26 foreign and domestic.
air carriers, about half of whom are on the payroll of Middle East Airlines
(MEA), largest of Lebanon's three passenger carriers.

ILnter alia the 7-point settlemen provides for a "loan" of LL 100 for
each employee, 12 paid holidays per year, and a bonus of a half month's pay.

1United Union of Employees and Workers
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LIMITED OFFICIAL USE - Comment:

This startlingly generous settlement came in the face of the established
organizational weakness of the airline union, the reluctance of the parent
UUEW to sanction a strike call and the announced determination of government
civil air and Surete Generale officials to take stringent action against the
leaders of a strike. According to UUEW President Gabriel KHOURY, the agree-
ment was arrived at by the union's tactics of dividing the airlines' forces
by threatening to stage "quickie" strikes against carriers who refused to
grant its minimum demands. MEA's strong opposition was thereby supposedly
weakened because of possible damage to its subsidiary, Mideast Aircraft
Service:Company (MASCO), the area's principal airline service organization.
(HDS)

5. UNCLASSIFIED - Finance: Gold Content in Currency Cover
Increased by $10 Million

During the past week the Banque de Syrie et du Liban (BSL), which
acts as the Government's banker, purchased LL 33,887,281, or approximately
$10 million worth of gold to bolster the currency cover. As a consequence
the gold content of the currency cover rose to 87.25 per cent from the
previous 79.38 per cent. The gold was purchased by the commercial department
of the BSL from the Banque dlIrndochine, which in turn bought it from Zurich
sources at a price of $35.82 per fine troy ounce, which is higher than the
United States offering of $35.

LIMITED OFFICIAL USE - Comment

There is much speculation as to the purpose of the purchase, particularly
at premium rates. Some sources believe that the gold was purchased for the
reason that the United States was planning to devalue the dollar, while
other sources state that it is the policy of the Government to purchase gold
when its reserves in the BSL are above a certain level. At the time of the
purchase (December 14) the Government of Lebanon was reported to have had
LL 160 million on deposit with the bank.

Regardless of the current speculation, the gold content in the currency
cover now stands at just 1.75 per cent higher than it was in April.)l960,
which was the last month prior to the gradual increase in the note issue from
the long-prevailing LL 400 million to the present LL 431 million.

Criticism is being.directed to the Government because of the premium
price paid and rumors abound that there was a splitting of commission on the
purchase by the Banquedeulndochine with officials of the Ministry of Finance.
(THEN)
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6. OFFICIAL USE ONLY - Foreign Trade: Statistical Center
Machinery Bids at a Standstill for the Third Time

The process of adjudication which began more than a year ago to
select calculating and tabulating machinery for the Government's
Statistical Center has come to a standstill for a third time. The
Technical Commission has approved four machines offered by Bull of
France, IBM and Remington-Rand as meeting the specifications, but no
final decision can be made until the 1961 budget has been passed.

The Embassy has been informed that the Bull tender was the lowest
on a 7-year basis, but the IBM offer was cheaper on a 5-year installment
plan, and that the IBM equipment was 50 per cent more powerful than any
of the machinery offered. The price difference between Bull and IBM on
a 7-year basis was LL 37,000, or a little over $10,000.

OFFICIAL USE ONLY - Comment

It is the Embassy's understanding that the Minister of Planning,
who is the supreme authority in awarding the Statistical Center tender,
may presently cancel the adjudication process and decide in favor of a
direct contract with one of the three companies mentioned above. The
local IBM representative, who is ready to challenge the legality of the
adjudication process once more, feels hopeful that his company will be
selected. (LCT)

7. UNCLASSIFIED - Agriculture: Lebanese-USSR Trade Agreement
Negotiations to Start Soon

Officials of the Government of Lebanon are presently discussing
the trade agreement existing between the two countries and the
possibility of raising the ceiling of the existing protocol from
LL 15 million to LL 20 million. No announcement has been made as of
this time with respect to the progress of the discussions, but it is
expected that agreement will be reached to support a higher ceiling.

OFFICIAL USE ONLY - Comment

The Embassy has been advised that pressure is being placed upon
the Government of Lebanon to increase the volume of Lebanese-Soviet
trade for the purpose of encouraging the increased export of Lebanese
apples to the USSR. Lebanon recently purchased 10,000 tons of Russian
wheat at $59-$60 a ton, which was below the world market price and in
turn sold second-grade apples to the USSR at a premium rate. (THEN)
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8. UNCLASSIFIED - Streetcar Workers Protest Proposed Merger
with Railway

A large delegation from the Beirut Office of Electricity and the
Public Transportation Employees Union called on President Chehab on
December 20 to protest the Government's proposal to merge Beirut's

streetcar system with the Lebanese State Railway. The President promised

to give consideration to their argument and asked them to remain on the
job pending a final decision.

OFFICIAL USE ONLY - Comment

This marks the first flurry of activity by the electricity union
since its long, but successful streetcar strike of last spring. The
union represents workers employed on Beirut's electric power generating
plants and those who man its antiquated streetcars. Long a bulwark of
the UUEW, the union severed its ties with the federation following the
end of the walkout, alleging that the UUEW had failed adequately to
support its strike. The disaffiliation of the electricity workers was
the culmination of a long-standing struggle between a Communist-Jumblatt
Socialist coalition and the Union's more conservative element with the
leftwing group finally winning out. The issue here appears to be rela-
tively free of political overtones. Instead, the electricity workers
appear to be attempting to safeguard their superior wage rates and
fringe benefits. The union reasons that they may find themselves
reduced to the level of the less favored railway employees if the
merger is approved. (HDS)

9. UNCLASSIFIED - Labor: Labor Legislation Advances

The prolonged series of strikes and strike threats now appears
to have forced the Government's hand in enacting legislation long
sought by the trade unions. Combined ministerial, industry and union
committees have agreed on a minimum wage of LL 125 per month and have
set a figure of 15 per cent for the rise in living costs between 1955
and 1959. These two measures now are to be referred to the Cabinet
for its approval which the unions expect to culminate in the issuance
of the appropriate decrees.

A third draft of a Social Security law is scheduled to be presented
to business and union representatives next week, although its passage
is far from being assured. Because of the total lack of labor statistics
in Lebanon, the law would not go into effect until one year after its
passage.
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OFFICIAL USE ONLY - Comment

Principal causes of the labor unrest in Lebanon have been the
rapid increase in food costs and the failure of the Government to
revise minimum wages since the promulgation of the Labor Code in 1946.
Through the continuous application of pressure, the unions, led by the
UUEW, have wrung concessions from their employers by threatening to
disrupt the economic life of the country.

Khoury told the reporting officer that unless legislative action
seemed assured by January 5, all of Lebanon's unions would strike.
Such a general strike has been threatened in many previous disputes,
but is not to be taken lightly over this issue. (HDS)

10. UNCLASSIFIED - Tourism: Americans Form Majority of
Non-Arab Tourists to Lebanon

The Tourism Committee of the Beirut Propeller Club has submitted
to the club's Board of Governors a report pointing out.that 70 per cent
of the non-Arab tourists to Lebanon during the past six months were
Americans. The report highlights the fact that most of the tourists
visiting Lebanon are middle-aged or older - half of them women, 75 per
cent traveling for pleasure exclusively, spending an average of 3-
days in Lebanon. Only 4 per cent of the 600 tourists canvassed came
directly to Lebanon from the United States; 38 per cent came to see
the Middle East; 30 per cent were stopping off on a world tour; and
for 16 per cent Lebanon was an extension of a trip to Europe.
Sixty-three per cent of the visitors had their trips planned by travel
agencies and airlines; sixty per cent were on packaged "all expense"
tours.

The report stresses "the almost complete ignorance of Americans
about Lebanon or the Middle East", and that "no tourist comes to Beirut
for the sole purpose of seeing Lebanon unless he is of Lebanese descent."

UNCLASSIFIED - Comment

The Propeller Club report makes a number of promotional suggestions
based on the statistical facts listed above. These suggestions will be
separately reported to the Department. In the meantime, the Embassy is.
placing French and Arabic translations of the report at the disposal of
competent Lebanese officials, including the President of the Republic.
(LCT)
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11. OFFICIAL USE ONLY - Aviation: Lebanese Airline Planning
to Operate to United States

Lebanese International Airlines (LIA) has applied to the Lebanese
Directorate of Civil Aviation for authorization to inaugurate air
passenger and cargo services to the United States, via either London
or Paris, during the early months of 1961.

OFFICIAL USE ONLY - Comment

Under the terms of a local inter-airline agreement, LIA has for
three years held a franchise to operate to the States, but has never
been sufficiently well-equipped with aircraft or capital to exercise
its right. Although these circumstances remain unchanged, under
pressure from its sister airlines and, possibly, from the Lebanese
civil air authorities, LIA has apparently now concluded that it must
use its right or lose it. The Embassy is informed, however, that LIA's
application will not be acted upon until after specific routes to the
United States have been determined. The Directorate of Civil Aviation
is now considering asking for United States' approval of routes desired
by Lebanon. (JHE)

12. UNCLASSIFIED - Foreign Aid: Lebanon Requests UN Technical
Assistance on Optimum Use and Conservation of Groundwater

As a result of discussions held between the Secretar-estGenetalQdf
the Ministry of Agriculture (Mr. Halim NAJJAR) and the Ministry of
Public Works (Mr. Fouad BIZRI) during a brief mission to Lebanon by
Dr. David J. BURDON, groundwater geologist of the FAO, at the end of
November 1960, the Government of Lebanon has requested the cooperation
of the Special Fund of the United Nations to survey the groundwater
resources of the country. The request is in two parts: arprototype
three-year investigation of the groundwater resources of the Beka'a
Valley ($880,000) and an expanded five-year project for the remainder
of Lebanon ($1,490,000). The cost of the project will be shared almost
equally by the Special Fund and the Government of Lebanon.

Since the description of the project was written by an FAO expert
about two weeks ago, the Lebanese Government has reportedly decided to
go ahead with both parts of the project and is planning to discuss the
details with a Special Fund representative within a few days.

UNCLASSIFIED - Comment

Undoubtedly the drought for the past three years has forced the
Government to assign a high priority to water projects. Unless the
Government can complete a water survey and pass new laws to control
groundwater based on the survey soon, unregulated overpumping will
wreck havoc with optimum utilization of the available groundwater,
especially if the drought were to be prolonged. (JHA)

LIMITED OFFICIAL USE
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13. UNCLASSIFIED - Finance: Cost of Livina Still on the Increase

The cost-of-living index (June-August 1939 = 100) has now reached
533, which is an increase of 12 points from January 1960. The cost-of-
living index for 1959 was 509, while in 1958 it was 492, and 1957, 471.

UNCLASSIFIED - Comment

The Government of Lebanon is acutely aware of the steady increase
in the cost of living because of widespread agitation by trade unions
for general wage increases. In an attempt to hold the line and still
take into account the past increase the Government is considering the
introduction of certain measures such as the reduction of the duty on
the cost of imported food, and general wage increases.

American business concerns in Lebanon, using data supplied by the
Embassy, pay cost-of-living differentials, while the United States
Government does not. (THEN)

14. OFFICIAL USE ONLY - Agriculture: Soviet Bloc
Purchases of Lebanese Fruits (BER 30)

For the season beginning October 1 the Soviet Union is thus far
the only Soviet bloc country to purchase any apples. Early this month
the Soviet Union agreed to buy 2,500 tons of apples for delivery in
December 1960 and January 1961. During this same period the Soviet
bloc countries have concluded purchase contracts for citrus fruit
totaling 9,600 tons (8,100 tons of lemons and 1,500 tons of oranges).

OFFICIAL USE ONLY - Comment

The apple transaction merely represents the balance of an original
purchase contract of March 1960 calling for 4,000 tons, of which the
Soviet Union had accepted delivery of 1,500 tons during the previous
season. During the entire 1959/60 season Lebanese apple exports to
the Soviet Union totaled 3,000 tons, the other bloc countries taking
none.

The citrus fruit sales to the Soviet bloc countries this season
are the highest on record for lemons, but for oranges they are equal
to the 195/59 season and about one-fourth of the previous season. (MB)

15. UNCLASSIFIED - Economic Develooment:
Italian Expert on Artificial Lakes

An Italian professor who is an expert on artificial lakes was
here in Lebanon for the past few weeks, studying the possibility of
creating small artificial lakes in the mountain valleys of Lebanon.
The Lebanese Ambassador to Italy reportedly asked the Italian Govern-

LIMITED OFFICIAL USE meant
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ment for assistance on this project. The professor was sent at the

expense of the Italian Government and at the invitation of the Lebanese

Ministry of Public Works. Back in Italy, the professor is preparing a

report to be submitted to the Government of Lebanon. He is reported to

be not too optimistic about the feasibility of the project because of

the porous nature of the Lebanese substratum.

[UNCLASSIFIED - Comet

An article on the Italian success with artifical lakes in the

August 11, 1%60 issue of the Lebanese publication, Magazine L'Illustre

du Proche-Orient, probably led the Lebanese Government to instruct its

Ambassador to Rome to inquire about Italian assistance on this project.

The article mentioned that Italy has now over a thousand of these

artificial lakes holding water which would otherwise flow unused into

the ocean. (JHA)

16. UNCLASSIFIED - Aviation: Two Lebanese Airlines

Acquire Jet Aircraft

On December 19 the first of four Comet IV-C jet airliners purchased
by Middle East Airlines (MEA) from the DeHaviland Company arrived at
Beirut on its inaugural flight from London. On December 20 a Caravelle,
attired in Air Liban colors, made its inaugural flight from Paris to
Beirut. Both events were attended by appropriate ceremonies and wide-

spread publicity.

" .

OFFICIAL USE ONLY - Comment

MEA's Comet is the first of four purchased by the airline. Two
more are scheduled for delivery in February 1%61 and the fourth in April.
Air Liban, which is subsidized by Air France, has for some time been

pressing Air France to let it have Caravelles to meet the competition
of MEA's Comets. The Caravelle, which arrived on December 20, is on
lease from Air France for this purpose. Whether Air France intends to"
match further deliveries of Comets to MEA with the delivery of additional
Caravelles to Air Liban is unknown, but doubtful. (JHE)

17. OFFICIAL USE ONLY - Domestic Business: Illeoaa Trade in

American Ciaarettes

Since the Lebanese internal troubles in 1958 the illegal trade in
American cigarettes has continued to increase. Smuggling and sale of
American cigarettes have become big business, with a pack readily
available from smugglers or their network of agents at LL 1.25 each
versus LL 1.50 from the Government's authorized retail outlets.

Recently, the security forces have been clamping down on the
illicit trade, especially after the furor stirred up inpotia

LIMITED OFFICIAL USE-
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circles over the release of the leader of the smugglers through pressures
applied by influential politicians. Consequently, in many areas of
Beirut the unit of trading of illicit American cigarettes has become
the carton for LL 11.50 each rather than the pack. (MB)

18. UNCLASSIFIED - Tourism: Casino du Liban
Celebrates First Anniversary

On December 17 the Casino du Liban celebrated the first anniversary
of its opening. The Casino, which comprises a night club, a gambling
room, a theater and a bar-restaurant, has been a "moderate" financial
success. According to press reports, the Casino took in LL 6 million
from gambling alone, of which the Government took 46 per cent or LL
2,760,000 as taxes. Thus, the net profit realized from gambling for
the first year of operation was LL 3,240,000. After deduction of
losses from non-gambling activities, the Casino had a net profit of
about LL 2.5 million representing a 20 per cent return on the original
investment of LL 12 million. Its shares, which were listed for the
first time on the Beirut stock exchange on December 19, are being
quoted at LL 88-90 (par value LL 50). During the past year an average
of 350 (capacity 550) customers have attended the night club. The
theater has held 20 performances with an average attendance of 800
(capacity 900).

UNCLASSIFIED - Comment

The fame of the Casino has spread far and wide, especially since
the floor show is imported directly from the Lido in Paris. A visit
to the Casino has become a "must" for most tourists visiting Lebanon.
(JHA)

19. UNCLASSIFIED - Foreian Aid: Donation of Medical Eauioment
by Russian Orthodox Church Formally Announced (BER 23)

During the visit of Patriarch ALEXEI to Lebanon (December 9-15,
1960) announcement was formally made of the proposed donation of
medical equipment valued at LL 5 million ($1.6 million) by the Russian
Orthodox Church to St. George's (Greek Orthodox) Hospital in Beirut.
On December 11, the Patriarch laid the cornerstone for the new wing
to house this equipment. According to Mr. George RAYES, Chairman of
the Board of Trustees of the hospital, actual construction of the new
addition will start in March 1961. The hospital will begin receiving
some of this new equipment beginning next summer. The local Orthodox
community decided not to ask the Patriarch to donate building materials
needed for the hospital construction (Despatch 294, November 7, 1960).
(JHA)

LIMITED OFFICIAL USE
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20. UNCLASSIFIED - Finance: Doublina of Lebanon's Subscriotion
to International Bank for Reconstruction and Development (IBRD)

A bill has been introduced in Parliament by the Ministry of Finance
to authorize the Government to increase Lebanon's IBRD subscription from
$4.5 million to $9.0 million. The proposed doubling is to implement the
decision of the IBRD Board of Governors requesting member countries to
increase their subscription. (JHA)

The editor and the contributors wish their readers milaadan
maiiidan w sanatan iadiidanc(Merry Christmas and a Happy New Year).

/o l7.Pr

Ro ert McClintock

Contributors:

THENesbitt
LCTihany
JHEnnis
HDSnell
MBekhash

Copies sent Amembassies Amman, Ankara, Baghdad, Cairo, Jidda,
London, Paris, Tel Aviv, Tripoli, Moscow

Amcongen Aleppo, Damascus, Dhahran
(mconsuls Aden, Kuwait
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1. UNCLASSIFIED - Highlights

Lebanese merchants were appalled to learn that their holiday trade
already below last year's level was hit by a three-day taxi strike, which
kept many shoppers away from their stores during the height of the Christmas
shopping season. The mild weather continues to depress sales of winter
clothing and sporting goods.

The labor sector of the economy ended the year with government action
near on two significant measures: increase in the minimum wage and a cost-
of-living wage increase.

With several trade and payments agreements expiring at the end of the
year, the Government showed renewed interest in redressing the imbalance of
Lebanon's trade, especially with those countries with which it has a large
trade deficit.

There was a bullish tone in the Beirut stock exchange as Lebanon welcomed
the New Year. Both the number and the value of transactions increased in the
last week over the previous Christmas week. Speculative interest centered on
the shares of the Casino du Liban, which have gained some ten points since
December 19 when they were first listed for trading on the local exchange.
The year ended with the United States dollar being quoted at between LL 3.1350
and LL 3.1375, the lowest it has been for some time. (JHA)

2. UNCLASSIFIED - Labor: Government Action Near on Waaes

Two significant measures last week were sent to the Council of Ministers
upon the recommendation of committees composed of members from industry,
labor and Government. In one action a tri-partite committee agreed to
recommend an increase in the minimum wage from LL 94 to LL 125 per month.
In the other, a 15 per cent increase to compensate for living cost rises
between 1955 and 1959 was recommended.

UNCLASSIFIED - Comment

Opinions differ as to the legislative action required to put these
recommendations into effect, but all agree that the minimum wage measure
requires merely a Cabinet decree for implementation. The cost-of-living
item may require not only ministerial, but parliamentary action as well.

Although not bound by local labor legislation, the Embassy most likely
will be embarrassed if the cost-of-living measure passes. Beirut's other
embassies, including the British, French and Soviet, observe the Lebanese
Labor Code, while the Embassy does not. (HDS)

LIMITED OFFICIAL USE
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3. UNCLASSIFIED - Foreign Trade: Irish Potatoes Caught in Arab Boycott

Orders by the Arab League Boycott Bureau prohibiting the unloading of
Irish seed potatoes on board the blacklisted Norwegian freighter MARS aroused
heated discussions in the Cabinet. Differences of opinion among the Ministers
in implementing the boycott against the ship soon spread to the newspaper
columns. Pierre GEMAYEL, the Minister of Finance, in a statement to the local
press demanded tiat~h-ship-be-peitted tounload and assertedthat he was
highly suspicious of certain decisions of the Boycott Bureau which appeared
t--ht beimed at hAmper ~gLebanese~EisThiis rather than Israeli trade.
He claimed that the boycott rules prohi fti"t hlUii f ii fde'
imports but the refueling and provisioning of blacklisted ships., The Prime
Minister reportedly refused to grant permission for the unloading, and according
to one pro-UAR paper Gemayel had to retreat in the face of general opposition
in the Cabinet. Another pro-UAR paper claimed that there is an attempt to
break the boycott in Lebanon.

The upshot of the affair was that the Government is reported to have
decided to issue a warning to importers against shipment of goods on black-
listed vessels. Some Cabinet members suggested that the seed potatoes be
unloaded in Cyprus and then reshipped to Beirut on a Lebanese freighter.
The ship sailed a few days ago for Alexandria, but a spokesman for the UAR
Embassy gave assurances that the ship will not be unloaded there. (JHA)

4. UNCLASSIFIED - Aviation: Beirut Airport Hydrant System

After considerable delay in granting final approval to the suppliers of
aviation fuels at the Beirut International Airport, the Government of Lebanon
finally approved on December 23, 1960, the use of the hydrant system, which
had been operable since August 1960. Out of the total system of 22 positions,
7 are now operable, but only 2 are in use because of the absence of guide
markers. How many of the balance of the 15 contemplated positions will be
completed is not yet known because the Government has not as yet determined
where it wants the hydrants located.

The first plane to be fueled by the new hydrant system was a DC-8,
the second a Comet, and the third a 707. All refuelings went satisfactorily,
and considerable time was saved over the previous tank-truck system.

Tanks supplying the fueling system have a capacity of 611,000 US gallons,
or approximately one week's fuel supply at the present rate of operation.
This supply is considered adequate as fuel is tanked from the refinery at
Sidon, three-quarters of an hour's driving distance away, and from the Dora
tank farm just to the north of Beirut.

Initially JP-1 (kerosene).will be fed to the 707's and Viscounts, but
shortly the 707's are expected to change to JP-4 (cut gasoline) becats e of
its lower cost.

LIlMITED OFFICIAL USE
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The airport suppliers, which include Mobil, Caltex, Esso and Shell,
have been plagued by bureaucratic delays, including some hints for baksheesh
by elements of the five different ministries involved in obtaining the final
permit to operate the system. The system, which has cost more than $600,000,
was badly needed because of the delays in using the conventional fueling
method on 707's and DC-8's. The suppliers held the line on handing out
baksheesh and presented a united front in working with the Government in
obtaining approval to operate the system. (THEN)

5. UNCLASSIFIED - Labor: Taxi Strike Suspended

A three-day tie-up of taxis in Beirut and other cities ended on Christmas
Eve. The issue here was Minister of State Abdallah MASHNOUK's plan to double
the number of taxi, public bus and truck licenses. At first it appeared that

* I the five unions of taxi owners and drivers would agree to his plan under
which they would receive all funds realized from the sale of. licenses. One

* Beirut union broke ranks, called its members off the streets, and frightened
the other non-striking unions into joining its strike. By Christmas Eve the
strike had run its course, but Mashnouk has issued no statement as to the
number of licenses to be sold or when such a sale will begin.

OFFICIAL USE ONLY - Comment

Once more a taxi owners and drivers union has demonstrated its power,
and the Government has shown its inability to take a firm stand. Although
Minister Mashnouk has issued no statement, most observers believe that he
will either abandon his plan to issue 3;200 new taxi licenses or reduce the
number to 1,000 or less. (HDS)

6. OFFICIAL USE ONLY - Foreiqn Aid: Industry Institute May Aid Iraq

Dr. ATTIYAH, the Administrator of the USOM-created Industry Institute,
an industrial research and development organization in Beirut, expects to
be leaving for Baghdad to discuss with Iraqi Government officials the
possibilities of the Institute's participating in the development program.
His trip to Iraq is the result of several conversations he has held with the
Iraqi Ambassador to Lebanon and other Iraqi officials in the past several
months. Dr. Attiyah feels that his organization is uniquely qualified to
assist the Iraqis to reactivate their stalled development program. Being
a purely Arab organization, the Institute, he declares, would be acceptable
to the Iraqis. At the same time, the Institute can take advantage of
western technological assistance through its contacts with comparable
organizations in western Europe and in the United States. Although western
technicians and consultants may be used by the Institute in Iraq, he empha-
sized that they would be hired and fired by Arabs. He furthermore feels
that if the Institute is a success in Iraq, a way may be opened for western
construction firms to return and participate in Iraq's economic development

. ) ~~~program on a limited scale. LMTDOFCA S
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He mentioned that he and other thinking Lebanese are hopeful of increased
cooperation between Beirut and Baghdad whereby Lebanese technical skills and
brains will combine with Iraqi capital in rebuilding the stagnant Iraqi economy.
(JHA)

7. UNCLASSIFIED - Economic Development: Litani Project (BER 31)

The National Litani Office (NLO) has signed a contract with the French
firm l'Electricite de France. As the Construction Management Team (CMT),
this firm will restudy the entire project and supervise contractors for the
NLO. A group of engineers from Paris has been here for about three weeks
restudying the whole project.

Although the American firm Morrison-Knudsen lost out in the CMT tenders,
its representative is hopeful that it can still participate as a construction
firm on the project.

The $27 million loan agreement of August 25, 1955, between the NLO and
the IBRD will have to be renegotiated since it was originally contemplated
that the NLO would have drawn down $27 million for its foreign exchange
requirements by now. Actually, the NLO has used not more than $7.5 million
of the IBRD loan. Moreover, under the agreement the NLO would have to begin
repaying on its loan beginning August 1 ($428,000 due then). (JHA)

8. OFFICIAL USE ONLY - Communications: CBS-TV Participation in
Lebanese Television Comany (LTC) (BER 30)

Representatives of CBS-TV have been negotiating with LTC with a view
toward possible participation in the company.

LIMITED OFFICIAL USE - Comment

Ever since the Television Company for Lebanon and the East (TCLE)
concluded arrangements in July 1960 with American Broadcasting TV for
financial participation, management knowhow and exclusive program buying
and sales representation, LTC has been under pressure to conclude a similar
tie-up since TCLE's station will begin telecasting next summer. In its
negotiations CBS-TV will have to overcome the stumbling block of high French
participation in ECT's ownership (24 per cent) and existing sales representa-
tive contracts. If an agreement is concluded, Lebanese television developments
will be under strong American influence.

In Danny Thomas, the CBS-TV star, who is of Lebanese origin, LCT will
have a four-star attraction. (HA)

LIMITED OFFICIAL USE
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9. UNCLASSIFIED - Industry: Concession of the Regie des Tabacs
et des Tombacs Extended for One Year

The last large concessionary company operating in Lebanon, which lost its
concessionary rights on December 31, 1960, was given a new lease on life by
the Council of Ministers on January 4, 1961. Previous action by the Council
had extended the concession to March 31 to allow a study group time to prepare
draft laws which would Lebanize the company. The Council granted the latest
extension in response to a plea from the study group that three months was too
short a time to delve into all of the legal aspects.

UNCLASSIFIED - Comment

The highly profitable 25-year-old concession, which was held by a
company controlled by Lebanese and French interests, will suffer the same
fate as that of the Port Company. Although the present concessionary agree-
ment has been extended until the end of the year, during which time the
committee will prepare its recommendations, the Government is bound and
determined to "Lebanize" the company and purchase its stock from the present
stockholders. (THEN)

10. UNCLASSIFIED - Aviation: Lebanon Will Protest Seizure DC-4 by French

The Government of Lebanon has announced that it intends to complain to
the International Air Transport Association (IATA) that the French violated
international aviation law in forcing a Lebanese commercial aircraft to land
at Oran on December 22, 1960.

The plane, a DC-4 operated by Trans-Mediterranean Airways, was en route
from Stockholm to Casablanca at the time of interception by French fighter
aircraft. According to the cargo manifest the DC-4 was carrying five tons
of "military equipment" to Casablanca for transshipment to Argentina. Several
days after the seizure the French authorities released the aircraft and its
crew but retained custody of the cargo, asserting that it represented a
shipment of arms to the Algerian nationalists. (JHE)

11. OFFICIAL USE ONLY - Foreign Trade: Offer of Bulgarian Wheat

On December 29, 1960, a lot of 1,000-3,000 metric tons of Bulgafian
hard wheat was offered for sale to the Millers' Association at $60 per metr c
ton cif Beirut in bulk for immediate delivery. The Millers' Association,
which is at present discouraging all wheat imports from any source pending
the outcome of the Title IV wheat negotiations, counteroffered at $52.

OFFICIAL USE ONLY - Comment

According to the Millers' Association if Title IV negotiations are
not concluded successfully in early January 1961, it will be compelled to
buy some wheat from another source for delivery in February 1961 since its

LIMITED OFFICIAL USE
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wheat supplies on hand will be exhausted next month.

The offer of Bulgarian wheat was made through Amin HAFIZ, a deputy
from Tripoli, whose wife reportedly has pro-Communist sympathies. (MB)

12. UNCLASSIFIED - Government Finance: 1961 Budget
Submitted to Chamber of Deputies

On January 2 debate began on the 1961 record-high ordinary budget of
LL 270 million. The budget for 1960 was LL 222 million, and for 1959,
LL 204 million.

The allocation to the Ministry of Defense in the 1961 budget is
LL 52,700,000 as compared with LL 47,435,000 in 1960. The Ministry of
Education is asking for LL 37,110,000, 6,000,000 more than last year, and
the Ministry of Public Works, for LL 43,000,000, or 5,000,000 more than
the previous year.

Acting Minister of Finance Maurice GEMAYEL in presenting the budget
stated that it was prepared in the same manner as previous budgets but with
slight improvements. He remarked that the present system of budget presenta-
tion is obsolete and in need of revision.

Chairman Rene MOAWAD of the Parliamentary Budget Commission, speaking
after Minister Gemayel, asked for improvement in the tax structure and
collection, more details on government tax reform, the conclusion of an
agreement with TAPLINE, and other fiscal reforms.

OFFICIAL USE ONLY - Comment

The new budget, which is the highest in Lebanese history, undoubtedly
will cause considerable debate in Parliament and provoke many questions
about the Government's fiscal policies, which leave much to be desired.
Questions are bound to be asked about the report on fiscal policy, "Financing
Lebanese Development", prepared by Dr. Benjamin HIGGINS, fiscal expert made
available to the Government of Lebanon by USOM at the personal request of
President CHEHAB. (THEN)

13. UNCLASSIFIED - Transoortation: Railroads

The Damas-Homs Prolongement (DHP) Railway Company, a narrow-gauge
single-track line extending from Beirut to Damascus and Amman, finally
came under control of the Government of Lebanon at the end of the year.
The railway w hich had been operating at a loss for many years, was purchased
by the Government approximately a year ago, but since the purchase has been
operated by the former owners under an operating contract. Under the present
arrangement the DHP, together with the other government-owned railroad, the
Nakoura-Beirut-Tripoli (NBT) Railroad, which runs along the coast from the
Israeli border north and which has for many years been owned by the Govern-

LIMITED OFFICIAL USE
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ment, will now be operated by a commission presided over by the Director

General of the Control of Concessionary Companies.

UNCLASSIFIED - Comment

If agreement can ever be reached with Syria and Jordan, the Government

of Lebanon would like to abandon the DHP and sell its assets, comprised

principally of real estate located in Beirut. The Government believes that

the proceeds derived from the sale of the DHP real estate will more than

offset the purchase price of the company. (THNN)

14. UNCLASSIFIED - Labor: 336 Resignations at IPC

Paul ENSOR, Chief Representative of the Iraq Petroleum Company (IPC),

in a visit to Minister of National Economy Suleiman al-ALI, received the
Minister's assurances that the Government recognizes the company's right

to discharge its employees, so long as the provisions of the Lebanese Labor

Code are observed.

The issue grows out of IPC's offer of December 1 to hold out special
incentives for certain employees to resign. Ensor reported that as of.
December 30, 336 employees have taken advantage of the company's offer.
As an inducement IPC offered a special bonus in addition to the termination

indemnity required by the law. The bonus varied from 2 to 18 months' pay

depending on length of service. For those employees over 50 years of age,
a supplementary bonus of 6 months' additional pay was granted.

UNCLASSIFIED - Comment

IPC is seeking by this means to reduce its unwieldy labor force
without creating problems with its former workers nor with the Government.

The generous terms offered here appear for the moment to have achieved
exactly this effect. With Government and labor highly conscious of the

unemployment problem, special inducements of this nature are necessary if

staff reductions are required. (HDS)

15. UNCLASSIFIED - Domestic Business: Beirut Merchants Association
Warns Against Government Interference

The Beirut Merchants Association warned the Government against the
enforcement of Decree 189 of 1942, which places a 20 per cent ceiling on
markups on imported merchandise. The Association reminded the Government

of the utter failure of that decree in keeping prices down during World War

II and of the economic stagnation which would inevitably follow in any

change in the country's fiscal and economic policies. It claimed that

government intervention in economic matters would stifle private initiative
and hence expansion of the economy.

LIMITED OFFICIAL USE
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The foregoing statement was distributed to the Government after the
Association had received reports that the Government was planning to restrict
certain private economic activities and to expand its activities in others.

UNCLASSIFIED - Comment

The merchants have become worried about the Government's attitude toward
their relatively unrestricted activities. The Government has been concerned
about the high cost of living and has been trying wherever possible through
the Department of Consumers' Protection of the Ministry of National Economy
to lower retail prices. The Department succeeded in reducing the price of a
small tank (12.5 kg.) of butane gas from LL 9.75 to LL 8.00 during the past
few months. The Government has considered from time to time the nationaliza-
tion of imports of pharmaceuticals because of public complaints over their
high cost. The implementation of Decree 189 would be one way of sharply
lowering prices, but its enforcement might be virtually impossible. (JHA)

16. UNCLASSIFIED - Labor: Doctors' Strike Called Off

After a government promise to pay a total of LL 27,000 into the
treasuries of three professional associations, a threatened strike of
doctors employed by the Government was called off. Of the LL 27,000, the
Beirut Doctors' Association is to receive LL 20,000; the Tripoli Doctors'
Association, LL 4,000; and the Pharmacists' Association, LL 3,000. This
money will be added to the 1960 budgets of the associations for pension
purposes.

The other issue of increased pay for government doctors has not been
decided.

UNCLASSIFIED - Comment

Some people think that Dr. Antoine HOUSRI, President of the Beirut
Association, may have used the strike issue as a political weapon, since
he is an active member of the National Bloc. The doctors' "syndicates"
like most other such organizations in Lebanon receive regular government
subsidies. (HDS)

17. UNCLASSIFIED - Industry: Lebanese Traders Have
Again Demanded Lower Tariffs

It is understood that the Beirut Chamber of Commerce on behalf of
Lebanese traders has again petitioned the Government, demanding that
Japanese goods be subject to the normal customs levy instead of the
maximum tariff applied on these imports. The maximum tariffs, which were
applied years ago, have been somewhat reduced but are still higher than
the normal rates. The reason behind the clamor for reduction in tariffs
on Japanese goods is the low customs duties being paid on Japanese goods
imported by Syria and smuggled into Lebanon.

LIMITED OFFICIAL USE }
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OFFICIAL USE ONLY - Comment

Although smuggling between Syria and Lebanon has been a common thing
over the years, the usual pattern has been for Syria to maintain a high
tariff on imports, which allowed the Lebanese to indulge in a profitable
amount of smuggling into Syria. (THEN)

18. UNCLASSIFIED - Communications: Telephone Developments (BER 27)

Prime Minister Saeb SALAAM dedicated a new automatic telephone exchange
in Sidon on December 29. The equipment, which was manufactured by Erickson,
consists of a 3,000-line switchboard with 1,500 lines present installed.

Beirut has now about 50,000 telephones in operation. One source states
that there is a backlog of 15,000 requests for telephone installations. The
bottleneck appears to be confined largely to Ra'as Beirut area, where an
apartment building boom has created a shortage of available lines. The
company is asking for tenders to expand the Beirut system.

The telephone company is installing in Tripoli a 7,000-line automatic
exchange, of which 2,500 lines will be held in reserve for future expansion.
High in priority is the installation of automatic exchanges at the summer
resort cities of Aley and Bhamdoun.

UNCLASSIFIED - Comment

Although international tenders are called for in the expansion of the
telephone system, the Swedish firm Erickson seems to have an advantage since
the present telephone equipment in Lebanon has been made by Erickson. The
French subsidiary Le Materiel Telephonique of the British firm International
Standard Electric (in turn a subsidiary of the United States firm International
Telegraph and Telephone) has also submitted a tender and claims that its
equipment is compatible with that of Erickson. (JHA)

19. UNCLASSIFIED - Construction: Cooperative Apartments

A local company is offering cooperative apartments for sale in three
large buildings located in different parts of the city. An attractive
advertisement in a recent issue of one of the Beirut newspapers carried the
pictures of the three apartment buildings. A two-bedroom apartment unit
costs about LL 20,000 ($6,349). This amount can be paid in cash or one-third
down with the balance in 60 monthly installments at 5 per cent interest. The
company will arrange the financing through its banking connections. In the
two buildings which are completed, out of an estimated 42 apartment units
there are only 10 units left. This company has four other apartment buildings
under construction. According to a company official there is one other firm
engaged in building and selling cooperative apartments. This other firm has
not yet constructed any buildings.

LIMITED OFFICIAL USE
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UNCLASSIFIED - Comment

Although one or two apartment units have reportedly been sold here on
a cooperative basis before, this marks the first time a firm is offering
them on such a large scale. Apparently, such apartments are meeting an
untapped demand for housing as sales have been satisfactory. Such apartments
with elevators, central heating and telephone service would be of particular

interest to the middle and upper-middle income groups. Cooperative ownership
of apartments may be one way of filling up the more than 2,000 empty units in
Beirut. (JHA)

20. UNCLASSIFIED - Agriculture: Rainfall Through December 1
Still Sianificantly Below Normal (BER 29)

According to data supplied by the Ksara Observatory, located in the
wheat-producing Beka'a valley, the rainfall from the beginning of the

rainfall year (September 1) through December 31 was 134.8 mm as compared
with 113.2 mm for the previous year and a normal average of 219 mm.

UNCLASSIFIED - Comment

If the present trend continues, a fourth drought year in a row is in
store for Lebanon with consequent low production of cereals and possibly
fruit. Although the rainfall for the present season is somewhat above that
of the previous year, the situation may become more serious than during the
1959-60 season because of the fact that with the exception of the high peaks
(over 9,000 feet at the Cedars) there is it le-or-no-snow on the mountains.
A good snow coverage is considered essential for crop irrigation after the
rainy season has stopped. (THEN)

Ro ert McClintock

Contributors:

THENesbitt
JHEnnis
HDSnell
MBekhash

Copies sent Amembassies Amman, Ankara, Baghdad, Cairo, Jidda,
London, Paris, Tel Aviv, Tripoli

Amcongen Aleppo, Damascus, Dhahran
Amconsuls Aden, Kuwait
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ROME ROOD.

Yesterday I made an official trip to the 'Hermel region
c-. northeastern Lebanon as the- guest of the Speaker of
Parliament, Sabri Hamade, and the Lebanese Army. This is
an extremely impoverished~ region inhabitated by Shilite
Moslems who are organized 'in a congeries of feudal tribes
whose main extracurricular activity is..-feuding. A more
detailed report of the trip will reach the Department by
despatch.

The purpose of this airgram is to report a rather,
unusual reaction by an audience:of backward Moslems to an
answer I made in public on the question of Israel.. The
occasion arose when Sabri Hamade, who is the second ranking
public man in Lebanon by virtue of his office as Speaker of
the Chamber of Deputies, made a long harangue at a luncheon
in my, honor in which he repeated every Arab cliche and,
wheeze on the supposed U.S. responsibility for the creation
of Israel.

In response I decided to take the bull by the horns.
I said that with all deference to the Speaker of Parliament
it was simply not true that the United States was the sole
creator of Israel. It was not .the United States, for
example, which had suddenly placed the problem of Palestine
in the lap of the United Nations. The United States was
not the sole great power which had supported the U.N.
resolutions leading to the establishment of Israel. Many
Arabs seem to choose to disregard the factdthat not only
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had the Soviet Uno n-voted for the creation of Israel but had
actively supported the Israeli cause by permitting Czechoslovakia,
its satellite, to send the Israelis Messerschmit aircraft, field
:unol, mortars, machineguns, bazookas, and other arms which were

used to kill Ar'abs

Finally, I concluded, the creation of Israel was not due to
the United States or any particular one great power. It was due
to the combined energy of a number of Jews named Zionists and to
The absolute inability of the Arabs, who far outnumbered and out-
weighed the Israelis in fire power, to get together and put up an
offensive military Posture.

To this blunt statement, and to my great surprise, there was
first a moment of silence and then a long hiss of approbation.
Among the 150 men in the room there were many who said in Arabic,
"That is right. He speaks the truth o"

After the luncheon Sabri Hamade lamely apologized for having
brought up the Israeli issue. He made the pretext that he could
not fail but mention the United States and Israel as otherwise he
would offend his followers. This, of course, was specious fraud.
Sabri Hamade is the feudal lord of the Hermel and it is he and
others like him in the Arab world who form the public opinion
which later they claim holds them prisoner.

The foregoing amount is submitted with some diffidence
because of the frequent use of the first person pronoun. However,
I think it of interest that even in so primitive a Moslem area as
the Hermel the argument won acceptance that a major cause
contributing to the establishment of Israel was the ineffectiveness
and internecine ri;alry of the Arabs themselves.

MC CLINTOCK

Retyped in DC/Tojh

1/25/61

RMcClintock unam
January 17, 1961
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1. UNCLASSIFIED - Hiahliahts

Economic circles have estimated that the holiday trade was approximately

20 per cent below last year's level. Sales of gift items were higher, but
winter woolen clothing and sporting goods were a drug on the market. The

unexpectedly lower volume of business has contributed to the continuation of

the tight money situation. Some have called this a "financial crisis" and

demanded that the Government draw down its "excessively large" deposits at

the Banque de Syrie et du Liban.

On the other hand, speculative fever at the Beirut stock exchange rose.
During the week ending January 14 the value of transactions was LL 2,584,000
- the highest in the last two years - as compared with LL 1,338,000 the
previous week. Speculative interest has been focussed on the shares of the
Beirut Port Company. The fact that the newspapers were filled with pictures

- and drawings of the proposed third basin wit. its grain silo and cold storage
facilities for fruit may have been a contributing factor.

Negotiations are still under way between representatives of the Soviet
Union and Lebanon for a new trade agreement. The Soviet delegation is being
wined and dined by commercial and industrial interests which would benefit
from an expansion in the volume of trade between the two countries. Trade
talks are pending with East Germany, Austria, the Soviet Union, Yugoslavia,
Greece and Nigeria. (JHA)

2. UNCLASSIFIED - Finance: Government Deposits at Banque de Syrie
et du Liban (BSL)

The continuation of the tight money situation has led some economic
circles to attack the Government for allegedly freezing some LL 100 million
in deposits at the BSL. To get immediate relief they have exaggerated the
situation, stating that Lebanon is now in a financial crisis.

OFFICIAL USE ONLY -Comment

Although the amount of government deposits in the BSL is not known
to the Embassy, there seems to be some substance to the accusation. The
changeover in the Government in August 1960 undoubtedly was a factor in the
accumulation of government funds in the BSL. In retrospect, this development,
although inadvertent, was good medicine for the Lebanese economy as bank
credit expansion plus a normal rate of government expenditures would have
created headaches from strong inflationary pressures accompanied by soaring prices.
(JHA)

LIMITED OFFICIAL USE
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3. UNCLASSIFIED - Labor: Beirut Port Longshoremen
Postpone Strike Action

The membership of the Beirut Port Dock Workers Union voted on January 16
to defer strike action until the end of the month, after President Ali HOUMANI
reported that the Government had promised to make permanent the temporary
arrangement by which the dockers were paid family allowances and sick leave
during 1960. With the termination of these benefits at the beginning of 1961,
the dock union threatened to go on strike.

The issue arose over the status of the longshoremen, most of whom, under
Lebanese law, are not classified as permanent employees and thus are not
eligible for the law's benefits. Under a previous threat of a strike, the
French company, which then controlled the Port, agreed to pay for family
allowances and sick leave during the year of 1960 pending a final determina-
tion by the Ministry of Labor and Social Affairs.

OFFICIAL USE ONLY - Comment

The best guess is that the Ministry will not reach a final determination
of the dockers' status but will extend the period for the law's coverage for
another year. (HDS)

4. OFFICIAL USE ONLY - Foreign Trades Adjudication Process Cancelled
in Statistical Center Machinery Case (BER 24,32)

The local IBM representative has informed the Embassy that on January 14
the Technical Committee in charge of selecting a supplier of calculating and
tabulating machinery for the Government's planned Statistical Center declared
itself unable to make a selection. This was the third unsuccessful try in a
process of adjudication which began in December 1959, in the course of which
IBM and Bull of France appeared as the prime antagonists and in which IBM and
Remington Rand were also pitted against each other. According to the IBM
informant, the Ministry of Planning has now cancelled the invitations to bid
and disbanded the Technical Committee, reserving the final decision for
Minister Rafic CHAHINE himself. The Minister's decision is expected momentarily.

LIMITED OFFICIAL USE - Comment

According to the same informant, powerful forces are at work to prevail
on the Minister not to decide in favor of IBM, whose local representatives
are in a pessimistic mood. The Embassy is continuing its 12-month effort to
win the contract for an American company. (LCT)

LIMITED OFFICIAL USE
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5. OFFICIAL USE ONLY - Foreign Aid: German Technical
Assistance to Lebanon (BER 29)

President CHEHAB has approached the German Embassy recently for technical

assistance in the survey and construction of village roads. The Germans have

replied that it would not be possible for them to complete surveys by the end

of January so that construction could begin in June 1961. What the Germans
envisage is a modest technical assistance program to two vocational schools
and the USOM-created Industry Institute. A despatch on the subject is under
preparation. (JHA)

6. UNCLASSIFIED - Foreign Trades United States Company
in Lebanon Loses Export Permit

Greenleaf Farm & Hatchery Company, representing an exceptionally successful
American investment in Lebanon, was denied an export permit by the Minister of
National Economy during the first week of January. The Minister's denial was
based on the Government's current policy of lowering domestic food prices
through the control and restriction of food exports. The immediate effect
of the permit denial was Greenleaf's inability to proceed with its weekly
shipments of eggs for the Second Air Division, Dhahran (75 cases per week;
125,000 eggs per month). The contract with the Second Air Division was to
run until June 1961. Greenleaf has now been reduced, at least temporarily,
to producing for domestic consumption.

LIMITED OFFICIAL USE - Comment

The Embassy has been able to learn that, parallel with its denial of the
export permit to Greenleaf, the Ministry of National Economy issued such a
permit to the Lebanese Abela Company upon the latter's presentation of a
customs certificate attesting to the importation of eggs from Syria. Since
the decree covering prohibition of egg exports permits exportation of 50 per
cent of imports, and since the Abela permit to ship eggs to Dhahran was
within this limit, the Minister's action appears to be proper. An informant,
however, has brought evidence to the Embassy indicating that the customs
certificate presented by Abela may have been fraudulently obtained and that
the eggs shipped by Abela to Dhahran are probably of Lebanese origin.

The Embassy -continues its efforts to assure an adequate supply of eggs
for the Second Air Division at Dhahran and at the same time to protect US
commercial interests. In view of the fact that the Second Air Division
Liaison Officer at the Embassy has confidentially stated to the Commercial
Attache his commander's dissatisfaction with Greenleaf's compliance with the
egg contract, the Embassy is inclined to place the primacy of its effort on
continuing an uninterrupted supply to Dhahran regardless of who is delivering
the eggs. (LCT) -

LIMITED OFFICIAL USE
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7. UNCLASSIFIED - Miscellaneous: Tripoli International Trade Fair

During the second week of January the Government announced the composition
of the Administration Board to prepare and manage the long-planned International
Fair of Tripoli. The Chairman of the Board is Saadi MUNLA of the Office of
Electricity and Transport. The Director General of the Fair is Edmond TEHINI,
formerly in charge of the Lebanese Pavilion at the Brussels World Fair.
According to the first announcement of the new Board and Director General,
preparations for the Fair will require at least two years and a half. Con-
sequently the Tripoli Fair should not be expected to open before the summer
of 1963. It will take place on an area of 300,000 square meters and will
need a budget of LL 7 to 8 million ($2,540,000).

OFFICIAL USE ONLY - Comment

Considerable political haggling preceded the appointment of the Board
and the announcement of the arrangements for the Fair. Prime Minister
SALAAM's decision to go ahead with the Fair is said to be motivated by his
desire to cut the ground from under the feet in Tripoli of his prime opponent,
former Prime Minister KARAMI, the original proponent of the Fair to be
established in his home town. There were also differences between Prime
Minister Salaam and Minister of National Economy Suleiman al-ALI. The
Embassy will continue to watch developments, keeping in mind especially the
influence of political considerations affecting the future of the Tripoli
Fair. (LCT)

8. UNCLASSIFIED - Finance: 1960 CustomsReceipts (BER 31)

Customs receipts for 1960 show a marked increase over previous years.
The total customs receipts for 1960 amounted to LL 112,000,000 as compared
with LL 89,000,000 for 1959 and LL 77,575,000 for 1957. During the month of
December 1960 customs receipts amounted to LL 10,600,000 in contrast to
LL 9,400,000 for November 1960 and LL 9,485,000 for November 1959.

OFFICIAL USE ONLY - Comment

While the increase in customs receipts is encouraging and is an
indicator of the continued growth of the Lebanese economy, the amount of
increase is considered by Embassy informants not to be a true reflection
of the present consumption levels in Lebanon. It is the consensus of a
representational group of business men that a goodly part of the increase
in customs reflects the smuggling of consumer goods to Syria. The
restrictive tariffs now in effect in Syria on consuiner goods have made
purchases of these goods on the Syrian market prohibitive. As a consequence
smuggling activities have increased with the smuggled goods finding their
destination in Syria via the mountain passes. The Embassy has been informed
by a representative importer that of 12,000 refrigerators cleared through
the Beirut customs 6,000 found their way into Syria. (THEN)

LIMITED OFFICIAL USE
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9. UNCLASSIFIED - Agriculture: Field Observations Indicate
Favorable Growing Conditions (BER 1)

Although the rainfall this season has been slightly below a year ago,
its favorable distribution has supplied sufficient surface soil moisture for

a good start for all winter grains and feeds. In the northern third of the

Beka'a Valley extending from Talia on the Rayak-Baalbeck highway to the Syrian
border, however, growth is poor. Last year the area of poor growth started

11 kilometers south at Rayak. Thus in general the winter crops now are in

far better growing condition than a year ago.

Dry cisterns remain a serious problem in some rural areas, especially
in the northern third of the Beka'a Valley and the Akkar district in North
Lebanon. In some of these areas household water needs can only be met by
transporting water by donkey and mule from several kilometers away. Govern-
ment trucked supply of drinking water has been insufficient to meet all the
requirements. (MB)

10. UNCLASSIFIED - Labor: Return of Lebanese CATU Delegates

Delegations from the two Lebanese affiliates of the Confederation of
Arab Trade Unions (CATU) returned last week from the meeting of the CATU
Executive Board in Cairo. Mustapha HAMZE, President of the Federation of
Unions of North Lebanon (FUNL), headed his group consisting of Vice President
Issam SHAHAL and Treasurer Madhat KOUSSA. The delegation from the Federation
of Independent Trade Unions (FITU) consisted of its President, Mohammed Khalil
SHARQAWI, and Vice President Nabil GHOSN.

LIMITED OFFICIAL USE - Comment

Hamze told the reporting officer that the CATU Board had voted to

subsidize the FUNL to the tune of LE 6,000 per year and to extend other
assistance; CATU had just about given up on the yet-to-be organized Arab
Federation of Petroleum Workers; and the UAR would assign a Labor Attache
to Beirut before February 1. (Despatch on these items follows.) (HDS)

11. UNCLASSIFIED - Finance: Gold Currency Cover
Raised to 92.47 Per Cent (BER 32)

During the month of December the Banque de Syrie et du Liban (BSL)
made two purchases of gold amounting to LL 56,422,884. The first purchase
of gold, which was -made prior to December 15, amounted to LL 33,887,281,
which increased the gold content of the currency cover to 87.25 per cent.

A subsequent purchase after December 15 in the amount of LL 22,545,603
increased the gold content to the present level of 92.47 per cent, or the
highest amount recorded in the annals of the Embassy.

* At the end of December the note issue remained the same at LL 431
million. In the currency cover gold amounted to LL 398,500,000, Treasury
bills LL 32 million (a decrease from LL 45,450,000), loans to third parties,
LL 170,000 (a decrease from LL 43,100,000) and loans to Government, LL 250,000.

LIMITED OFFICIAL USE
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UNCLASSIFIED - Comment

Several explanations for the recent purchases have come to the Embassy's

attention, the first being the exceptionally high foreign exchange holdings

in the BSL's Commercial Department and the second, a general concern about the

future stability of the dollar. (THEN)

12. UNCLASSIFIED - Finance: Lebanese Bankers Association

On January 16 the Lebanese Bankers Association held its second annual

meeting, at which officers for the new year were elected. Pierre EDDE, former

Finance Minister under the KARAMI Government and President of the Beirut

Riyadh Bank, was reelected as President of the Association. Eleven banks

including the Banque de Syrie et du Liban joined the Association, whose members

now total 35 out of the 43 "approved" banks - banks whose guarantees are

acceptable to the Government. All three American banks are charter members

of the Association.

In its first year it performed a useful service such as declaring
official bank holidays, standardizing bank salaries, and helping to resolve
the bank employees strike of September 1960. As of January 1, 1961, the
Beirut Clearing House came under the Association's control, and beginning

next month it will take over the central credit bureau from the BSL. A

despatch on the Association will be prepared. (JHA).

13. UNCLASSIFIED - Foreign Trade: Promotion of Australian Exports
to Lebanon

An Australian of Lebanese origin opened about a month ago at the foot
of Hamra Street in Ra'as Beirut the "Australian Commercial Center", a retail-
wholesale outlet for Australian products such as canned and bottled fruits,
jams and meats, candy, beer, sundries and frozen lamb. Although prices of
most of these products are equal to or higher than those of comparable
imported American products, the price of lamb is anywhere from one to two
pounds cheaper per kilogram than local lamb. A shipment of frozen Australian
beef is expected momentarily. Mr. HOLMES, the Australian Government's trade
representative for the Near East, who is a member of the Australian Legation
in Cairo, was here in Beirut recently contacting government and business
circles. Three cargo ships, two of them carrying a total of 20,000 metric
tons of wheat, are scheduled to arrive in Beirut within the next few months.
Mr. WEHBE, the manager of the Center, has just left for Australia to arrange
for additional shipments. The Center's official opening will be postponed
until September 1961 when an Australian trade delegation is expected to visit
Lebanon. (JHA)

LIMITED OFFICIAL USE
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14. UNCLASSIFIED - Foreign Trade: Return of the
Irish Seed Potatoes (BER 1)

The Norwegian freighter SS MARS returned to Beirut on January 6 from

Alexandria to discharge its 700 tons of Irish seed potatoes. A week earlier

the Lebanese authorities had refused to grant permission for unloading the
then blacklisted ship in accordance with directives issued by the Beirut

office of the Israel Boycott Bureau. The situation had, however, changed
overnight when the ship was able to unload in Alexandria after the ship's
agent there signed an affidavit pledging not to have any dealings with Israel

in the future.

Minister of Finance Pierre GEMAYEL supported by Minister of National
Economy Suleiman al-ALI was in the vanguard of the attack on the decision of

the Boycott office and to all accounts succeeded in getting the Cabinet's

approval for a revision of the Israel boycott rules so that the boycott will
become more effective while sparing the legitimate interests of Lebanon

and the other Arab countries. (See Despatch 480, January 11, 1961, for
details.) (JHA)

15. UNCLASSIFIED - Transportation: Increase in Beirut Port Tonnage
(BER 31)

The total tonnage loaded and unloaded in the Port of Beirut during the

month of December 1960 was 140,970 metric tons as contrasted with 117,024
metric tons for November 1960 and 159,228 metric tons for December 1959.
Total tonnage for 1960 was 1,723,059 as contrasted with 1,664,021 in 1959
and 2,018,174 in 1957.

UNCLASSIFIED - Comment

The reason that the 1957 tonnage is so far above the 1960 figure is
that prior to the revolution there was heavy transit traffic through the

port of Beirut. Thereafter some of this traffic has been diverted to the
ports of Latakia and Aqaba.

The total transit movement through the port of Beirut in 1957 amounted

to a little more than 585,000 metric tons, and the estimated total transit
movement in 1960 was 342,000 metric tons, or a decrease of 243,000 metric
tons. (THEN)

UNCLASSIFIED - Finance: New Record for Beirut Stock Exchange in 1960

During 1960 the Beirut stock exchange established a new record both in
number of (356,897) and value of (LL 69.1 million) transactions since its
reorganization in December 1954. Compared with 1959, the 1960 totals were

65.6 per cent and 68.3 per cent higher by number and volume of transactions
respectively. The three most actively traded stocks were the Beirut Port

Company (109,750 shares), the Compagnie Libanaise des Petroles (53,421) and

LIMITED OFFICIAL USE
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Nahr Ibrahim (50,746). Although shares of the Casino du Liban were traded

for only ten days in 1960, a total of 35,430 Casino shares changed hands.

There are now about 35 companies whose shares are listed on the Beirut

stock exchange.

UNCLASSIFIED - Comment

The stock exchange is still largely a medium for speculation and gambling.
It is not a place where industrialists can obtain investment funds since most

Lebanese at least up to now prefer to put their money in real estate or abroad.

In spite of its shortcomings, the stock exchange does mirror immediately the
reactions of speculators to economic changes and more generally their feeling
of confidence in the Lebanese economy. (JHA)

17. UNCLASSIFIED - Foreign Trade: US Company Off Boycott Blacklist
(BER 22. 26)

On January 18 the Council of Ministers removed the Firestone Company

(the American parent company) from the Israel Boycott Blacklist. (ICT)

Ro rt McClintock
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1. UNCLASSIFIED - Highlights

The major economic news was the Government's hassle with the Beirut Port
Company over the latter's taking over land at the old airport after a publicly
circulated anonymous letter warned the public of an imminent "embezzlement" of
over LL 50 million. The upshot of the affair at the moment is that the Govern-
ment has decided to cancel its real estate transaction and instead to pay
LL 14 million in cash to the Port Company, which, however, is demanding payment
in land. As a consequence, the shares of the company, which were being quoted
at close to LL 240, dropped suddenly to LL 232 and then recovered to LL 234.
Also press attention was focussed on the negotiations for the new Lebanese-
Soviet trade protocol.

The tight money situation continues although parliamentary approval of
the budget may alleviate the situation somewhat. Some bankers feel that the
present situation will remain unchanged until the end of March, because large
expenditures for public works projects cannot be made during the bad weather
season.

Quotations for the dollar continue to decline until it is now slightly
above LL 3.13. Persistent rumors that the UAR authorities are about to
establish a common currency for the two regions called the "Arab dinar"
lowered quotations for the Syrian pound to about 76 Lebanese piasters. The
currency in circulationnas of January 15 was unchanged at LL 431 million. (JHA)

2. UNCLASSIFIED - Government Policy: Lebanese Government Plans to
Develop Economic Relations with Sub-Saharan Africa
(See Embdesp 527, January 30, 1961)

In its January 17 session the Parliamentary Foreign Affairs. Committee
discussed, and recommended that the Government carry out without delay, certain
measures designed to develop economic relations with Sub-Saharan Africa. The
proposed measures consist of maintaining diplomatic relations on the embassy
level, assigning commercial and cultural attaches to Lebanese embassies to
launch a propaganda campaign for enlisting Lebanese emigrants to tighten
economic bonds with the fatherland and opening air routes to West Africa.
The Committee also heard proposals to penalize Lebanese merchants, both at
home and abroad, for non-observance of the Israel Boycott rules.

OFFICIAL USE ONLY - Comment

The Embassy is of the.opinion that a development of closer economic
relations between Lebanon and the newly independent states of Africa,
especially in opening new markets for the products of Lebanese industry,
would have a salutary effect upon the Lebanese national economy. The Embassy,
however, is inclined to believe that Lebanese economic expansion into Black
Africa would be impeded by the following negative factors: (1) the inability
of certain major Lebanese industries, such as textiles, to meet foreign compe-
tition either price-wise or qualitatively; (2) lack of direct shipping routes
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between Beirut and West African ports; and (3) the alleged unpopularity of
Lebanese merchants in certain African countries, resulting from their identi-

fication with the former colonial power rather than with the indigenous

population. (LCT)

3. UNCLASSIFIED - Foreign Trade: New Lebanese-Soviet
Trade Protocol Signed

On January 23 representatives of the Governments of the Soviet Union and
Lebanon signed a new trade protocol. The highlights of this protocol are as
follows:

(1) Value of the commodities to be exchanged increased from
LL 15 million to LL 20 million.

(2) The new protocol is in effect for three years whereas the
old one was for one year but renewal for another year.

(3) The Soviet Union agreed that one-third of its imports by
value from Lebanon will consist of fruit valued no lower
than LL 6 million. One-third of the fruit will be for
the purchase of Lebanese apples or an estimated 4,000 tons
per year.

(4) A Lebanese bank, the Intra Bank, was named to handle the
clearing accounts between the two countries in Beirut.

UNCLASSIFIED - Comment

Lebanese fruit producers and the owners of the National Woolen Mills
were no doubt pleased with the results of the negotiations. Lebanese fruit
prices increased suddenly after the signing was announced, but now have
dropped to the pre-signing level. A despatch on the subject is under prepa-
ration. (JHA)

4. UNCLASSIFIED - Labor: Jami'at and Federation Independent
Trade Unions Elect Officers

Two of Lebanon's four licensed lab r federations have elected their
officers for 1961, the ICFTU-affiliated Jami'at and the Federation of
Independent Trade Unions (FITU), which is linked to the Nasser-controlled
CATU . The other two federations have received government permission to
delay holding their elections.

All top officers of the Jami'at were reelected with the only significant
change being the comeback of Elias KHOURY of the Private Car Drivers Union,
who assumed the minor post of Dean of the Disciplinary Committee. The other
new Executive Board members are Victor Abou RAHHAL of the Travel and Tourism
Employees and Mohammed al MOGHRABI of the Vegetable Workers.

1) International Confederation of Free Trade Unions
2) Confederation of Arab Trade Unions

LIMITED OFFICIAL USE
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In the FITU, ten of the twelve Executive Board members are new, with
President Mohammed Khalil SHARQAWI the only 1960 holdover. Naim KREIDI, a
former ICA participant and long-time opponent of expelled Secretary General
Abdel Majid MEHYO, is the new Vice President, while Labib SAHLANI, chosen
to fill Mehyo's unexpired term, was reelected.

OFFICIAL USE ONLY - Comment

Little significance can be attributed to the Jami'at election this year,
which found the Communist minority unusually quiet. Little confessionalism
was evident, largely due to President Hussein Ali HUSSEIN's strong grip on
the situation.

The unusually large turnover of FITU officers can be attributed almost
entirely to the severe internal struggle which marked the recall of FITU
founder and strong man Abdel Majid Mahyo on charges of having embezzled funds
from the Stablemen's Union welfare fund. Before his exit as FITU Secretary
General, Mehyo succeeded in having Nabil GHOSN, three-term Vice President,
defeated for reelection in Ghosn's own union. This was in reprisal for Ghosn's
predominant role in having Mehyo removed from his FITU office. In return, the
anti-Mehyo forces in the federation swept virtually all of Mehyo's supporters
from office.

While it is too early to be certain, it appears that this shakeup in the
FITU will not result in any lessening of the friendly attitude toward the
United States heretofore shown by the FITU. (HDS)

5. UNCLASSIFIED - Aviation: Arab Aviation Company Discussions Reported

The Beirut press has carried a report that at the last meeting of the
Arab League Committee on Communications, held at Cairo in late December,
representatives of Jordan, Saudi Arabia, the UAR and Iraq agreed to form an
Arab Aviation Company, with a capital of 17 million pounds sterling. According
to the report, the company will be equipped initially with eight jet aircraft
and will operate between the Arab countries and North and South America, South
Africa and the Far East.

The proposed Arab Aviation Company, which has been under discussion over
a prolonged period, faces the problem, among many others, of deciding which
"nationality" Arab Aviation Company aircraft will adopt for international
legal purposes. Rashid RADWAN, a Saudi Arabian official, and A. M. ISMAIL,
Legal Adviser to the UAR Civil Aviation Department, are reported currently
to be discussing the problem with ICAO in Montreal. (JHE)

LIMITED OFFICIAL USE
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6. UNCLASSIFIED - United States Investments: American Company
Operating in Lebanon Exempted from Export Regulations
(BER 2: Embdesp 528, January 30. 1961)

Decree No. 35 of January 23, 1961, exempts Lebanese exporters of eggs

from the necessity of obtaining an export license. The decree also authorizes

exportation of locally hatched chickens and the re-exportation of imported

chickens and eggs.

OFFICIAL USE ONLY - Comment

The Embassy greets with satisfaction the publication of the new regulation,

which represents the fruition of three months' effort. Decree No. 35 will

enable the GREENLEAF FARM & HATCHERY COMPANY, an American-controlled firm

operating in Lebanon, to resume shipments to non-Lebanese markets and thus

remain in business. (LCT)

7. UNCLASSIFIED - Finance: Chamber of Deputies Approves
1961 Ordinary State Budget

On January 30 the Chamber of Deputies approved the 1961 ordinary state

budget, calling for expenditures of LL 273.8 million. As originally drawn up

by the Government, the budget called for expenditures of LL 267.5 million.

The LL 6.3 million increase is largely accounted for by an increase in appro-

priations for roads and for salaries of government employees.

UNCLASSIFIED - Comment

Now that the budget has received Parliamentary approval, the various

ministries and government agencies will shortly be able to spend. The

release of funds will help to alleviate the tight money situation somewhat.

(JHA)

8. UNCLASSIFIED - Labor: Cost-of-Livinq, Minimum Waqe
Legislation to Parliament

The Council of Ministers was to decide on February 1 whether to refer

both the cost-of-living and minimum wage proposals to Parliament or whether

to issue the minimum wage bill as a decree. Previously, government-industry-

labor committees had recommended an increase in the minimum wage from LL 94

to LL 125 per month and an across-the-board 15 per cent cost-of-living

increase to cover the rise in living costs for the period of 1955-1959.

Cabinet approval for both proposals has been granted, but the Cabinet has

not yet decided whether it has authority to deal with the cost-of-living

issue by decree.

LIMITED OFFICIAL USE
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OFFICIAL USE ONLY - Comment

Ministry of Labor and Social Affairs officials predict that the Cabinet

will wrap both issues into one package and submit it for approval to Parliament,

where they expect some delay to ensue before final passage of the twin measures.

(HDS)

9. UNCLASSIFIED - Aviation: New Air Services to Beirut Announced

Advertisements in the local press indicate that 1) on January 23 Alitalia

inaugurated weekly DC-7F all-cargo flights from New York to Tehran, via Milan,

Rome and Beirut; 2) 152 passengers, including the Chairman and Directors of

Ghana Airways, arrived at Beirut International Airport on January 28 aboard

a Bristol Britannia and an Ilyushin 18 of Ghana Airways to publicize and

celebrate the February 6 opening of the airline's regular weekly air services

between Beirut and Accra via Cairo and Khartoum. (JHE)

10. UNCLASSIFIED - Economic Development: Expansion of
Beirut's Electric Generatinq Facilities

The first of two Austrian manufactured (Simmering Graz Pauker) steam

turbine units of 32,000 KW capacity has been undergoing tests at the Zouk

Mikael plant preparatory to its acceptance by the Beirut Electric Company.

The second unit of similar capacity is expected to be installed and operating

in October 1961.

UNCLASSIFIED - Comment

This latest addition represents a large increase of 28 per cent in

Beirut's generating capacity, which now totals approximately 145,000 KW.

This fall when the second unit goes on steam the capacity will be increased

to 177,000 KW - enough for the next two to three years according to one
official of the electric company. If completion of the Litani project continues

to be delayed, the Beirut Electric Company may probably be forced to make

further purchases of generating equipment in order to meet the rapidly rising

demand for power in the Beirut metropolitan area. (JHA)

11. UNCLASSIFIED - Finance: Open End Trust-Holding Company Proposed

The Executive Committee of the Emigrants Convention, headed by Pierre
EDDE (former Minister of Finance and President of the Lebanese Bankers

Association), has proposed a new financial institution to the Government.

This proposal is an outcome of the Emigrants Convention held in Beirut last

summer. This new institution would be similar to an open end mutual fund,

which would hold controlling interests in various enterprises such as banks,
real estate companies, etc. In this respect it would resemble a holding

company. In order that this proposal meet with immediate public acceptance,
the sponsors are proposing new legislation authorizing the formation of such

an institution. The proposed draft law has already been submitted to the

LIMITED OFFICIAL USE
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Government for consideration. The institution will start out with an initial

capital of LL 10 million, all of which the sponsors claim has been already

subscribed for by emigrants and resident Lebanese.

UNCLASSIFIED - Comment

The proposed new legislation if approved would be precedent-shattering
since heretofore all institutions whether industrial, commercial or financial

have been established in accordance with the commercial code. (JHA)

12. UNCLASSIFIED - Finance: Hanover Bank Opens
Middle East Representative Office

The Hanover Bank of New York City has opened a Middle East Representative

Office in the heart of Beirut's financial district. Mr. Sabir M. AMAWI, a

former Palestinian, is in charge of the office. His bank is interested in

strengthening relationships with correspondent banks from Morocco to Iraq.

He hopes to interest the Arabs in trusts and investments and to obtain more

oil money deposits for the head office.

UNCLASSIFIED - Comment

Only two days after his arrival in Beirut, Mr. Amawi learned about the

proposed merger between the Manufacturers Trust Company and the Hanover Bank.

If the merger is. approved, some adjustments will presumably be made in the

area he covers since the Manufacturers Trust Company already has a representa-

tive in Rome covering the Arab world and Eastern Europe. (JHA)

13. UNCLASSIFIED - Aviation: Airport Tax Proposed

The Minister of Public Works and Communications is sponsoring legislation

that will provide for a tax of two Lebanese pounds (approximately $.65)

payable by every passenger departing Lebanon from the Beirut airport.
Exempted from the tax would be members of the diplomatic corps and transit

passengers who stop in Beirut for less than fifteen days. According to the

local press the legislation will be considered by the Cabinet in the very near

future.

UNCLASSIFIED - Comment

In an earlier announcement (cf. BER 31) the Ministry of Public Works

estimated that given a tax of three to five Lebanese pounds per person it
would collect approximately two million Lebanese pounds per annum for airport

repair and improvement. (JHE)

14. UNCLASSIFIED - Economic Development: Review of the Litani Project

Mr. Henri NACCACHE, President of the Board of the National Litani Office,

and Mr. Joseph NAJJAR, his deputy, are in Paris, conferring with representa-
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tives of l'Electricite de France and the International Bank for Reconstruction
and Development (IBRD). Press reports indicate that these discussions.will
lead either to (1) fulfillment of the project in accordance with the original
plans or (2) modification of them with emphasis on irrigation of South Lebanon
and the Beka'a Valley. If the Government takes the first alternative, the
overall cost may be LL 150 to LL 200 million higher than the original estimates.
The second alternative may be opposed by the IBRD since its experts have been
known to favor generation of hydroelectric power over water for irrigation.

UNCLASSIFIED - Comment

These conflicting interests will have to be resolved soon if the project
is to move forward once again. It appears that the present discussions in
Paris are designed to.do just that. (JHA)

15. UNCLASSIFIED - Tourism: Government Report Indicates
Growth of Tourist Industry

A preliminary version of the Commissariat General of Tourism report
for the year 1960 reveals that the number of passengers in transit increased
to 330,000 in 1960 from 260,000 in 1959. The report further states that in
1960 there were in Beirut 203 hotels having 4,202 rooms as compared with 239
hotels with 2,013 rooms in 1950. The number of Beirut restaurants and cafes
increased from 386 in 1950 to 11341 in 1960.

In an independent press statement published January 21, the Minister of
Finance stated that during 1960 Lebanese tourism showed a 25 per cent improve-
ment.

UNCLASSIFIED - Comment

Upon receipt of the full text of the Commissariat General report, the
Embassy will bring up to date its annual despatch on the state of Lebanese
tourism. (See Embdesp 587, April 4, 1960). (LCT)

16. OFFICIAL USE ONLY - Atomic Energy: ,Atomic Energy Exhibit

On January 27, in answer to an inquiry by the Ambassador regarding the
Lebanese Government's approval for holding the United States Atomic Energy
Commission's exhibit in Beirut in October 1961, the Minister of Foreign
Affairs expressed surprise that the Embassy had not been informed of the
Government's affirmative decision. Furthermore, he assured the Ambassador
that his Government heartily welcomed the exhibit.

LIMITED OFFICIAL USE - Comment

The Embassy's original note was delivered in early November 1960.
Although the Embassy had inquired many times at the working level, no
reply had been given. Apparently, bureaucratic inertia in the Government
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had been responsible for the delay. Mr. Jesse TAYLOR of the AEC's Office of

Special Projects, was able to make preliminary arrangements for the exhibit

during his few days of stopover enroute to Washington from Lahore. (JHA)

17. UNCLASSIFIED - Economic Development:
The Lebanese Management Association

One of the most promising developments resulting from the European
Productivity Agency's Management Training Program conducted in Lebanon during
US fiscal year 1960 under USOW/L sponsorship was the organizing of the

Lebanese Management Association. The Association received its charter from

the Lebanese Government in August 1960. Its paid membership now consists of

more than 35 young men in management positions of representative Lebanese

commercial and industrial firms. Since obtaining its charter, the Association

has formed a Board of Directors, elected its officers, and set up several

committees to undertake a number of activities. The Association plans to

issue a monthly newsletter, organize periodical luncheons to which speakers

in the management field will be invited to talk, and eventually conduct

research programs for individual and company members.

As part of its program to conduct training courses for middle management

personnel, the Association began a two months' course for such personnel on

January 31 consisting of weekly lectures by experts from American University,

the American business community, and the American and British Embassies. The

Industry Institute is donating the use of its library hall for the executive

training program. Depending upon the success of the course, the Association

plans further programs using lecturers from a wider variety of sources. (JHA)

18. UNCLASSIFIED - Agriculture: Precipitation in Beka'a Valley

Although the rainfall this season (beginning September 1) up to the end

of January 1961 totaled 258.6 mm. according to the Ksara Observatory at Zahle,

it is still below the average of 354.0 mm. but substantially above the 191.9 mm.

of a year ago. Three days of snowfall (January 19-21) on areas higher than

800 meters have benefited dry cisterns and have provided excellent subsoil

moisture for this growing season. At the Observatory the snowfall totaled

the equivalent of 45 mm. of rainfall. January rainfall totaled 125.5 mm.,

below the average January precipitation of 155.3 mm.

UNCLASSIFIED - Comment

In Beirut, where precipitation is always higher than in the mountain-

protected Beka'a Valley, the corresponding figures are 482.83 mm. (1961),

446.76 mm. (1960) and 568.40 mm. (annual average) as of Febrary 1. (MB-LCT)

Contributors:gr7"
LCTihany Ro ert McClintock
JHEnnis
HDSnell
MBekhash
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1. UNCLASSIFIED - Highlights

Without a doubt the major news on the economic front was the announcement

by the UAR authorities, instituting exchange controls in the Syrian Region.
In view of the close economic ties between the two areas there was some

apprehension here as to how Lebanese interests would be affected. This news

overshadowed the announcement of the Council of Ministers' approval in prin-
ciple of the United States offer of cereals under Title IV PL 480.

The trial of Salim LAHOUD, former chairman of theiNational Litani Office,
of Jean ABERLENE, manager of Groupe Francais du Litani, and of Francesco
GARPARINO of the construction firm Astaldi began in Beirut. All three denied
the accusations of irregularities charged against them. The court has adjourned
until March 1. The other news items of economic significance were the
threatened meat shortage and the proposed Kuwait loan.

The Beirut stock exchange in the week ending February 11 had a surge of
activity with 35,185 shares valued at LL 5 million being traded - considerably
-nore than double the previous week. The star performer was the shares of the
Casino du Liban, which accounted for half of the volume traded. Speculative

interest rose to near feverish pitch as the quotations for this stock rose
from 120 to 144. According to press reports, contending groups are trying to
buy as many shares as possible to be in position to place their candidates as
officers and directors in the forthcoming meeting of the company.

The quotations for the dollar declined to LL 3.11 and then recovered to
LL 3.12 - the lowest it has been at least for the past twelve years. Bankers
claim that one of the many causes for the depreciation of the dollar is the
seasonal decline in demand for dollars. They, however, anticipate that demand

will pick up in a few weeks from importers.

Customs receipts for January 1961 were LL 9,109,000, an increase of
LL 949,000 over January 1960. Total freight movement through the Port of
Beirut for last month was 130,147 tons, about 30,000 tons less than a year
ago. At the end of January 1961 currency in circulation remained unchanged
at LL 431 million.

The agricultural outlook continues to improve with heavy rainfalls
along the coast bringing the seasonal total to normal. Precipitation in
the Beka'a is, however, still about three-fourths the average. (JHA)

2. UNCLASSIFIED - Finance: Reactions to Syrian Exchange Controls

The announcement of the decree instituting exchange controls in the
Syrian Region was not a surprise among informed Lebanese financial circles.

They had anticipated the event by refusing to take any position in Syrian
pounds a few weeks prior to the promulgation of the decree. The Syrian
pound depreciated initially to LP 50 but quickly rebounded to LP 78-9, where
it has remained for the past few days. All financial transactions across
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the border have been suspended, awaiting -clarification of the new control

measures.

The Minister of Finance has asked the Banque de Syrie et du Liban to

prepare a report on the new decree. Mr. Pierre EDDE, President of the Lebanese

Bankers Association, has recommended that Lebanon should consider negotiating

a new commercial agreement to safeguard Lebanese industry and agriculture.

Mr. Antoine EDDE, Chief of the Lebanese Fruit Office, has been to Damascus to

facilitate marketing of Lebanese fruit in the Syrian Region. A delegation of

Lebanese bankers is in Damascus to study and discuss the exchange control

regulations and procedures with the UAR authorities.

OFFICIAL USE ONLY - Comment

It is still too early to tell how the Lebanese economy will be affected.

The Embassy is inclined to believe that Lebanese-Syrian economic relations

will remain unchanged for the most part except for some further declines in

Lebanese earnings from services offset by some increases in the smuggling

trade. (See Despatch 592, February 14, 1961, for more details.) (JHA)

3. UNCLASSIFIED - Trade Fairs: Lebanon Invited to Participate
in 1964 New York World's Fair

A delegation representing the New York World's Fair of 1964 and headed

by former United States Ambassador Harold B. MINOR visited Beirut between

February 9 and 12. While in Lebanon the visitors met with leading government,

business, cultural and diplomatic personages, held a well-attended press

conference, appeared on TV, and extended a formal invitation to Prime Minister

Saeb SALAAM for Lebanese participation in the 1964 New York World's Fair. The

delegation also called on Foreign Minister Philippe TAKLA. On February 17,

when the visitors return to Beirut for a one-day stopover, the Embassy will

give a large reception for them.

OFFICIAL USE ONLY - Comment

Both Saeb Salaam and Takla approved in principle Lebanese participation
at the New York World's Fair and stated that final decision will be made
after competent officers of the Government have made a study of the proposi-

tion and submitted their recommendation. The Prime Minister wanted to make

sure that the UAR, as well as Jordan and Iraq, would be invited; at the press

conference several questions were asked as to whether Israel would also

receive an invitation. All these questions were answered affirmatively by

the delegation. - The Embassy has heard that, in deciding Lebanese participa-

tion at the New York World's Fair, the Government will weigh the results of

Lebanese presence at this year's Chicago International Trade Fair. Should

the Government decide to exhibit at the New York Fair, it is likely that it

will expect a quid pro quo in the form of United States participation at the

Tripoli International Fair, which is now scheduled to open in the summer of

1963.

CONFIDENTIAL



Page 4
Despatch 602

CONFIDENTIAL Beirut

In extending and publicizing the New York invitation, the Fair delegation

and the Embassy emphasized the advantages its acceptance would bring to

Lebanese tourism. (LCT)

4. UNCLASSIFIED - Aviation: Air Liban Seekinc New Manaqinq Director

On February 2 500 employees of Air Liban walked out on a surprise strike

in protest against the failure of Air Liban's Board of Directors to renew the

contract of Managing Director Henry NACCACI-E. The strike lasted for two days,

during which Air Liban's flights out of Beirut were cancelled. In officially

announcing a resumption of airline services on February 5 Air Liban attributed

the strike to "a misunderstanding of a purely administrative nature within the

company". Henry Naccache has not been reemployed as Managing Director of the

airline. His position is being filled temporarily by Antoine SEHNAOUI, Deputy

from Beirut, and a member of the airline's Board of Directors.

OFFICIAL USE ONLY - Comment

Naccache's removal as Managing Director of Air Liban is attributed in

airline circles to his outspoken criticism of Air France for its failure to

equip Air Liban adequately to compete with BOAC-affiliated Middle East Air-

lines. Air France ostensibly owns only 36 per cent of Air Liban's stock,

but, as Naccache's removal suggests, obviously controls the airline. (JHE)

5. UNCLASSIFIED - Aqriculture: Meat Crisis Threatens

Since the authorities of Lebanon's two principal sources of meat supply,

Turkey and Syria, have declared an embargo on export of livestock in the

past three weeks, a shortage of meat supplies threatens this country. The

Lebanese authorities have already contacted Iraqi and Sudanese officials to

see whether livestock can be imported from these countries. The major problem

appears to be that it will take almost two months from loading at Port Sudan

to slaughterhouse in Beirut. The Lebanese are, therefore, looking into

possibilities of air shipments of livestock.

UNCLASSIFIED - Comment

In 1959 Lebanon imported 198,000 heads of goat (Syria 167,000; Turkey

31,000); 420,000 'heads of sheep (Syria 305,000; Turkey 115,000) and 82,000

head of cattle (Syria 56,000; Turkey 26,000). One source stated that drought

conditions in these countries forced these governments to place the embargo.
In view of the recent heavy rains, it is thought that the Syrians may lift

the embargo soon. The Lebanese Government is taking prompt action on this

matter because rising meat prices could lead to severe criticisms by labor

unions and opposition elements. (JHA)
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6. UNCLASSIFIED - Labor: Dockworkers' Strike Averted

A strike of dockers at the Port of Beirut scheduled for February 13 was

averted by the new management of the Port Company, which extended the benefits

granted by the previous French owners during the year 1960. Under that

arrangement annual leave, sick pay, family allowances and indemnities were

granted to some 350 dockworkers. When these benefits were withdrawn as of

January 1961, the Beirut Port Dockworkers' Union threatened to go on strike

unless the benefits were restored. The new management has agreed to continue

them pending a government study of the case.

UNCLASSIFIED - Comment

Although casual workers, who include the vast majority of the 350

longshoremen involved, are specifically excluded from the benefits of the

Labor Code, the Beirut longshoremen have shown sufficient strength to have

their claims for the law's protection temporarily realized. Credit for this

settlement goes to Sami SHOUCAIR, Port Company Managing Director, who expressed

himself as seeing some merit in the workers' claims. It now appears that the

way is clear for a final settlement of this long-standing dispute. (HDS)

7. OFFICIAL USE ONLY - Foreign Aid: PL 480 Title IV Negotiations

The Embassy and USOM/L resumed negotiations with the Government of

Lebanon for a new PL 480 Title IV agreement under which the United States

would deliver to Lebanon over a three-year period 225,000 tons of wheat,

15,000 tons of corn and 15,000 tons of barley. The Department's latest

instructions suggesting certain modifications have formed the basis for

the resumed negotiations. The Council of Ministers last week approved in

principle the latest Washington proposal, and further detailed'^examination

of these proposals is being prepared by the Government of Lebanon. The

Embassy and USOI/L are hopeful that an agreement will be reached within the

near future. (MCM)

8. UNCLASSIFIED - Labor: Formation of Lebanese
National Manaoement Association

On February 9 some one hundred representatives of the various sectors

of Lebanese economic life - trade, industry, agriculture, banking and finance,

aviation, tourism and other small business - gathered in Beirut to lay plans

for the formation of a national management association designed to draw

together under one aegis the varied and hitherto uncoordinated management.

groups of the country. After discussing the needs for and projected goals

of the proposed organization, this "plenary" meeting chose and charged a

committee of eleven prominent business men with the task of preparing a

constitution for the future Conseil National du Patronat Libanais.

CONFIDENTIAL
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The stated goal of the organization is to rise above the parochial

orientations of present management groups and thus to present a solid front

in negotiations with labor and the public sector, as well as to act as an

extra-governmental advisory group in guiding national economic, financial

and fiscal legislation. (DRM)

9. UNCLASSIFIED - Finance: Proposed Kuwait Loan to Beirut Municipality

Mr. Abdallah MASHNOUK, the Minister of State for Municipal and Rural

Affairs, left Beirut on February 14 for Kuwait as head of an official

Lebanese delegation to negotiate a LL 45 million loan (5 million pounds

sterling). The Lebanese delegates were scheduled to leave on February 11
but were forced to postpone their departure because the Sheikh of Kuwait

was reportedly in India and the Finance Minister was out hunting. The

Lebanese are seeking to obtain a ten year loan at 4.0-4.5 per cent interest.

The municipality has plans to use the proceeds of the loan to finance part of

an ambitious LL 91 million city beautification program.

OFFICIAL USE ONLY - Comment

Since the municipality has an annual budget of less than LL 23 million,

it had requested a grant of LL 91 million from the central government to

carry out urgent municipal improvements. Realizing that they had very little

chance of obtaining such a grant, the municipal authorities had been contacting

Kuwaiti officials for financial assistance. The Kuwaitis must have recently

given some encouragement, as the municipal authorities supported by Mashnouk

got the Government's approval to send a delegation to Kuwait to negotiate the

loan.

One reliable source doubts whether the municipality will be successful

in getting the proposed loan. He thinks the Kuwaitis may grant at most only

a token sum to discourage a flood of loan applications from other Arab

municipalities that wish to embark on a civic improvement program with

Kuwaiti money. (JHA)

10. LIMITED OFFICIAL USE - Labor: Port Company Employees'
Election Still Undecided

The hotly-cohtested election of officers of the Port Company Employees'

Union is still undecided after a general election and a runoff for one of

the six places on the Executive Board had been held. Union elections are
two-stage affairs in Lebanon. The general membership first elects members
of the Executive Board, who then choose the officers from among their own

number. The Port Union, a UUEW affiliate, has been bitterly divided along

political lines for the past three years. With one important place on the

Executive Board yet to be filled, the Union must await the decision of the

Ministry of Labor and Social Affairs before the election can be certified.

CONFIDENTIAL
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Activity preliminary to second stage of the elections to choose the

officers has already begun with three announced candidates for the presidency.

Incumbent Salim KIZEH is being challenged by newcomer Antoine BESHARA and

erstwhile Communist-supported Setrak KASHKARIAN.

CONFIDENTIAL: Comment

At stake in this election is the question of control of this strategic

union, which comprises the Beirut Port Company's clerical and technical staff

numbering over 1,000 employees. The Communists, using "clean" candidates,

are seeking to dominate this union. Only one of the candidates for the Board

can be identified as a Communist, and he is a contestant for the disputed
place on the Board.

If the Ministry rules against the Communist candidate, the democratic

forces of the union will have won a substantial victory. (HDS)

11. UNCLASSIFIED - Foreign Economic Relations:
Closer Ties with Ghana Ured (BER 2)

Mr. Osman al-DANA, the Minister of Public Works, headed a Lebanese

delegation to Ghana on Ghana Airways' recent inaugural flight from Beirut

to Accra. He reportedly offered the Government of Ghana a number of

scholarship grants and indicated his Government's willingness to provide

Ghana with teachers, doctors and engineers. On behalf of President CHEHAB

he extended an invitation to President NKRUAH to visit Lebanon, and the

latter is said to have promised to do so. As a result of Dana's visit,

negotiations for cultural and commercial agreements are expected to begin

soon.

UNCLASSIFIED - Comment

Lebanon's official interest in Ghana and in other newly independent

African countries stems from the desire to check Israeli economic and

political penetration and to displace Israeli influence wherever possible.

It also arises from its concern to protect the status of its Lebanese

colonies, which having been associated with the former colonial ruling

classes may now be faced with some difficulties. (See despatch 527 of

January 30, 1961.) ( JHA)

12. UNCLASSIFIED - Foreign Trade: United States Company Loses
Battle for Statistical Center Contract (BER 2)

On February 14 the Embassy received unofficial information that the

Minister of Planning has decided to award the contract for equipping the

Government's Statistical Center with calculating-tabulating machinery to

Bull of France in preference to IBM. The equipment selected is the Bull

300-system, consisting of a central unit;; printer, calculator and two

reading units.

CONFIDENTIAL
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LIMITED OFFICIAL USE - Comment

The Minister's decision terminates a process in progress since December

1959, in the course of which the Embassy spared no effort to obtain the
Statistical Center contract for a United States company. In making his
decision in favor of Bull, the Minister was influenced by the lower price
factor (the Bull electric equipment selected will cost Lebanon about LL 8,000
($2,540) less in rental per year, starting from the 27th month, than the
similar IBM system offered) and allegedly by the presence of pervading pro-
French sentiment among his advisers, one of whom was recently a guest of the
Bull Company in Paris. Far from being disheartened, the local IBM representa-
tives, who have just opened an office in Beirut, are proceeding with their
plans to obtain contracts from other departments of the Lebanese Government
and from local business firms. They have great expectations concerning the

proposed establishment of a United States Government regional payroll -
auditing center in Beirut. IBM will exhibit at the Beirut Commercial and
Industrial Exposition in June. (LCT)

13. UNCLASSIFIED - Domestic Business: Limitation on
Profits of Merchants (BER 1)

In accordance with a ministerial decree, a mixed commission composed
of six officials - three from the Ministry of National Economy and three
from the Beirut Merchants Association - was formed on February 4. The
commission is to study the ways in which Decree No. 189 of 1942, limiting
commercial profits to 20 per cent, can be enforced. The Association has
protested to the Government, stating that the decree is detrimehtal to the
national economy and that the prosperity of the past twelve years is due to
economic liberalism. Such an exceptional measure, it declared, can only be
justified during wartime.

OFFICIAL USE ONLY - Comment

The Director General of the Ministry of National Economy stated that
it would be relatively simple to check a merchant's profit by auditing his
books and his sales, noting the amount of goods he had cleared through
customs. The Embassy has the impression that the Government seems deter-
mined to enforce this decree but is hesitating because of strong opposition
put up by the merchants. (JHA)

14. OFFICIAL USE ONLY - Port Company Authorizes Operations Survey

The Board of Directors of the Beirut Tart Company on February 11
decided to invite N. B. NAGORSKI, an UNTAB expert on port construction
and operation presently assisting development of the Jordanian port of
Aqaba, to undertake a survey of Beirut Port operations and to recommend
improvements therein.

T United Nations Technical Assistance Board

CONFIDENTIAL
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At the same time, the Board agreed to contract with the National Cash

Register Company of Dayton, Ohio, for a survey of accounting procedures at

the Port and a recommended system of improved procedures using modern machine
methods. The company has made similar studies for the ports of Basra and
Alexandria. Both of these were facilitated by the Embassy.

OFFICIAL USE ONLY - Comment

Nagorski, a naturalized American of Polish birth, is apparently highly
regarded in shipping circles and according to the UNTAB resident representa-
tive in Jordan is fully conversant with problems at the Beirut port and would
welcome an assignment here. (DRM)

15. UNCLASSIFIED - Agriculture: 1960/61 and 1961/62
Marketing Seasons for Grains and Feeds

On January 1, 1961, the balance of import requirements for thes.1960/61
season (January - June 1961) totaled 100,000 tons of wheat and flour (whole
grain weight on basis of 85 per cent flour extraction rate), 13,500 tons of
barley, 2,000 tons each of corn and grain sorghum and 4,000 tons of milled
rice.

Preliminary production and acreage estimates for the 1961/62 season are
as follows:

50,000 tons of wheat - 58,000 hectares
9,000 " " barley - 14,000
2,800 " " corn - 2,000 "

2,400 " grain sorghum - 3,000
200 " " rice - 100 "

Acreage planted to wheat and corn are 12 per cent higher, to grain sorghum
20 per cent higher; acreage for barley and rice remains unchanged from the
previous season. (MB)

16. OFFICIAL USE ONLY - Agriculture: Report of
Japanese Fishing Experts (BER 30)

The fishing potential of Lebanese waters according to the report
prepared by three Japanese fishing experts is good. These experts believe
that the Lebanese waters can be exploited on a commercial basis for coastal
and bottom fish. Sardines, which migrate to Lebanese waters during the
months- of May, June, August and September, constitute an important specie for
the Lebanese fishing industry.

Two of the experts are at present assembling three nylon fishing nets
which together with other fishing gear have been offered to the Lebanese
Government. These experts plan to use the nets and gear to demonstrate
modern fishing methods to Lebanese fishermen. The Japanese are contemplating

CONFIDENTIAL
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loaning a fishing boat with its crew and supplies during the month of May
1961 when the sardines appear in Lebanese waters. (MB)

17. UNCLASSIFIED - Foreign Aid: Arrival of
Title II PL 480 Wheat

The first shipment of 5,000 tons of wheat from the 15,000 tons granted
on December 23, 1960, arrived in Lebanon on February 7. The remaining 10,000
tons are expected to arrive in two shipments during March. The Government
plans to have the entire 15,000 tons milled into flour and the flour distributed
to needy rural people throughout Lebanon in the months immediately ahead.

(MCM)

Robert C. Creel
Charge d'Affaires ad interim

Contributors:

LCTihany
JEEnnis
HDSnell
DRMorri s
MCMcFeaters, USOM/L
MBekhash

Copies sent Aden, Aleppo, Amman, Ankara, Baghdad, Cairo, Damascus,
Dhahran, Jidda, Kuwait, London, Paris, Tel Aviv, Tripoli
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The Embassy regrets the delayed submission of the present Quarterly
Economic Summary and offers as apology its conviction that a desire for
speed should not replace the duty of responsibility for accuracy and
clear analysis supported by verified data.

INTRODUCTION : The Lebanese Economy as a Whole

The closing months of 1960 were characterized by a continued economic
boom spurred by rising middle-class living standards but restrained by the
alarm of the business elite over planned economic reform and by the dis-
content of the wage earning groups due to the mounting cost of living.
The dual economic structure of the country continued to manifest itself
in urban prosperity on the one hand, and in rural depression made more acute
by three years of drought, on the other. Political uncertainty, domestic
and foreign, had a decelerating effect on economic growth.

A scientific analysis of the national economy, disseminated during the
period under review, stressed the need for a form of planned economy in
view of various disturbing factors. These factors appear as the disparate
rates of increase exhibited by population and national income, an excessive
difference between living standards, an inadequate level of annual economic
growth, a fragility inherent in the double economic structure, and the
disorganized growth of Beirut. Among additional disadvantages the analysis
listed .the unbalanced contributions of the various income-producing sectors
to the national product, the contrast between a negative balance of trade
and a positive balance of payments, the uncertainty of continued foreign
aid, the vulnerability of investments by Lebanese abroad and by citizens
of Arab countries in Lebanon, and the neglect of agriculture and industry.
On the other side of the ledger the analysis enumerated as economic advantages
Lebanon's international role as a supplier of services, the business sense
of many Lebanese, and the network of overseas Lebanese throughout the world.

The Embassy finds no reason for vigorous disagreement with -this analysis.
Certainly, the symptoms of strength and viability exhibited by the Lebanese
economy during the closing months of 1960 were remarkable. Lebanese currency
demand deposits during October and November amounted to LL 954 million
(5 304 million), 'r to LL 766 million ($ 244 million) during the
last three months he gold cover was increased to 92.47 percent,
the highest level ar -1955, The note issue rose from LL 427
million $ 136 mil 431 million ($ 137 million), from LL 400
million $ 127 million as of January 1, 1960, without producing inflation.
The stock exchange was bullish, as it had not been for at least five years.
Customs receipts reached an all-time record high (LL 31.9 million or
$ 10.0 million); unloadings at Beirut Port increased to 358,034 MT, in spite
of the continued decline of the transit trade. The construction boom showed
no sign of abating : cement production may have increased by 6,500 MT a
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month; building permits continued to be issued in large numbers. The

touristic season was 25 percent - 30 percent better than in 1959. New

car registration, save for trucks, was almost the double of 1959 last

quarter figures. Airport activity appears to have risen above 1959
movements. Beirut at least, if not all Lebanon, was 'bustling with

activity, offering, at a high price, the most delicate Western refinements

to those who sought them.

On the other hand, the agricultural sector was suffering from a lack

of adequate rainfall and a fourth year of crop shortage appeared to be in

the offing. There was a dearth of drinking and irrigation water. The

quality of citrus fruit was lower and the size smaller than in 1959. The

fruit crop was hard to sell. Shortage of pastures, inadequacy of feeds

and lack of water augured high mortality among the sheep and goat flocks,

and a reduction of the 1961 meat supply. On the industrial side, the

textile manufacturers claimed that a protective tariff increased by 15

percent was insufficient to keep them in business. Industry, in general,

was hampered by its limited domestic market, foreign competition and the

non-availability of industrial credit at reasonable rates. The number of

new incorporations (18, with a total share capital of LL 16.4 million

5*5.2 million), was well below the corresponding figure for the last
carter of 1959 (forty-seven, with a total share capital of LL 85.8 million

L$ 27.3 million). Seven major strikes took place within the space of three

months; the rapid rise in the cost of living underscored the urgent need

for increasing the minimum wage from LL 94 ($ 29.9) to LL 125 ($ 39.8) per

month and to provide a 15 percent general pay increase. The rising cost

of living appeared as a corollary of increasing prosperity, easily borne

by the business elite but insupportable by the rural and labor groups.

It was the sum of these and other current contradictions in the Lebanese

economic structure, plus the unequal race between population increase and

economic growth, which prompted the foreign experts surveying the local

economic scene to pose the question whether an economy thus constituted

can indefinitely endure. Their recommendation that, in order to endure,

Lebanese economy should pass from a limited laissez-fae form to a pre-

planned existence, had a disquieting effect on the enterprise and initiative

of the business elite, who fear that the Government may take action at least

on some of the suggestions made by the neo-Malthusians. Thus, the pessimism

of the economic theorists, who are apprehensive that the Lebanese economy

cannot continue as it is now constituted, is shared by the economic pragma-

tists, who are fearful that the economy will not be allowed to continue as

it now is, due to the influence of. the reformers. Optimism as to the

future is most loudly proclaimed, on the other hand, by the protagonists

of Lebanese cultural-political distinctiveness, who point with pride to the

splendidly unique accomplishment of the free enterprise system in Lebanon

and treat criticism of the national economy as tantamount to treason.

Caught between the pessimistic and optimistic extremes, the Government at

the end of 1960 appeared to be hesitating whether and to what extent it

should tamper with apparent prosperity, which might completely disappear

if an attempt were made to spread it more evenly.
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(a) Money and Banking
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Available data indicate that the money supply had continued to increase

during the quarter, perhaps in the magnitude of almost LL 80 million
($ 25.4 million); only LL 4 million ($ 1.3 million) of this increase was

due to a rise in the note issue. The remaining LL 76 million ($ 24.2 million)
was accounted for by an increase in private demand deposits resulting from

an expansion in bank credit to finance heightened economic activity.

The note issue rose from LL 427.0 million ($ 136 million) to LL 431
million ($ 137 million) during the first two weeks of October and remained

at that level until the end of the calendar year. The Government purchased
gold valued at LL 56.4 million ($ 17.9 million) to increase the gold cover

of the currency from 79.39 percent to 92.47 percent -- the highest level

$incethe.$eat^l955. The composition of the gold cover now stands as

follows, with figures for October 15, 1960, in parentheses for purposes

of comparison : gold -- LL 398.58 million ($ 126.93 million) (LL 342.16

million 5 108.96 million); treas bills -- LL 32 million ($ 10.19 million)

(LL 45.45 million 514.47 millionJ); government guaranteed loans to third

parties -- LL 0.17 million ($ 0.054 million) (LL 43.14 million 513.73 million);
loan to Government of Lebanon -- LL 0.25 million ($ 0.079 million) (LL 0.25

million 5 0.079 million). The reduction in the item "Treasury bills" was

made in accordance with a Lebanese law which requires that the total

Treasury bills outstanding must be reduced annually by at least 3 percent.

The Government withdrew LL 42.97 million ($ 13.68 million) in Government
guaranteed loans to third parties as note cover to the Banque de Syrie et

du Liban (BSL) Commercial Department to compensate for the increase in gold

cover.

Several considerations entered into the Government's decision to conclude

the gold purchases. It is known that the Exchange Stabilization Fund for

at least the. last year or so had been accumulating dollars as a result of its dol-

lar support operations in the'Lebanese money market. Since the amount of

dollars on hand was considered more than enough to meet immediate require-

ments, the Government decided to convert the dollars into gold. The decision

wascprobably spurred by rumors of dollar devaluation caused by the drain

of gold from the United States.

The Lebanese money market has been tight for several months. The

Government has been deferring payments on its bills and not spending money

authorized under the budget because of the changeover in the Government

in August 1960. As a consequence the Government has built up a sizeable

deposit balance at the Banque de Syrie et du Liban (BSL). Moreover, the

banks had been covering their drafts more closely since they wanted to

show a highly liquid position in their end-of-year financial statements.

A contributing factor was the fact that merchants selling winter clothing
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and sporting goods were hardpressed by the unusually mild weather.

The tightened money situation was reflected in the increase of 
about

one percent in the level of interest rates. The discount rate ranged

between 6-8 percent depending on the customer. Interbank interest rates

were 3 j to 4 percent at the end of the year. Some banks on occasion had

to scurry around for funds whenever a large draft was presented 
to it.

At the end of the year the Phoenicia Hotel had drawn

on the Eximbank loan of approximately $ 2,275,000 for the

manufactured 'equipment required for the completion of the'

down only $ 100,000
purchase of American
hotel.

(b) Foreign Loans

The Government 's National Litani Office (NLO) had drawn down not more

than $ 7.5 million under the $ 27 million loan agreement of August 25, 1955,

with the International Bank for Reconstruction and Development (IBRD) by

the end of the year, although the NLO was expected to draw down the total

amount within five years. Construction on the Litani hydroelectric and

irrigation project has been, however, at a standstill at least since the

spring of 1960. Since the first repayment installment ($ 428,000) will be

due on this loan on August 1, 1961, the NLO will obviously have to renegotiate

the loan with the IBRD.

Out of the $ 5 million line of credit from the Development Loan Fund

(DLF), the Banque-. de Credit Agricole, Industrielle et Foncier (BCAIF) had

drawn $126,740 by the end of the year. Now that BCAIF has- established

operating procedures for processing loans it is anticipated that the rate

of dranndowns will be accelerated in the coming months.

Since the DLF loan of $500,000 to the El Bared hydroelectric company

requires additional documentation, no drawdowns have been made.

In November 1960 the DLF announced the signing of a $400,000 loan to

the Societe pour l'Industrie des Metaux, S.A. (SIDEM) for the procurement and

installation of a hydraulic extrusion press with auxiliary, handling 
equipment

and of machine tools for a tooling workshop.

(c) Gold and Foreign Exchange

The Beirut price of gold per fine ounce fluctuated within a narrow

range ($ 35.27 - $ 35.40) in the third quarter of the year, however in the

fourth quarter, especially in late October when rumors were rampant that

the United States would devalue the dollar, the local price in consonant

with that in European markets rose at one point to $39. The price plummeted

sharply to $ 36 - 37 when the US Secretary of the Treasury gave assurances

that the United States would not devalue the dollar. By the yearend the

gold price had dropped to $ 35.85.
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In the local foreign exchange market prices for the following
currencies weakened as shown below:

Selling Rates in LL

October 1 December 31

US dollar bill 315.00 314.25
Syrian pound 83.60 79.50
Egyptian pound 736 725
Sterling banknote 885 882

Currencies which appreciated were the Iraqi dinar (813 to 830) and the
Sudanese rial (710 to 725). Changes in quotations for other currencies
were insignificant.

(d) Stock Exchange

The Beirut Stock Exchange ended the year with a flury of activity. In
December a total of 89,222 shares valued at LL 7.6 million ($ 2.4 million) was
traded-- a new high in recent years. During the quarter, 138,942 shares

value at LL 15.3 million ($ 4.8 million) changed hands or more than twice
the previous quarter. The sharp increase in number and value of shares
traded was the result of the listing of Casino du Liban's shares on December

19. In ten days of trading 35,430 Casino shares valued at LL 4 million

($ 1.2 million) were brought and sold. Speculative interest in this stock
increased following favorable newspaper publicity on the first year of its

operation and on the program for the coming year. The stock opened at 88

and quickly climbed to 98 by the end of the year.

In addition to the Casino du Liban, the shares of a banking firm were
listed for trading during the quarter. There are now about 35 companies
whose shares are listed for trading on the Beirut exchange.

(e) 1961 Ordinary State Budget

The 1961 Ordinary State Budget, which was transmitted to Parliament on-

September 30, was. considered by the Budget and the Finance Committee of

Parliament. The budget. as approved by these committees called for ordinary

expenditures of LL 270 million ($ 85.98 million), an increase of LL 3 million

($ 955,000) (for highway construction) over the original amount submitted
by the Government. The .budget will be debated by Parliament.

II. FOREIGN TRADE AND'ECONOMIC RELATIONS

Customs receipts during the quarter under review marked a new all-
time high at LL 31.9 million (3 10.1 million), besting the previous record

of LL 28.6 million (3 9,079,365) during the second quarter of 1960 and
considerably exceeding the LL 27 million ($ 8.6 million) registered during

the last quarter of 1959. Loadings in Beirut Port dropped to 63,770 MT

from 92,119 during the last quarter of 1959; unloadings, however, increased
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to 358,034 MT from 355,626 MT during the corresponding period of 1959.
The increase in unloadings does not completely account for the increase
in customs receipts. Such increase in receipts is due rather to the
rising standard of living in BEirut, which calls for an everincreasing
inflow of luxury goods carrying higher tariffs. It is believed that
during 1960 automobiles and TV sets alone accounted approximately for
an additional LL 16 million($ 5.1 million) in customs receipts.

Another reason for increased customs receipts and unloadings during
the quarter is to be sought in the dispute between the industrial and
mercantile branches of the textile business, which resulted in an increase
of approximately 15 percent in the customs duty assessed on certain
cotton goods . In expectation of this increase in duty, the merchants
had placed large ordesfor cotton goods abroad, which arrived in time
just before the higher tariff went into effect. Most of the cotton
unloadings took place during November, during which customs receipts
reached the record monthly high of LL 12.5 million (S 3.9 million).

Transit trade was at its 1960 lowest (75,441 MT) during the last
quarter and well below the 97,429 MT registered during the final quarter
of 1959. It should be noted, however, that the continued decline in transit
trade is apparently being offset by the rising demands of the domestic
market for luxury goods in larger quantities. The new rival ports of
Latakia and Aqaba, through which much of Lebanon's pre-1957 transit trade
now flows, have not had a detrimental effect on Beirut port movements.
In fact, the Government, which has recently Lebanized the Beirut Port
Company, is considering the construction of a third basin in the harbor.

In the course of two inter-Arab business conferences held in Beirut
during November, support was noted for closer Arab unity through a form
of common market with an eventual single tariff, for "Arab economic citizen-
ship", and also for closer commercial relations with the newly independent
states of Africa and Cyprus. One of the results of the conferences may
be the establishment of a joint Arab-Cypriot commercial center. Lebanese
merchants carried two complaints to the first of the two conferences
difficulties in carrying out the Inter-Arab Transit agreement and the lack
of reciprocity between Lebanon and other Arab countries in the treatment
of resident Arab merchants. An additional controversy affecting foreign
trade arose between Lebanon and Turkey, and was the subject of a complaint
by Lebanese importers to their government. The controversy concerns Turkish
practice, without reciprocity, to accept only hard-currency payment for
exports to and through Lebanon, and is to be handled through diplomatic
channels.

During December the Government announced suspension 6f the new trade
protocols with Poland and Czechoslovakia, and invited these two countries
to open negotiations in Beirut with a view to reviewing their trade balance
with Lebanon. Pending the outcome of these new negotiations, in the course
of which the Lebanese may be expected to push the sale of their fruit, th
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the Government decided not to submit the two trade protocols 
to the Chamber

of Deputies for ratification. During December also, a Soviet trade delegation

arrived in Beirut to renegotiate the 1954 Lebanese -Soviet 
trade agreement

and to raise the minimum trade exchange between the two 
countries from

LL 15 million ($ 4.8 million) to LL 20 million ($ 6.4 million).

Foreign trade figures released for the first six-months 
of 1960 show

the US as Lebanon's second (after the UK) leading supplier with 
LL 41.6

million ($ 18.8 million) worth of goods, representing 
12.3 percent of

total Lebanese imports . Among importers of Lebanese goods the US ranks

fifth (after Syria, Jordan, Iraq and Saudi Arabia) 
with LL 4.3 million

($ 1.9 million) worth of goods.

Seventeen firms were placed on the Boycott of Israel blacklist 
during

the quarter. Of these 17 firms six were American, including 
the Bulova Watch

Co. and the Fairbanks-Whitney Corp.

III. AGRICUIllURE

The agricultural sector was adversely affected during 
the quarter by

a lack of adequate rainfall. In the wheatproducing Beka'a valley precipi-

tation from September first through December 
31 was 134.8 mm., well below

the normal average of 219 mm., although in 
excess of the 11312 nua.nregistered

during the corresponding period of 1959. 
The slight improvement in rainfall

over 1959 was offset by the relative absence of snow in 
the mountains, except

on the highest peaks. An abundance of snow during the winter months 
in the1

Lebanon Range is considered essential for 
crop irrigation after the end of

the rainy season in March. Unless the deficit in rainfall is made up in

January-February, a fourth drought year in a 
row is in store for Lebanon,

with consequent low production of cereals 
and possibly fruit.

In the northern part of the Beka a valley and 
on the western slopes

of the Lebanon Range inadequate rainfall 
during the quarter, coupled with

the effects of the three past drought years, 
prolonged the lack of drinking

water. Dry cisterns, villagers leading donkeys 
laden with jerry cans of

drinking water, and Government water 
tanks distributing drinking water in

needy villages were common sights 
in some rural areas toward the end 

of the

year. The waterflow of streams and the 
watertable in the Beka'a were further

reduced, necessitating deep-drilling 
for wells in the central part of the

valley.

Mild, dry weather in the fall and 
during early winter extended the

harvest season of all the late vegetable 
crops without offsetting the lower

-ields due to continuing drought conditions. 
Most of the acreage devoted

winter grains and feeds was planted 
during the quarter. The little rain

fall at appropriate intervals was 
enough to supply adequate moisture 

for

a good start of these crops, which 
will be harvested during the 1961/62

season.
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The apple-picking season continued from October through November 15 on

the higher altitudes (1000-1800 meters). The citrus-fruit harvest started

in November; the quality of citrus fruit was lower and the fruit size

smaller than in 1959. The neglect of some growers to spray their citrus

trees with summer oils, mostly in North Lebanon, increased the population

of both California and Florida scales. The olive picking season started

in October and ended late in December. Scanty rainfall during October and

November was apparently sufficient to improve the oil content of the unpicked

olive crop.

According to the Fruit Board, 2 million cases of apples (34,000 MT)

were placed in cold storage this season. By January 1, 1961 about 1,200,000

cases were withdrawn from cold storage, of which about 1 million cases

(17,000 MT) were disposed of through exports, mainly to neighboring Arab

countries.

No apple and citrus-fruit export sales contracts were made during the

quarter with Western European countries, according to the Fruit 
Board and

the trade. The Soviet Union was the only Bloc country that purchased any

quantity of apples. Early in December a sales contract was concluded with

the USSR for delivery in December 1960 and January 1961 of 2,500 MT of
apples. This transaction represented the balance of an original purchase

contract of March 1960, calling for 4,000 MT of apples, of which the 
Soviet

Union had accepted delivery of only 1,500 MT during the previous 
season.

Bloc .countries did,. however, purchase a total amount of 9,600 
MT of citrus

fruit (8,100 MT of lemons and 1,500 MT of oranges).

Apple exports were about 300 tons below the total sales made 
to the Bloc

countries during the entire season of 1959/60. On the other hand, citrus

fruit sales to the Bloc during the quarter under review were 
the highest on

record for lemons. For oranges they were equal to exports during the 1958/59

season and about one fourth of those of the previous season.

At the orchard level the price of oranges, tangerines and late-pick 
apples

were higher than ; of grapefruit, equal to; and of lemons, lower 
than, prices

prevailing a year ago.

Among the animal population, especially as far as lambs and 
goats are

concerned, shortage of pastures, inadequacy of feeds and lack 
of water will

presumably increase mortality and reduce the 1961 meat supply. 
Grass in

the plains is generally very short and insufficient for the sheep 
and goat

flocks. In the Baalbeck district of the Beka'a several cases of 
anthrax

affecting goats as well as sheep were registered.

The Government attempted to alleviate depressed. conditions 
in some rural

areas through the free distribution of 6,600 MT of PL-480, 
Title II wheat.

IV. INDUSTRY

A significant pronouncement of the Government's attitude toward domestic

industries was made by the Minister of National Economy and 
Tourism, in

which he outlined a comprehensive program to encourage 
local industries.

The most important recommendation included the protection 
of domestic
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producers by the Government through a temporary increase of duty on imports

of merchandise similar to those made here and by imposing the formality

of an import license for such commodities. The Government will probably

find it difficult to carry out these decisions because of the strong

opposition of the powerful, commercial class.

The long drawn-out dispute between the Lebanese textile manufacturers

and the merchants was temporarily resolved by a 15 percent increase on

certain categories of imported textiles for a six month period effective

November 15. In protest against the Government 's decision, the merchants

selling imported textiles and tailors making garments from them closed

their shops on November 4, The textile mill owners rejected the Government 's
action, stating that the increase was insufficient to offer them the

required protection. In its campaign to raise tariffs against certain

goods, the industrialists have been supported by the labor unions.

The 20-day strike against the Lebanese Cement Company, which manufactures

70 percent of the country's cement output, created fear of shortages among

builders. They scrambled for the available supply and thus created a

temporary black market in cement. Fortunately, the strike was not prolonged

so that construction was not adversely affected.

Announcement was made in the press about the establishment of a factory

for the production of detergents through joint participation of Lebanese

interests and a Swiss Proctor and Gamble subsidiary. Initial production

*of around 2,000 tons per year will be consumed locally, but later-production
will be expanded to cover exports later.

Eighteen new incorporations, with a total share capital of LL 16,405,000

($ 5,224,520) were reported during the quarter, considerably above the
third quarter, but well below the fourth quarter 1959 figure.

Lebanese industry continues to be hampered by its limited domestic

market, foreign competitior!,and the non-availability of industrial credit

at reasonable rates. Unless returns from investment in industry are made

equal or higher than those from commerce through deliberate Government

intervention, it seems that the industrial sector will remain economically

less significant than the commercial sector of the Lebanese economy.

V. CONSTRUCTION AND RENTS

Statistics for cement production and for the issuance of building

permits, which have now become available for the third quarter and 
for

the first two months of the last quarter of 1960, confirm the 
impression

of the naked eye that the building boom in Beirut is continuing unabated.

During the third quarter cement production rose to 223,136 MT (from 204,899 MT

during the second quarter) and continued at 144,300 MT during 
the first two

months of the last quarter. As compared to the 3-month total of the 1959

last quarter (196,296 MT), the 2-month total of the 1960 
last quarter
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(144,300 MT) may represent a monthly increase of about 6,500 MT in cement
production. It should be noted that this putative increase in production
took place in spite of the strike during November in the Societe des
Ciments Libanais plant, which accounts for about 70 percent ot total
Lebanese cement production.

The number of building permits issued during the first two months of
the last quarter was 192, as compared with 296 during the three months of
the third quarter. In comparison with the 290 building permits issued
during the last quarter of 1959, the two-month total of 192 for the first
two months of the 1960 last quarter appears to represent a continued even
trend.

The Minister of Finance recently stated that during the first half of
1960 the number of construction permits rose to 660 from 500 during the
corresponding period of 1959 and that the results appear as 1573 storeys
built during January-June 1960 as compared to 1314 during the same months
of 1959. The 1573 storeys built during the first half of 1960 constitute
660 new buildings occupying 321,000 sq. meters.

The above figures do not represent all the construction activity in
Lebanon, because in the more remote regions buildings are often erected
without permits.

Potential foreign investors in Beirut construction projects express a
preference for office buildings'over apartment houses, because they consider
that the latter would depreciate in value sooner than the former, should
the building boom come to a sudden end. The artificiality of the construction
boom, at least as far as apartment buildings are concerned, is indicated by
the estimated 4-5000 apartments which remained unrented in the city during
the period under review. On the other hand, both sections of the new STARCO

office building, which rises in the heart of the city above the slowly
progressing PHOENICIA HOTEL project, are said to have been almost completely
rented.

Rents in "luxury-type" buildings remained on a substantially higher
level than during 1959, and in December the Minister of Justice announced
proposed legislation to introduce new rent controls. As of now, rents are

controlled by regulations dating back to 1943 and 1954 which do not apply
to "luxury" type" buildings containing central heating, elevators, telephone
switchboard or concierge service. There is no likelihood of the new draft
rent law's being submitted to Parliament before March 1961, at the earliest,

and it appears likely that rents in non-luxury type buildings will be

permitted to rise.

VI. TOURISM

Pending receipt of the official and definitive report on Lebanese
tourism during 1960, the Embassy is able to present only a sketchy picture
of this important Lebanese economic sector. According to a statement of the

Minister of Finance, the 1960 touristic season in Lebanon showed a 25 percent

improvement; the Commissioner General for Tourism told the press in December
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that the number of tourists who came to Lebanon during 1960 was 30 percent

above those who visited here in 1959. A preliminary version of the Commissariat

report indicates that the number of passengers in transit increased 
from

260,000 in 1959 to 330,000 in 1960; and that the number of actual stay-over

visitors grew from 479,500 to 611,000 during the same period. The preliminary

report further states that in 1960 there were in Beirut 303 hotels having

4,202 rooms, as compared with 239 hotels with 2,013 rooms in 1950. The

number of Beirut restaurants and cafes increased from 386 in 1950 to 1,362

in 1960. For the whole country, as of December 1960, the total number of

hotels was 671, with 11,933 rooms containing 21,192 beds. Lebanese cafes,

restaurants and clubs numbered 3,590, about half of them in Beirut.

A report submitted in December by the Tourism Committee of 
the Beirut

Propeller Club, based on 600 interviews with tourists who visited 
Lebanon during

the second half of 1960, highlighted the fact that 70 percent of 
the non-

Arab visitors during this period were Americans, and that most of 
the Americans

{ were middle-aged or older, half of them women. Of those interviewed, 75 percent

were traveling for pleasure only, spending an average of 3- days in Lebanon.

- Only 4 percent of the tourists canvassed came directly from the US; 38 percent

6ame to see the Middle East; 30 percent were stopping off on a world 
tour;

and for i6 percent Lebanon was an extension of a trip to Europe. Sixty-three

percent of the visitors had their trips planned by travel 
agencies and airlines;

60 percent were on prepaid all-expense tours. The report stressed the

almost complete ignorance of Americans about Lebanon or the 
Middle East

and pointed out that apparently no tourist comes to 
Beirut for the sole

purpose of seeing Lebanon unless he is of Lebanese 
descent.

The Government 's financial contribution to tourism promotion 
remained

well below the level of expenditures by neighboring countries 
for the same

purpose. According to an announcement of the Commissariat in December, 
the

Government intends henceforth to further the cause of Lebanese tourism by

distributing its LL 3 million ($ 955,414) share in the profits of the

Casino du Liban in the following manner : 25 percent for hotels outside

Beirut;25 percent for the Ministry of Labor and Social Affairs; 
25 percent

for municipalities which are summer resorts; 20 percent 
for the Commissariat

of Tourism; and 5 percent for salaries to be paid to State 
controllers.

At the end of November the Government agreed in principle to accept an

invitation to participate in the 1961 Chicago International 
Trade Fair in

order, as the Minister of Information told an' Bbassy officer 
"to enlarge

the market for Lebanon's most salable commodity : tourism". 
Mr. Robert

Kfoury, a prominent Beirut businessman, has been selected 
to act as Lebanese

Commissioner for Tourism at the Chicago Fair.

VII. DOMESTIC BUSINESS

Both wholesale and retail trade remained below normal during the 
quarter,

in contrast with the usual brisk year-end market trend. The lack of rainfall

and the likelihood of continued bad crops put the 
farmers in a parsimonious

mood, restricting rural purchases to bare necessities. 
The sale of woolens
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The automobile market, however, escaped the recessional effects of
domestic business. The high trend of 1960 new car registration continued
into the last quarter of the year and, save for trucks, was almost double

of 1959 last quarter figures. October-December registrations showed 2,295
new passenger cars (as compared to 1,211 for the same period in 1959);
128 trucks (117 in October-December 1959), and 70 buses (as against 38

during the last quarter of 1959). The sale of US automobiles continued
on a downward trend in an expanding market. During December, for example,

among 706 passenger vehicles registered, Mercedes led with 108 units, while

the best-selling US car (Ford) scored only 32 registrations. Chevrolet, the

second best-selling US car on the Lebanese market, registered only 15 units.

In addition to Mercedes, foreign automobiles outselling US cars were Opel,

Peugeot, Volkswagen, Fiat, Simca and Renault. US makes made a better showing

in the non-passenger field. Among 44 trucks and pickups registered in
December, Chevrolet and Ford led with 6 units each; of 16 new buses, GMC

accounted for 5 units. The fact that US automobiles continue to decline

only in the passenger vehicle field and retain their lead in trucks and
buses, gives further proof to the theory that the decreasing US share

in the Lebanese automobile market is not due to a lack of quality but

rather to the rise of a new urban middle class with simpler tastes and

less ready cash.

Considerable agitation and resentment were occasioned in Beirut

business circles by an official announcement that the Government intended

to enforce the provisions of a 1942 decree limiting net commercial profits

to 20 percent in the case of goods imported from overseas and to 10 percent

in the case of those imported overland.

VIII. AVIATION

Figures on passenger traffic and aircraft movements at the International

Airport of Beirut for the third and fourth quarters of 1960 have not yet

been published. It is probable, however, that airport activity has continued

at much the same levels as in the first two quarters of 1960, and above

1959 movements.

The four Lebanese airlines all moved during the fourth quarter to

improve their services. Two of them inaugurated jet services between

Beirut and points in Western Europe : Middle East Airlines on November

2 initiated Comet services to London, employing a Comet IV-C leased from

BOAC; Air Liban began Caravelle service to Paris on December 20 with a

Caravelle leased from Air France. On December 19 Middle East Airlines

took delivery of the first of four Comet IV-C 's it has purchased from
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DeHaviland. Trans-Mediterranean Airways, Lebanese all-cargo carrier,

applied during November to the Supreme Aviation Council for passenger-
carrying rights. In December Lebanese International Airways applied for

authority to initiate air passenger and cargo service between Beirut and

the United States.

Several foreign international carriers also improved their services

through Beirut. Austrian airlines began Viscount services between Beirut

and Vienna; Sabena inaugurated Boeing 707 services Beirut-Brussels-New York;

Pakistan International Airways began Boeing 707 services on the line

Beirut-Geneva-London.

The Government announced during the quarter that it has authorized
the negotiation of an air transport agreement with Czechoslovakia. It also

announced that several helicopters will be purchased during 1961 for use as

air-sea rescue vehicles, for insect control purposes, and for the transport-

ation of mail from Beirut to outlying Lebanese villages. The imposition of

an airport tax to be paid by all passengers using the Beirut airport is

being considered.

A series of meetings attended regularly over a two-month period by

Lebanese airline representatives and government officials culminated in

December in a recommendation to the Government by the conferees-that

Lebanon should adopt a more restrictive policy with respect to granting

fifth freedom traffic rights to foreign air carriers. As the quarter

closed the policy was still awaiting Lebanese Cabinet approval.

IX. PETROLEUM AFFAIRS

At the end of the quarter, it appeared that the Iraq Petroleum Company

had successfully completed a 20 percent reduction in force in Lebanon, as a

result of offering substantial bonuses to those volunteering to resign. In

the cases of the few employees with more than 30 years service, the bonuses

could amount to more than five years pay.

After the establishment of the state of Israel, IPC Middle East headquarters

was moved to Tripoli, where a staff of 5,000 was maintained during the big

construction period after World War II. Most of these were engaged in work

unconnected with Lebanon. A staff of about 1,250 is all that it needed now

to take care of the Tripoli terminal and refinery, plus a small engineering

office.

The well in the Beka'a valley, drilled for the Lebanese Petroleum

Company by its half-owner, the German company Elwerath, proved dry and the

rig is now drilling in the South, near Sidon.

As in previous quarters, the Tripoli refinery of IPC continued to

operate below capacity, while the Caltex-Socony Mediterranean Refining

Company plant at Sidon had crude runs near capacity. IPC's pipelines
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pumped at capacity while TAPLINE picked up a bit,
average of 238,000 barrels per day to 279,000 b/d
still far below capacity of 450,000 b/d.

0' -.

~. ~,

from a third quarter
in December, which is

X. LABOR

The last quarter of 1960 was characterized by a continuance of turbulent
labor relations and a drive to enact legislation demanded by the trade
unions.

Seven major strikes occurred during the quarter. A 22-day work
stoppage by the clerical and technical employees at the Port of Beirut
was by far the most serious. This was finally settled roughly along the
same lines as the Bank employees strike which included a "loan" of one-
half month's pay and other fringe benefits. The Port Company Employees
Union is a UUEW affiliate, as are the Regie Tobacco Workers and the DHP
Railway Employees. The latter two groups, who had threatened to walk out,
accepted approximately the same settlement as the Port union.

Another UUEW affiliate, the Lebanese Cement Workers Union, struck
for-20 days in November, a strike which was marked by several incidents
of violence. It, too, was settled along the same lines as the Port dispute.
A strike involving the employees of the 26 airlines serving Lebanon was
narrowly averted with the signing of an agreement granting the UUEW -
Airline Employees Unions' members a "loan" of LL 100, twelve paid holidays
per year, and a bonus of half a month's pay. A brief strike over the
discharge of 200-odd employees of Arida Textile Mills was ended with
announcement that the Government would impose a 15 percent duty on imported
cotton textiles.

Just before Christmas taxi owners and, drivers in Lebanon's major
cities withdrew their cabs from circulation for a three day period in
protest against a Government announcement to double the number of taxicab
licenses.

Other strikes involved the sawnill workers of Tripoli who were out
for five days in support of their employers' demand for a protective tariff
against imported wooden fruit crates, and brief strikes of the unorganized
workers of the Water Department and the Land Survey Department of the
Ministry of Public Works.

Union pressure of the enactment for labor legislation was intensified
during the last quarter of 1960. The rapid rise in the cost-of-living and
demands for long deferred changes in labor legislation are the principal
reasons for this flurry of activity.

Serious consideration is being given to two wage measures, to increase
the minimum wage from LL 94 to LL 125 per month, and to provide for a 15
percent increase to cover the rise in living costs between 1955 and 1959.
Action to implement this legislation is expected soon.
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Also occupying the attention of those close to the labor scene is the
draft of Social Security law which would cover family allowances, retire-
ment indemnities, workmen's compensation and illness-maternity insurance.
This legislation has been carefully drawn and presently is being considered
by industry and employer group preparatory to its submission to the Council
of Ministers.

In October the International Federation of Petroleum Workers (IFPW)
sponsored an educational seminar for selected delegates from affiliated
oil unions from Lebanon, Aden, Jordan, Libya, Morocco, Tunisia and the
United Arab Republic. At the conclusion of the IFPW Seminar and while
most of its delegates were still in Beirut, a draft constitution for
an Arab Federation of Petroleum Workers (AFPW) was adopted. This new,
parallel trade secretariat of oil workers' unions is to be affiliated
with the Cairo-based Confederation of Arab Trade Unions (CATU). Although
its founding congress was scheduled to be held in Cairo before the end of
the year, it has not yet taken place.

October also brought to Beirut the new Regional Representative of

the International Confederation of Free Trade Unions (ICFTU), Guiseppe
FAGNONI of Italy. Mr. Fagnoni replaces the Belgian, Victor DE FALLE,

who departed almost a-year ago leaving the ICFTU's Near Eastern office

unmanned.

The Ministry of Labor and Social Affairs announced the distribution
of the annual subsidies to the four licensed labor federations for 1960.

Of the LL 50,000 annually allocated for that purpose, LL 44,000 was distri-

buted to the federations with the Jami'at receiving LL 14,000; United

Unions of Employees and Workers (UUEW), LL 11,000; Federation of Unions

of North Lebanon (FUNL), LL 12,000; and Federation of Independent Trade

Unions (FITU), LL 7,000. No mention was made of any grant to affiliates

of the unlicensed Federation of Labor Unions (FLU) or to independent unions.

XI. ECONOMIC DEVELOPMENT AND FOREIGN AID

During December, a U.S. team began negotiations with the Government
of Lebanon for the sale,aif over a 3-year period,of 225,000 tons of wheat
and lesser quantities of other cereals under the provisions of Title IV

of PL 480. At the end of the month, two or three major issues remained

unsettled, although the Lebanese representatives showed keen interest in

the purchase of grain under these long term credit provisions.

Meanwhile authorization by Washington in late December paved the way

for an additional grant to Lebanon of 15,000 tons of wheat under Title II

of PL 480 to be delivered during the first quarter of 1961. Contrary to

previous Title II authorizations, naneof this grain will be sold for local

currency to pay labor costs of work projects, but rather the entire quantity

is earmarked for direct distribution to rural persons made needy as a result

of the prolonged drought.
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Also in December a USOM project agreement was signed with the
Ministry of Agriculture committing LL 158,000 ($ 50,318) of PL 480 Title
II generated local currency for payment of the labor costs of modernization
of two fruit packing plants. Public works financed by Title II funds
continued throughout the quarter. Sixty percent of the work on the first
section of the Coast Highway, from Nahr-el-Mott to Dbaye was completed.
Action by the Lebanese Government cleared the way for acceleration of local
construction contracts under the Rural Power Transmission project for
construction of substations, installation of equipment and construction of
power lines.

The Government of Lebanon in December requested the assistance of the
UN Special Fund for a survey of the groundwater resources of the country.
The project, a prototype three-year investigation of the groundwater resources
of the Beka'a Valley ( 880,000) and an expanded five-year project for the
remainder of Lebanon ($ 1,490,000), would be financed by approximately equal
contributions from the Government and the Special Fund. Also, at the
request of Lebanese Ministry of Public Works, an Italian expert on artificial
lakes has made a study of the possibility of creating such lakes for the
storage of otherwise unused surface water in the mountain valleys of Lebanon.

The long-rumored difficulties on the Litani River hydroelectric project
culminated during the quarter with a thorough investigation by the government
and the resultant indictment for fraud and collusion of the former President
of the National Litani Office and the directors of two foreign firms working
on the project. Work has slowed to a snail's pace and will probably remain
so until the arrival of a new international construction team to manage the
entire project.

Construction progress on the EXIMBANK-sponsored Phbenicia Hotel remains
slow. Present estimates are that the hotel will open in November or December
of 1961, if all goes well. However, elevator, air-conditioning and plumbing
equipment, although ordered, have not yet arrived. As a result of the purchase
by the builders of elevator equipment from a West European manufacturer, the
EXIMBANK withdrew some $ 1,300,000 of its loan.

At the end of the quarter, the Director of USOM/L announced the forth-
coming curtailment and final termination by June 30, 1962, of the United
States technical assistance to Lebanon.

XII. GOVERNMENT POLICY

The Ministerial Declaration of August 18, 1960 remained the basis of
the Government 's economic policy. Since parliamentary vote on the ordinary
state budget was postponed until January, this policy did not progress beyond
the blueprint stage. The chances are, however, that when the budget is finally
voted, it will be about LL 6 million ($ 2 million) larger than originally
planned, because of the Government 's demand for additional funds to finance
road building and to pay higher salaries to civil servants. The Minister of
Public Works stated that, up to December 20, his Ministry had invested in
public works the sum of LL 25.4 million ($ 8.1 million) as compared with
LL 22.2 million ($ 7.1 million) during the corresponding period of 1959;
and that it also signed contracts for LL 23.9 million ($ 7.6 million).
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In the social field the Government went ahead with its plans to enact
combined minimum-wage and cost-of-living legislation, and to elaborate a
Social Security System (See Section X). In the field of foreign trade
various official and semi-official utterances during the quarter indicated
the impending negotiation or renegotiation of commercial agreements with
trading partners, with priority being given to the USSR. Spokesmen for
the Government also declared themselves in favor of opening or widening
economic relations with Sub-Saharan Africa. Instead of simplifying or
abolishing the prior licensing system, which requires the issuance of a
preliminary import permit for certain selected goods, the Government placed
four additional commodities (fir wood, felt, unwoven fabrics and oil cloth)
on the licensing list. In the field of domestic trade, merchants were disheart-
ened by the Government's reported decision to enforce a 1942 decree limiting
commercial profits ±o-r 20 percent. In the investment field, the Acting
Minister of Finance announced that his Ministry would study with deep
interest all foreign enterprises desirous of basing part of their activities
in Lebanon and that it was prepared to assist such comanies "by a lowering
of taxes or lifting them completely Eand by extendinJ long or short-term
loans and guarantees offered by the State". As far as aviation is concerned,
the Government was endeavoring during the quarter to decide what policy it
should adopt in granting fifth-freedom traffic rights to foreign carriers
operating through Beirut. In another matter affecting foreign interests, the
Government continued its policy toward concessionary companies by "Lebanizing"
the Beirut Port Company as of January 1, 1961. In the matter of carrying
out the Arab League Boycott of Israel policy, the Lebanese Boycott Bureau
showed scrupulous observance.

At the end of the quarter it appeared that the Government was seriously
considering implementation of certain recommendations made by Father Lebret,
Director of the French IRFED economic research organization. Lebret announced
at the end of November that the Government had decided to proceed with a series
of measures designed to bring about a form of planned economy which respects
private initiative and requires the acceptance of a period of austerity on
the part of the population. The IRFED analysis, which was reported to have
made a deep impression on several top figures in the Government, stressed
the necessity of developing agriculture and industry, the two basic but
neglected sectors of the Lebanese economy, without becoming oblivious to the

important roles played by commerce and banking. Competent observers on the
scene are inclined to believe that the Government is prepared to proceed
with measures of development in the rural areas and in the field of social
welfare, avoiding, for the time being at'least, such controversial subjects
as fiscal and tariff reform.

Robert C. Creel
En 6'sdre : Charge d'Affaires, a.i.

Lebanon - Economic Indicators

Contributors
J.H. Ashida - I, IV
M. Bekhash - III
C.J. Dwyer - IX
J.H. Ennis - VIII

....

c '

C. ,

'4110

Y

.

. ,._/ .

\)

.);..

t

f

i

j ;

1v
.

i /''

f r



LEBANON - ECONOMIC INDICATORS

1 9 5 9

Indicator

Customs receipts
Currency issue
Public Debt

Internal
External

Demand Deposits (Average)
Lebanese currency acc.
Foreign currency acc.

Time Deposits (Average)
Lebanese currency acc.
Foreign currency acc.

Loans (Average)
Lebanese currency acc.
Foreign currency acc.

Discounts (Average)
Lebanese currency
Foreign currency

Bank clearings
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al share capital: LL 16,405,000
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See Page 2 for Note
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Cost of living index
Wholesale price index
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NOTE

The former General Statistics Service of the Ministry of
National Economy, which was closed at the beginning of 1960,
has recently been instructed to resume its work pending the
definite establishment of the projected Statistical Bureau of
the Ministry of Planning. The recast General Statistical Service
has now resumed its work, and so far statistics for the first
eleven months of 1960 have been prepared. These figures have
been reproduced on the "Economic Indicators" sheet. Data
including December statistics were obtained from other official
sources.
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Arab Nationalist Analysis of Lebanese National Economy

BEGIN UNCLASSIFIED

A recently published analysis of the Lebanese national economy by
a member of the Government's Planning Board stresses the complementary,
Arab character of the local economic structure and recommends planning CO"in the Arab direction." Lebanon should become a "free zone of trade" (ofor all the Arab countries; it should industrialize so as to become
complementary to, not competitive with, the Arab countries and the UAR. b
Industrialization and other investment possibilities will have to"e
replace the building boom, which may be reaching its saturation point, 8to assure the continued inflow of funds from oil-rich Arab lands.

Although ideologically motivated, Dr. Atallah's analysis agrees 04
with a recent scientific economic survey of Lebanon by foreign experts 1on the following points: the Lebanese national economy contains -
dangerous flaws; it should move toward a planned existence; industri- 0)alization and the training of technical cadres are a necessity. The
analysis differs from the Lebanese nationalist economic assessment in
that, instead of pointing with pride, it views with alarm.

The January 15, 1961 issue of the Cairo-Al Ahram Al Iktisadi (Ecoggd
ALhram) magazine contained an article entitled "Professors of EconomicsC0
in Lebanon Ring the Danger Bell," purporting to reproduce the views, expressed I)in the course of a conversation with a UAR journalist, of Dr. Mohammad ATALLAH
a member of the Lebanese Government's Planning Board. Because of his position,
Dr. Atallah's analysis of, and recommendations concerning, the Lebanese
national economy command attention.

1) Dr. Mohammad Atallah is a South Lebanese Moslem (Sunni), about 31 yearsold. He was trained at the American Uriversity of Beirut, where he received
his B.A. in Business Administration in 1952.. He subsequently did graduate ,--wo k at a Netherlands university, which granted him a Ph.D. degree in Economic
F allowing hi return to Lebanon, he taught in the AUB Economics Department _
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Dr. Atallah's basic thesis is that the now disorganized Lebanese
economy should be recast in accordance with the mutually binding principles
of Arab economic unity and planned to develop "in the Arab direction."
He grants that Lebanon's economy is now"flourishing and successful,"- but
warns that it will remain. so only as long as there is continued prosperity
in the adjacent Arab countries. It is imperative, he stresses, that Lebanon
work side by side with the Arab states and organize its economy so as to
make it complementary to the economy of the surrounding Arab world.

According to Dr. Atallah's analysis, the Lebanese national economy has
three sectors. industry, agriculture, services and tourism. These three
sectors are not properly balanced, but the disequilibrium is concealed by
the appearance of progress. The lack of balance is apparent on two counts.
first, of the three sectors trade and services contribute 60% to the national
income; second, there is a trade deficit of about LL 600 million ($190,476,190).
As a result of these two major weaknesses, Lebanese economy is exceptionally
susceptible to external influences. Since these influences are produced in
areas beyond the Lebanese borders-and since they cannot be controlled by the
Lebanese, an attempt to predict the future course of the Lebanese economy
would be like "weather forecasting."

Since Lebanon is a part of the Arab homeland and its economy complementary
to that of the Arab world, no attention should be paid to those who demand
that it should proceed toward economic self-sufficiency. On the contrary,
thte logical course of development for Lebanon lies toward becoming a "free
zone of trade" for all the Arab countries.

The Lebanese should emulate the Swiss and maintain an "open" country.
Industry succeeded in Switzerland in spite of that country's dependence on
imported raw materials, because of the presence of technical skills. Lebanon
should also specialize in industries that demand great technical skill and
launch training project; both vocational and managerial, designed to produce
a supply of technical experts.

The present industrial structure in Lebanon is helter-skelter, built
without an eye to the future and geared solely to the profit motive.
Henceforth Lebanon should coordinate its national economy with the sector
of Arab industries and fill the gaps now existing. As in the other Arab
countries, industry in Lebanon should be based on study and planning.
Industrial development is possible in Lebanon, provided that specialization
takes place in the fields "in which the Arab countries, and particularly the
UAR, do not venture." Lebanese industry should be complementary, not
competitive, because of the limited domestic market and a dependence on the
markets of the Arab countries.

Footnote continued from page 1s

for a year and later visited the United States. He is currently managing
director of a mutual-fund organization in addition to being a member of the
Planning Board.
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Dr. Atallah is apprehensive about the large funds that have flowed into
Lebanon from oil-rich Kuwait and Saudi Arabia, and have been invested in
buildings and land. This form of investment, Dr. Atallah believes,"is about
to attain the maximum limit that Arab capital coming from the producing
countries can attain." Arab oil capital will not remain satisfied much
longer with investments in buildings; it will want to enter the field of
industrial production, sharing in profits and risks. Lebanese banks will
have to create and master new methods of investment, "whether in Arab
industrialization projects or in Arab projects in general." END UNCLASSIFIED

BEGIN OFFICIAL USE ONLY

Comment. Dr. Atallah's analysis of the Lebanese national economy, in
spite of its ideological motivation, is closer to the objective assessment
recently produced by the foreign experts of the IRFED research organization
(see Embdesps 239 of October 14, 1960 and 351 of November 21, 1960) than to
the economic appraisal enunciated during. January 1961 by Minister of Finance
Pierre GEMAYEL, leader of the Lebanese fitionalist and Christian Phalangist
Party. According to Mr. Gemayel, as reported by the Beirut French-language
daily LiOrient on January 21, 1961, "the economic situation in Lebanon is
one of the healthiest and most prosperous. It is purely and simply a crime
against the country to raise doubts concerning it, either on the local or on
the international level." It is, of course, in the interest of the Lebanese
nationalists to portray their country's economy as a sturdy and solid under-
pinning for Lebanese sovereignty and independence; while it similarly behooves
the Arab nationalists to call attention to the flaws in the local economic
system and to stress its inseparability from the general Arab economic
structure. It is for this reason that, while the Lebanese nationalist
points with pride, the Arab nationalist views with alarm.

The critical approach of the Arab nationalists, as presented by the
foregoing summary of Dr. Atallah's statements, finds support in the economic
analysis of the French IRFED mission. It is true that Atallah's thesis rests
on the complementary, Arab characterof the Lebanese economy, and that the IRFED
analysis stresses Lebanon's role as a connecting link between East and West,
between different civilizations. Apart from this fundamental difference in
outlook, however, Atallah's and IRFED's assessments agree that the Lebanese
economy contains dangerous flaws, that it should pass from its present
"quasi-absolute liberalism" to a form of planned existence, and that industri-
alization and the training of technical cadres are a necessity. Especially
noteworthy is Dr. Atallah's warning that the Lebanese building boom may be
reaching its saturation point and that new investment possibilities will have
to be created in order to continue attracting capital from the oil-rich, Arab
lands.
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Dr. Atallah's statements are symptomatic of the current widening,
through inclusion of the economic sector, of the battlefield on which
Lebanese group interests traditionally clash. The Embassy will continue
to observe and to report further symptoms of this continuing trend as
they occur. END OFFICIAL USE ONLY

7uc

Robert McClintock

Enclosures
Article from "Al-Ahram Al-Iktisadi"
January 15, 1961 (English translation)
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TRANSLATION

Article from "Al-Ahram Al-Iktisadi"
(Economic Al-Ahram) Magazine

dated 15 January 1961

PROFESSORS OF ECONOMICS IN LEBANON
RING THE BELL OF DANGER

Industrial Development in Lebanon
Is Possible......But :

Lebanon Should Plan Its
Economic Future

Foretelling the Future of Lebanese
Economy Is Like Weather Forecasting

This subject was not written in the form of an article but was
' merely a talk between Dr. Mohammad 'Atallah and myself during

my visit to Beirut. I intended to present it to "Al-Abram Al-
Iktisadi" to be published as a talk, but I found out that its
natural place is the series of articles that are being successive-
ly published by "Al-Abram Al-Iktisadi" under the heading:
"Professors of Economics in Lebanon Ring the Bell of Danger".
If the relation between certain parts of the article and the
other parts is not close, the responsibility falls on me, not
on Dr. Mohammad 'Atallah. (M.K.)

I believe that Lebanon's nature and circumstances make it imperative
that Lebanon remain an open country. Lebanon's economy will remain flourish-
ing and successful as long as the economy of the Arab countries remains
flourishing and sudcessful. If Lebanon's position is similar to that of
Switzerland, we should follow in the steps of Switzerland. Why did industry
succeed in Switzerland despite the country's dependence on imported raw
material? The answer is that Switzerland depends on technical skill in
order to be able to excel the other European countries. Therefore, we
should direct our attention to the industry that depends on great technical
skill; and-in order to succeed in this, we should pay attention to vocational
training, the acquirement of technical skills, and training on themanagement
of plants.
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The Industrial Gaps

By this means, the economic sector in Lebanon would be complementary
to the sector of Arab industries and Lebanon can benefit from the cheap
products which the Arab countries produce and which will pour into its

markets because of the (possibilities for) huge production that will be

available for them. The Lebanese are skilled merchants and it is in this

field that their importance shows.

I do not want to give a list of the industries which may be established;
but there is a list that can be prepared in the light of scientific studies

and while taking into consideration the production in the Arab countries.

Some people quote the manufacture of dolls and chemical manufactures, but
there should be no extemporization. .It is necessary to study the industries

in the Arab countries and their future and then Lebanon would fill the gaps
in this field.

The success of the Revolution in the Arab Republic had led to the success

of industries there because they are based on study and planning. But here in
Lebanon, we see that industry appears whenever a wealthy man makes sure that
he can make profits in a certain year without taking the future into considera-
tion.

Industrial Development is Possible

Once again we emphasize that industrial development is possible; but.
Lebanon should specialize in the fields in which the Arab countries, and

particularly the United Arab Republic, do not venture. Our industry should
be a complementary and not a competitive industry because we do not have the
market that can consume our production and thus we have to depend on the
markets of the Arab countries.

If Lebanon desires to remain enjoying commercial freedom - and this is
imperative - it has no other alternative but to follow this policy.

The Future of Lebanese Economy

If we look at the economy of Lebanon we see that it is divided into
three sectors: the sector of industry, the sector of agriculture, and the
sector of services and tourism. The existing Lebanese progress conceals
behind it the lack of balance in Lebanese economy. This lack of balance is
evident from two angles the first is the amount of the contribution of
agriculture and industry to the national income on the one hand and the con-
tribution of trade, services, and tourism on the other. Trade and services
produce more than 60% of the national income. The second angle is the aspect
of lack of balance in the commercial field where Lebanon's imports exceed
800 million while the exports go slightly beyond the 200 million figure.
Thbs means that the Lebanese economy in -its majority is far from economic
direction. The result is that this economy may be affected, to a great
extent, by outside effects over which the Lebanese people have no control.
This makes foretelling the future of the Lebanese economy similar to weather
forecasing although we live in an era wherein economy proceeds in accordance
with organized planning.
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UNCLASSIFIED

Highlights

Considerable attention was paid by the Beirut press to the question of

the Kuwaiti loan to Beirut municipality (see below) and to the Government's

negotiations with the United States for a long-term Point IV Title IV loan.

Several editors questioned the advisability of thusly obligating the nation

long into the future and severely criticized the reported lack of careful

planning of projects on which the Kuwait loan funds would be spent.

Although continuing on an active and optimistic note, the Stock

Exchange dipped for the first twp days of the week following UAR President

Nasser's Damascus speech criticizing the anti-UAR sentiments of some sections

of the Lebanese political scene. The announcement that the second hole

drilled for the Compagnie Libanaise des Petroles proved dry contributed to

this malaise. (DRM)i
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1. UNCLASSIFIED -

44
Minister of State for Municipal and Rural Affairs Abdallah MASHNOUK

returned from Kuwait on February 17 as head of an official Lebanese delegation
that successfully concluded a 5 million pounds sterling loan ($14 million or
LL 43.8 million) from the Kuwait Government. The Lebanese Council of
Ministers approved the loan at its recent meeting, and quick Parliamentary
passage of the loan is also expected later this month when the Chamber
reconvenes.

The municipality is now busily engaged in discussing the projects which
will be financed by the loan. Conspicuously absent are references to how
the loan might be repaid in the future. (Despatch being prepared.) (JHA)

2. OFFICIAL USE ONLY - Foreign Aid: Arrival of
West Germany Technicians (BER 29)

Three West German technicians - an expert on hydraulic engineering and
two experts on highways - arrived in Lebanon recently. The two highway
experts will render engineering assistance for the proposed LL 84 million
village road project as part of the West German technical assistance program
to Lebanon. The German Commercial Counselor stated that there would eventually
be some 24 technicians; presumably most of them will be working on highways.
He also remarked that the pending technical assistance agreement (see D-514,
January 24, 1961) between the two governments has not yet been signed. The
Lebanese Government reportedly will present the village road project to
Parliament for approval later this month.

LIMITED OFFICIAL USE -Comment

According to USOM/L highway engineers the Government itself could readily
do the design engineering for these village roads if the Lebanese highway
department were efficiently organized and run. Presently, design work has
been completed for the Sarba-Junieh extension of the coastal highway. There
are now no other finished designs and plans for roads.

The village road program undoubtedly has high priority with the Government
since this program will not only give employment to depressed rural areas but
also provide them with needed village-to-market roads. (JHA)

3. UNCLASSIFIED - Government Policvs New Rent Law Beina Prepared

On February 15 the Council of Ministers approved the draft of a new
rent law, to be submitted to Parliament when it reconvenes on March 21.
The bill affects only rents for which leases were concluded prior to 1943.
In the case of commercial and industrial leases concluded before January 1,
1941, an increase of 20% - 60% is permitted; for apartment leases of the same
period, a rise of 10% - 30% is allowed. Rents paid udder 1941 leases may be
raised by 75%; rents set by leases concluded between January 1, 1942 and June
30, 1943, by 50%.
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The bill is expected to have rough sledding in Parliament, from which it
will probably emerge in a much-changed form. The main objections to it are
due to the fact that it favors landlords over tenants and that it allows rent
increases in old buildings inhabited by the poorer classes, while leaving
rents in new "luxury-type" apartment houses on their present exorbitantly
high level. At the present tike rents are controlled by regulations dating
back to 1943 and 1954, which do not apply to "luxury-type" buildings con-
taining central heating, elevators, telephone switchboard or concierge service.
Opposition to the new legislation is being organized by the labor unions and
by a committee of tenants, who submitted a written protest to President Chehab
on February 28. Representatives of wage and salary-earning groups claim that
the rise in old-building rentals permitted by the draft law would more than
offset the effects of two new wage measures, one raising the minimum monthly
wage from LL 95 ($29) to LL 125 ($39); the other providing for a 15% increase
to cover the rise in living costs between 1955 and 1959. (LCT)

4. UNCLASSIFIED - Constructions French Consultant
Hired for New Government City (BER 31)

In a recent press conference the Minister of Planning, Rafic CHAHINE,
disclosed that the Government and Mr. Michel ECOCHARD, French city planner
and architect, had signed a LL 75,000 contract for a six months' study of
the proposed Government City. According to press reports, the entire
project will cost an estimated LL 24 million ($7.7 million) including
purchase of land and construction of buildings, roads and utilities. The
Government has apparently decided against building the city at one site
but rather will build in two or three sites on the periphery of the city.
Tenders will be called for late this summer or early fall with actual
construction expected to begin about a year from now.

UNCLASSIFIED - Comment

This is a project plans for which have been under discussion for many
years. It was included as one of the projects in the now defunct five-year
plan, which was presented to the Council of Ministers by the Economic Planning
and Development Board in February 1958. According to the Board's study the
Government was then paying LL 1,191 thousand ($375,000) annually in rentals
for government offices. The Board then anticipated that the Government City
would cost LL 17.1 million ($5.4 million), some LL 7 million ($2.2 million)
less than current estimates. (JHA)

CONFIDENTIAL
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5. LIMITED OFFICIAL USE - Labor: Communist. FITU Leaders
Protest Port Union Elections

Union officials from three distinct groups lodged a strong protest with
the Director General of the Ministry of Labor and Social Affairs over the
recent election of the (Beirut) Port Company Employees Union, an affiliate
of the United Unions of Employees and Workers (UUEW). Objecting to the
Ministry's certification of the election were: Assad AKL, chief of the
trade union section of the Progressive Socialist Party and chief tactician
of the PSP-Comunist trade union coalition; Haris FEGHALI, Secretary of
AKL's electricity workers' union; Elias HABRE, leader of the Communist-
controlled Federation of Labor Unions (FLU); Youssef Abdel NOUR, head of
the FLUs Cooks Union; Mohammed Khalil SHARQAWI, President of the Federation
of Independent Trade Unions (FITU); and Nabil GHOSN, former FITU Vice President.

This delegation alleged that outside union leaders had "interferedin"
the port union elections and that the Ministry had erred in certifying an
election in which a candidate receiving a minority of the votes had been
declared the winner. The latter charge grew out of the Ministry's acceptance
of the port union's unofficial policy of balancing its Executive Board evenly
between Moslems and Christians. This ruling had resulted in the defeat of
Khalil Al OSTA, the Communists' chief candidate, who had polled more votes
than Abdel Kader FAYED, his Moslem opponent. As a consequence, the Communists
sustained a crashing defeat.

Dr. Rida WAHID, Ministry Director General, was asked to set aside the
election. He promised to render a decision on the complaint within ten days.

CONFIDENTIAL -Comn

It is not surprising that Akl would make such a protest and that he
would be joined in doing so by Elias Habre, Lebanon's top Communist union
leader. For more than two years the Communist-PSP alliance has sought to
dominate several strategically placed UUEW unions. What is surprising is
the fact tht Shanqawi and Ghosn, ostensibly representing the FITU, joined
these Red-lining elements in a dispute in a rival federation. The FITU,
considering its affiliation with the Cairo-based Confederation of Arab Trade
Unions (CATU), seems to have swerved from the recently announced CATU line
of opposing Lebanon's Communists, if Shanqawi's attendance is to be taken
at face value.

Ghosn, who has long enjoyed friendly relations with the Embassy, is
expected to discuss this latest twist in Lebanon's constantly shifting
union alignments with the reporting officer later this week. (HDS)

T -CONFIDENTIAL
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6. UNCLASSIFIED - Labors Final Aareement Reached in Dockers' Disute

A high official of the Ministry of Labor and Social Affairs disclosed
that final agreement was reached on February 25 between the Compagnie du Port
de Beirut and the Dockworkers' Union under which benefits of the Labor Code
are to be extended to some 350 longshoremen. Because they are daily paid
workers, they had been excluded from the law's coverage until a strike in
1960 forced the company to begin paying them family allowances, annual leave
and indemnities. When the new Port management withdrew these benefits, the
dockers threatened to go on strike on February 13. The strike was postponed
pending a Ministry study of the case, and last week the company accepted the
Ministry's recommendation to place the benefits on a permanent basis.

OFFICIAL USE ONLY - Comment

Sami SHOUCAIR, new Managing director of the Port Company, had intimated
to Embassy officers that he was agreeable to a permanent extension of the
benefits for the dockers, so this final settlement comes as no surprise.

To accomplish this, the Ministry felt compelled to classify these
longshoremen as permanent employees of the company in order to comply with
the Code. Nicola KHAIR, Director of Labor in the Ministry, expressed some
apprehension that the union's next demand might be for a merger with the
Port Company Employees Union as a means of obtaining the superior benefits
enjoyed by members of that union. These include 14 months' pay for 12 months'
work, a health insurance plan, and increased family allowances and annual
leave. For the present, at least, uninterrupted operations at the Port of
Beirut seem assured. (HDS)

7. UNCLASSIFIED - Aviation: Czech-Lebanese Air Agreement Initialed

Czechoslovakian and Lebanese delegates initialed a draft bilateral
aviation agreement in Beirut on February 20, culminating four days of nego-
tiations. Although details of the accord have not yet been announced, it is
reported to be of the Bermuda type and is said to become effective fifteen
days after ratification by both parties. This, so far as Lebanon is concerned,
signifies that Cabinet approval will be required.

OFFICIAL USE ONLY - Comment

By hinging the operative date of the agreement upon subsequent Cabinet
approval the Lebanese have left the way open for further delays, enhancing
their bargaining position in trade talks with the Czechs reportedly forth-
coming this month. (JHE)
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8. OFFICIAL USE ONLY - Economic Development: Probable Abandonment
of Current Petroleum Exploration Efforts in
Lebanon (BER 30)

According to a reliable source, the German firm ELWERATH, which has a
half-interest in the concession holder Compagnie Libanaise des Petroles (CLP),
wishes to abandon the search for oil in Lebanon after having drilled its
second dry hole, near Sidon. The firm was under obligation to the Government
and to CLP to drill only two holes, and in spite of the desire of the other
interests in CLP for a third try the German company has apparently lost
interest. (CJD)

9. UCLASSIFIED - Petroleum: Fuel Oil for Zouk Mikail olant (BER 3)

In early January 1961 Mobil Oil was awarded the contract to supply the
government-owned Zouk Mikail thermo electric plant for this calendar year
with about 90,000 metric tons of fuel oil from the MEDRECO refinery at
Zahrani. Previously (May 1959 - December 1%0) an independent fuel oil
importer, George CHAMMAS, had supplied this plant with Soviet bloc fuel oil.
(See D-481, January 11, 1961.) (JHA)

10. UNCLASSIFIED - Aaricultures Meat Crisis Relieved (BER 4)

Relaxation by Turkey and Syria of the embargo on livestock exports
reported in early February has eased local concern about a serious meat
shortage. The flow of sheep from Turkey was scheduled to be resumed on
March 1, while the Syrian "embargo" apparently has taken the form merely
of more selective granting of export licenses to Lebanese importers.
Shipment of sheep from Iraq to Lebanon via Syria is reportedly unaffected.
Meanwhile, local supplies of poultry, canned meats, and the arrival of some
livestock in late February have averted any immediate problems.

OFFICIAL USE ONLY -Coment

The continued flow of small numbers of cattle from Turkey and the
arrival of 3,000 head of smuggled sheep from Syria have eased the situation
considerably. Because of the long shipping and quarantine time (two months'
total), the Government is reported to have decided against the importation
of livestock from Africa, citing lack of quarantine space as their reason
to the prospective suppliers By the same token, the idea of air shipment
of boneless meat from these same African producers has been discarded
because of high costs. (DRM)
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11. UNCLASSIFIED - Foreign Trades United States Share ContinUes to

Decline in Expandina Lebanese Automobile Market

New car registration figures for January 1961 continue to indicate a

rapidly expanding automobile market. A total of 1,156 units were registered

during the first month of this year, as compared with 804 units for the

corresponding month of 1960. Of the 1,156 units newly registered, 1,089

were passenger cars, 58 trucks and pickups, and 9 buses.

UNCLASSIFIED - Comment

Of the 1,156 units registered during January, only 176, 
or 15.23 per

cent, were United States-made vehicles. In 1959 the United States share in

the Lebanese automobile market was 18.15% (see Embdesp 
703 of May 24, 1960);

in 1955 it was 32.60%. Of the 1,089 passenger cars registered during January

only 169, or 15.52 per cent, were United States makes. 
The top-ranking

American automobiles were Ford (53), Buick (22), Chevrolet (17), DeSoto (14),

and Pontiac (14). The best selling United States car (Ford), however, was

outsold by the following seven European automobiles: 
Mercedes (145), Opel

(123), Simca (90), Volkswagen (89), Fiat (84), Peugeot (82), and Renault (54).

The trend is thus toward the small European car while 
the United States compact

car remains hardly noticed. Only one Valiant was registered during January.

In the heavy vehicle field also the United States share 
was lows of 58 trucks

and pickups registered only 6 were United States makes; 
of 9 new buses only 1

was American. (LCT)

12. UNCLASSIFIED - Trade Fairs: Decree Establishing Trioli
Fair Organization Issued (See BER 2)

Two decrees promulgated on February 28 provide for the establishment

of an office of the Tripoli International Fair and confirm 
the composition

of a Council of Administration. The president of the Council is Saadi MOUNLA,

former Chairman of the Administrative Board of the Office 
of Electricity and

Transportation (OETC).

OFFICIAL USE ONLY - Comment

In the course of a meeting held on February 23, the members 
of the

Council of Administration, appointed but not yet confirmed, unanimously

decided that, unless they receive full authority and adequate funds 
from

the Government to run the Fair, they would resign their posts. 
The first

of the two new decrees states the limits of the Council members' 
authority

and provides for the establishment of a special fund to 
finance the Fair.

Because the Fair project is not free from political complications, 
further

difficulties may be encountered before iret under way. (LCT)

Ro ert McClintock

CONFIDENTIAL
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UNCLASSIFIED

1. Highliahts

During the reporting period activity on the stock exchange
returned to its normal level. This recovery was attributed largely to

the revaluation of the German mark and the Dutch florin (which led to
some speculative buying) and to the new monetary controls in Syria.

Movements at the Port of Beirut during February amounting to
some 144,746 tons represented a slight increase over the 130,147 tons
registered for January. This figure, however, was still far below the
170,046 tons registered during February 1960. At the same time, customs
receipts rose from LL 8,120,000 for January to LL 8,236,000, which
compares favorably with the LL 7,600,000 collected in February 1960.

The Administrative and Judicial Committee of Parliament voted
this week to recommend extension of the present rent law for another
year while a Parliamentary sub-committee is preparing a new draft law
better suited to the country's needs. Representatives of landlords who

favor immediate revision of the present law'are reportedly contesting
this decision of the Committee. (Embdes 682, March 10, 1961).

A team of four United Nations experts are due in Lebanon at

the end of March to make a preliminary study of the subterranean water

resources of the country in response to the Government's request for
assistance in this field. (See BER 3).

According to trade sources, recent livestock arrivals are

sufficient to cover immediate domestic requirements. In fact, the
supply of goats (mostly from Turkey) exceeds Lebanese requirements
by some 3,000 heads. (See BER 5). (DRM)

2. UNCLASSIFIED - Finance: Temporary Freeze on New Bank Incororations

The Council of Ministers at its meeting on March 8, 1961,
decided to freeze all new applications for new bank incorporation.
The Minister of Finance has charged the Lebanese Bankers Association
with the responsibility of drawing up an appropriate decree to
implement the Cabinet's decision.

OFFICIAL USE ONLY - Comment:

For some time informed bank officials have admitted that the

proliferation in the number of banks operating in Lebanon has created a

LIMITED OFFICIAL USE

DECLASSIFIED
Authority
By FT NARADate7
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potentially dangerous "overbanked" situation here. There are now at
least 45 banks on the list of "Banques Agrees". / In addition there
are about 15 other banks (corporations and partnerships) which are not
on this list. Only the establishment of corporations (including bank
corporations) requires the Cabinet's approval.

It was with this situation in midd that the representatives of the
Lebanese Bankers Association suggested to the Minister of Finance on
February 20 that the Government freeze temporarily all new applications
for new bank incorporations. The Association was especially concerned
about the small Lebanese banks, whose failure through improper banking
practices, could damage Beirut's reputation as an international financial
center. The Association and the Government continue to favor the entry
into Lebanon of large European and American banks. (JHA)

3. UNCLASSIFIED - Forein Aid: Sumary of U.S. Technical and
Economic Assistance to Lebanon (See BER 30)

USOM/L announced recently that as of February 28, 1961,
program funds had been obligated for U.S. technical and economic
assistance to Lebanon since U.S. FY 1952 as follows:

Technical Cooperation
Economic Aid (SEA/DA/SA)
Budgetary Support
American Doctrine Assistance
Earthquake Assistance

(thousands of dollars)
$17,665
11,321
12,500
9,862
2.000

The cumulative obligated pipeline as of the same date was $3,415,502.08,
whereas on July 1, 1960 it was $4,691,346.75.

Three loans totaling $5.9 million from the Development Loan Fund
have been granted to Lebanon. Of this sum, only the Banque de Credit
Agricole, Industrielle et Foncier (BCAIF) has been able to draw down
as of February 28 a total of $287,620. The other two loans (to El Bared
and SIDEM) have not been drawn down as yet. As of the same date the
corporation building the Phoenicia Hotel had drawn down $450,000 out of
the total Eximbank loan of $3,175,000 for the purchase of U.S. manufactured
equipment.

Banks enjoying legal status and having their head office or branches
in Lebanon, and the share capital of which amounts to or exceeds one
million Lebanese pounds, and half of which at least has been actually
paid in.

I
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Under the Title II PL-480 program Lebanon has oxxs911k received
shoJexkky cereals valued (CCC) at $20,526,000 (including transportation
costs) as follows: 98,000 tons of wheat valued at $19,402,000; 2,000
tons of corn valued at $329,000 and 6,000 tons of barley valued at
$795,000. (JHA)

4. UNCLASSIFIED - Finance: Exchange Rates

Quotations for the dollar have continued to fluctuate within
a narrow range of LL 3.11 to LL 3.12. The sterling rate after weakening
to LL 8.63 toward the end of February recovered to LL 8.71 by March 15.
The Syrian pound has been steady at LP 81 while the quotation for the
Egyptian pound banknotes has increased from LL 5.80 to LL 5.97 during
the past two weeks. The rat , however, at a discount from LL 6.48 on
the basis of the official conversion rate of 8 Syrian pounds to one
Egyptian pound.

UNCLASSIFIED - Comnt:

The Exchange Stabilization Fund of the Lebanese Government
is still continuing to stay out of the market. Most observers feel
that the dollar rate will not rise until seasonal demand picks up and
the Lebanese Government begins to spend large sums for development
projects. (JHA)

5. UNCLASSIFIED - Finance: Banks in Lebanon Affected by "Arabization"
of the Syrian Region Commercial Banking System
(See BER 4).

Some 16 banks operating in Lebanon with branches or head offices
in Syria were affected by the recent "Arabization" law recently promulgated
by the Syrian authorities. A reliable source has informed the Embassy that
he had heard that the four Lebanese banks would comply with the law and
continue their operations there. On the other hand, the remaining banks,
especially the five European banks with branches in the Syrian region,
are expected to close their doors before the deadline rather than submit
to "Arabization". (JHA)

6. UNCI,ASIFIED - Lit Mehvo Trial Beams

Charges of embezzlement of union funds were aired in court this
week against Abdul Majid MEHYO, deposed FITU Secretary General and ex-
President of the Machinists Union. Already dismissed from his position
in the FITU because of alleged theft of welfare fund payments for members
of Stablemens Union, Mehyo now faces the possibility of a long prison
term, if convicted.
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OFFICIAL USE ONLY - Comment:

Long the stormy petrel of Lebanese labor, Mehyo once headed
the Jami'at federation and later broke away to form the FITU. On
March 14 Mehyo lost his last union post, that of president of the
Machinists Union. Part of the reason for this latest defeat was the
intervention of Nabil GHOSN, former FITU vice president, whose defeat
Mehyo is alleged to have engineered. Although recognized as one of
Lebanon's ablest union leaders, Mehyo's unpleasant personality,
political opportunism and his shady financial deals prevented his
fulfilling the bright promise he showed early in his career. His
conviction is considered almost certain. (HDS)

7. UNCLASSIFIED - Lab rr UUEW HOLDS ELECTIONS

The final stage of the election of officers of the UUEW was
held last week and resulted in a complete victory for the slate headed
by its long-time President Gabriel KHOURY. Except for Khoury and Vice-
President Said OUEINI, all of the officers have been changed with the
important offices of Secretary-General and Treasurer being occupied by
new people. Instead of veteran Secretary-General Fuad DARIAN, Hafez
AL MOUNZER of the Railway Employees was the winner with the new Treasurer
being Elie AOUN of the Lebanese Petroleum Company tLEPCO) Employees.

OFFICIAL USE ONLY - Comments

Khoury took this opportunity to effect a general shakeup in
the UUEW Executive Board and Council of Delegates. In so doing, he
eliminated his Communist-Progressive Socialist opposition and penalized
Said NEHME of the Airline Company Employees for his part in the Middle
East Aircraft Service Company strike of last year. Also significant was
the comeback of Toufic SALLOUM, Textile Workers' President, who was
elected President of the Council of Delegates. Salloum in 1959 opposed
Khoury for the UUEW presidency. (HDS)

8. UNCLASSIFIED - Agricultures Aooles

Current holdings of apples in cold storage are estimated by
the Lebanese Fruit Board at 225,000 cases (about 4,000 tons) of which
50,000 cases are of the European import grade standard. This compares
with about the same amount in cold storage a year earlier.

The Soviet Union has been the only Soviet bloc country to
purchase Lebanese apples during the 1960/61 season, importing thus far
some 151 tons. During the 1959/60 season 1,324 tons of apples were
exported to Soviet bloc countries. Lebanon has just received an
expression of displeasure from the Soviet Embassy over the quality of
apples shipped to the USSR. (MB)
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9. OFFICIAL USE ONLY - Agriculture: Lack of Exports of Citrus

Fruits to USSR

Since the renewal of the Soviet-Lebanese Trade Agreement in

January, the Soviet Union has purchased no citrus fruits from Lebanon,

claiming that Lebanese quotations are too much in excess of the current

prices on the international market. However, for the 1960/61 season as

of March 16, East Germany, Czechoslovakia and Poland have purchased a

total of 10,500 tons of Lebanese lemons, while East Germany and Rumania

have purchased 1,500 tons of oranges, according to trade sources. (MB)

10. OFFICIAL USE ONLY - Government Policy: Possible Change in

Attitude Toward Investment Guaranty Treaty

In the course of a private conversation with an Embassy officer,

Andre TUEINI, Director General of the Ministry of Finance, stated that he

would formally recommend to the Government, during the week of March 13,

negotiation: and , conclusion of an Investment Guaranty Treaty (IGT)

with the United States.

OFFICIAL USE ONLY - Comment:

For some time the Embassy has been noticing indications of a

revived Lebanese interest in the IGT. It is possible that these

indications reflect the influence of Ministry of Finance Pierre GEMAYEL

only and that Gemayel will not be able to make his views prevail 
in the

cabinet in the formulation of a government policy. The Embassy is not

taking any initiative in this matter.,. (LCT)

11. UNCLASSIFIED - Foreign Aid: Cabinet Decision on PL 480 Wheat

The Cabinet at its meeting on March 15 decided to distribute

the latest Title II PL 480 grant of 15,000 tons of wheat in unmilled form.

LIMITED OFFICIAL USE - Comment:

The Cabinet thereby overruled the decision of the Ministry

of National Economy, which had already signed a contract a month earlier

to have the wheat milled into flour prior to distribution. Previously all

PL 480 wheat had been distributed in unmilled form. The Ministry had

decided that distribution of flour would be preferable to restrain profit-

eering and would be more convenient to those recipients living far from

milling facilities. A reliable source has reported that pressures were

applied on the Lebanese Government against the Ministry's 
decision. The

Minister of National Economy, Suleiman AL-ALI, was unable to defend his

decision because of illness. The Director of the Wheat Office has informed

the Embassy that distribution of this wheat will begin in a few days. The

Embassy is staying out of this purely Lebanese internal tter. (JHA)

Reii c
Ro ert McClintock
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UNCLASSIFIED

1. Hiahlights

As of March 30, rainfall in the Beirut area had reached 776

millimeters, which, although representing a great increase over last

year's low of 591 millimeters for the same period, was still short of

the 816 millimeter average for preceding years.

According to an official source, the Council of Ministers last

month approved a UNICEF project for the erection in Lebanon of a

pasteurization and homogenization plant for milk. UNICEF has reportedly
offered to provide the equipment for the plant free of charge on condition

that 20 percent of the milk processed be distributed free to Lebanese

schoolchildren.

A United Nations forestry expert arrived in Beirut this week

to discuss with Lebanese authorities plans for implementation of the

five-year reforestation project for which the UN Special Fund has

appropriated LL 2.5 million. Plans are for the project to start in

October, 1961. (DRM)

2. UNCLASSIFIED - Finances Increasing Note Issue Recommended (BER 32)

According to press reports a memorandum was submitted to President

CHEHAB recently by financial and economic experts who recommended an increase

in note issue by releasing the large GOL's balances in the Banque de Syrie

et du Liban (BSL) and by reducing the gold coverage for the currency from

92.47 percent to 50 percent. These measures, it is claimed, would increase

currency circulation to LL 600 million ($192.6 million) and would not lead
to inflation.

OFFICIAL USE ONLY - Comment

Another news article states that Government deposits at the BSL

totaled LL 230 million ($73.8 million), presumably at the end of February

1961. If so, these deposits must have increased by LL 72 million
($23.8 million) during the past 14 months. The sum of LL 230 million

appears to be an inordinately large amount when compared with Lebanon's

1961 ordinary state budget of LL 273 million ($87.5 million). One of

the reasons for the accumulation of Government funds at the BSL is that

it has thus far been unable to get its development projects off the

discussion, survey and planning stage into actual construction.

The growth of these deposits has meant that the governmental

sector has been withdrawing currency from the remainder of the economy

since the end of 1958. The Government's deflationary policy has created

a tight money situation and a gradual appreciation of the Lebanese pound.

OFFICIAL USE ONLY
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Private credit expansion alone has not been sufficient to sustain a
healthy expansion of the economy in the meantime. According to one
banker, the Government seems paralyzed by fear of criticism to do
anything, especially after receiving attacks from the opposition for
its gold purchases in November and December 1960. This banker asserts
that the Exchange Stabilization Fund (ESF) could purchase foreign
exchange and thereby make Lebanese pounds available. Ministry of
Finance officials are reportedly defending their do-nothing policy,
claiming that the ESF might sustain losses from dollar and sterling
devaluations. To this, bankers reply that if the dollar and sterling
were to be devalued, the Lebanese pound would have to follow suit. (JHA)

3. UNCLASSIFIED - Labor: Electricity Workers Strike Threat

The Beirut office of Electricity and Public Transportation
Workers Union voted to call a strike on April 11 of that section of its
membership employed in the city's power generating plants, unless the
Union's demands are met. At issue are demands (1) either for a 15% wage
increase or the implementation of the new pay scale for government
employees now pending in Parliament; and (2) retention of the "loan"
granted these employees last year. The Union asks that this money be
considered a bonus, inasmuch as no wage increase was forthcoming during
1960 for government employees. A committee responsible for recommending
a general wage reclassification for government employees had decided on
pay boosts ranging from LL 25 to LL 80 per month. Although Minister of
Administrative Reform Khashik BABIKIAN has approved the committee's
recommendations, no further legislative action has been taken. Despite
the prohibition against unions of government employees, the electricity
workers retained their organization following the takeover by the
government of the Electricity Company.

OFFICIAL USE ONLY -Comn

Following the long strike of the tram-car workers ' section of
the union last spring, the Union broke away from the United Unions of
Employees and Workers (UUEW). Since then it has pursued a line consistent
with that of the Progressive Socialist-Communist coalition operating
within several other unions. Among its more recent actions have been:
(1) to demand an immediate 15 percent cost of living increase, contrary
to the position taken by the recognized labor federations; and (2) to
petition the Government not to require the Union's public transportation
membership to merge with the Railway Employees Union in accordance with
the Government 's plan to establish a single transportation department.

At this time it is highly doubtful that the Electricity Union
will be able to force the Government into acting on the recommended
Government pay classification scheme. (HDS)
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4. UNCLASSIFIED - Finance: Draft Law on Reorganization
of Beirut Stock Exchange

A committee has been preparing a new bill for reorganizing the
Beirut Stock Exchange. Among other things, the bill proposes an increase
in the influence of the banks at the expense of the brokers in the proposed
Stock Exchange Market Committee, which will have a purely administrative
role. A Supreme Council composed of three persons will be responsible
for regulating the stock exchange.

UNCLASSIFIED - Comment: With the growing importance of limited
stock companies as a form of business enterprise in the Middle East, a
well-organized stock market has become a real necessity. In spite of
several attempts at reorganization since 1954, the Beirut Stock Exchange
with some 35 companies listed for trading has remained largely a gambling
mechanism and not a source of long term investment funds. Small investors
are completely at the mercy of controlling interests who are in a position
to milk the company with only crumbs to "outsiders". Backers of this bill
hope to correct this situation and make the Beirut stock exchange a regional
market place for seasoned securities of large corporations operating in the
Middle East. The Embassy will follow this development and report significant
changes. (JHA)

5. OFFICIAL USE ONLY - Economic Development: New Contractor for
Litani Project (BER 3)

According to a reliable source the National Litani Office (NLO)
is expected to notify the French supervisory consulting group, Groupe
Francais du Litani (GFL), this week that its contract is being terminated
at the end of March 1961. The Italian construction firm Astaldi will
reportedly be receiving its notification next month. After the NLA has
completed its study of the recommendations recently submitted by
Electricity de France, new tenders will be asked later this spring
or summer to finish the delayed project.

UNCLASSIFIED - Comment: Although the Misdemeanor Court has not
handed down its decision in the trial of Mr. Jean ABERLENE of GFL and
Mr. Francesco CARPARINO of Astaldi along with Mr. Salim LAHOUD, former
President of the NW, for irregularities, fraud and collusion, officials
of the NW are convinced that both firms are unsuitable to continue working
on the project. In any event, GFL's service would have been redundant if
Electricite de France is retained as the construction management team.
The Embassy will keep the Department informed for any opportunities for
American firms to participate in the project. (JHA)

6. UNCLASSIFIED - Finance: Two Banks in Lebanon Place Deposits
with Japanese Banks

The Beirut branch of the Arab Bank Limited and the Bank al-Ahli
have placed short term deposits (30 to 180 days) with several leading
Japanese banks totaling some $25 million in sterling, dollars, Swiss

OFFICIAL USE ONLY --- --.
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francs and German marks. The Japanese banks (Tokai, Tokyo, Sumitomo,
and Fuji) have been quoting attractive rates (6-7 percent) for the past
year in order to attract deposits from Lebanese banks. Sterling and dollar
interest rates, by comparison, are currently between 3-4 percent. The
Japanese banks assume the risk of foreign exchange fluctuations.

OFFICIAL USE ONLY - Comme: Since there are only very limited
opportunities for gilt-edged investment opportunities in Lebanon outside
of commercial paper, the Lebanese banks, at least the larger ones with
excess funds, have welcomed this opening. These banks, of course,
maintain large deposits in New York, London and other European capitals.

One Lebanese source stated that the American banks with branches
here are unhappy that the Japanese banks are contacting the Lebanese banks
directly. He commmented that this development must have inevitably reduced
the triangular operations of American banks here (see Embdespatch 645,
February 28, 1961). (JHA)

7. UNCLASSIFIED - Industry: IRCAF Stock Issue Oversubscribed

Mr. Robert KFOURY, the founder of IRCAF (Industrie de Recuperation
et Conservation des Produits Agricoles et Fruitiers) informed the Embassy
that he had received a total subscription of 216,537 shares of the company
during the eight days of public subscription between March 21 and 28.
Originally, he had intended to offer only 100,000 shares, retaining
another 100,000 for himself and his associates. The public response has
been so enthusiastic that he and his associates have decided to offer the
entire 200,000 shares to the public.

IRCAF is constructing a complex of five factories at Amchit on
the coast between Beirut and Tripoli. These factories will manufacture
fruit juices, beer, cattle feed, ice and frozen fruits and vegetables
(see Embdespatch 662, March 6, 1961).

UNCLASSIFIED - Comment: The public's response to this offering
should be an encouragement to other industrialists who contemplate similar
ventures or who are interested in wider ownership of their enterprises.
For Kfoury and his associates, the response should spur their efforts to
establish additional IRCAFs-in other parts of Lebanon. (JHA)

8. OFFICIAL USE ONLY - Fish Industry: Japanese Fish Mission
New Developments (BER 4)

On March 23 and 24, 1961 the Japanese Fisheries Mission demonstrated
its sardine fishing nets and radar echo-sounder fishing unit to about 130
fishermen in Tripoli. On March 28, 1961 the Mission proceeded to Batroun
for the same purpose.
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The Lebanese government has recently requested the Japanese

government to extend the stay of the Mission in Lebanon 
until early

September 1961 in order to train more fishermen 
when migratory sardine

fish will be available in Lebanese waters in May, June, August 
and

September. The Lebanese authorities expect that the Japanese 
government

will supply soon on loan a fully equipped fishing vessel with 
crew to

use in the training program. (MB)

9. UNCLASSIFIED - Labor: National Woolen Mills-Union "Crisis"

In a transparent attempt to force the Government to increase 
the

existing customs duties on imported woolen textiles, the Textile Workers

Union has threatened to go on strike, if National Woolen Mills goes through

with its announced intention of discharging 40 workers. Tewfick SALLOUM,

Textile Union President, has enlisted the aid of the parent UUEW in appeal-

ing to the Minister of National Economy to 
speed up the implementation of

a Government decision to increase the tariff on woolen 
materials. Such an

increase has been proposed, but, due to resistance 
on the part of textile

merchants, has not yet been put into effect.

UNCLASSIFIED - Comment: The familiar tactic of having an employer

threaten to discharge workers as a means of forcing 
Government action is

again being employed here. Also, we find an affiliate of a federation

invoking the aid of the parent body in applying pressure 
on the Government. (HDS)

10. UNCLASSIFIED - Labors IPC Unions Resist Discharges (BER 1)

Two unions representing the employees and workers of the Iraq

Petroleum Company have enlisted the support of the UUEW 
and the Federation

of Unions of North Lebanon (FUNL) in opposing the discharge 
of an undetermined

number of IPC workers. Although unaffiliated, the IPC Employees and Workers

Union, representing the Company's office employees, and the IPC Refinery

Workers Union have joined forces in protesting the impending 
dismissals.

They succeeded in having UUEW President Gabriel 
KHOURY meet with an IPC

official who informed Khoury that he had no authority to act. Khoury is

soon to meet with IPC Director Paul ENSOR to discuss 
the problem.

OFFICIAL USE ONLY - Comment IPC last fall offered substantial

additional severance benefits to employees who would agree to 
resign. By

the time the Company's deadline had been reached, it 
was thought that a

sufficient number had taken advantage of the offer 
to make further dis-

charges unnecessary. Now it appears that other attempts to reduce 
the

size of the work force will be met with the usual resistance. 
(HDS)

OFFICIAL USE ONLY --- '''
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11. UNCLASSIFIED - Domestic Trade: Sixth Fleet Visit Less

Profitable than Last Time

Financial benefits accruing to Lebanon from semi-annual visits

of the Sixth Fleet were estimated fewer in March 1961 
than they had been

in October 1960. During their last visit the sailors spent $500,000 in

the course of one week; this time, only about $100,000. Beirut merchants,

especially of oriental goods, are complaining 
that their sales to sailors

dropped to one-tenth of those made in October 
1960.

OFFICIAL USE ONLY - Co moment: Reasons for the low volume of

business are thought to bes for the largest unit of the Fleet, the

Forrestal (4,000 men), this was a second visit to Beirut, and therefore

the majority of the sailors were probably jaded with 
and alerted to

Lebanese sales techniques; last time payday took place while the Fleet

was in Beirut harbor; this time it happened at Cyprus, 
3 days before

arrival in Lebanese waters; bad weather during the visit prevented many

men from landing.

According to the local Communist newspaper , the Fleet visit was

harmful to the Lebanese economy because it allegedly disrupted shipping

in the port and caused a collision between two 
commercial vessels. These

assertions are without foundation. (LCT)

12. UNCLASSIFIED - Aviation: Lebanon-Pakistan Air Talks Anticipated

According to local news reports, an aviation delegation 
is

expected to arrive at Beirut in the near 
future to discuss terms of a

bilateral aviation accord. Earlier negotiations in 1956, 1958 and 1960

all ended without agreement, reportedly because Pakistan insisted 
upon

unlimited fifth freedom rights which Lebanon was not prepared 
to give.

The Pakistanis are said to be hopeful that now that 
Middle East Airlines

is operating Comets it will believe itself able to compete with PIA's

Boeing 707's and that, accordingly, some agreement 
may now be possible

with respect to reciprocal fifth freedom rights. 
PIA currently operates

three Boeing flights weekly westward through 
Beirut to Rome and London on

"temporary" permits. Two of these flights are permitted to 
carry fifth

freedom traffic, as are all three PIA flights 
eastward through Beirut to

Karachi. Middle East Airlines operates twice weekly Comet flights

Beirut-Karachi. (JHE)

Contributors: Robert McClintock

LCTihany
JHAshida
HDSnell
JHEnnis
MBekhash
DRMorris

Department please pass to: Aden, Aleppo, Amman, Ankara, Baghdad, Cairo,

Dauascus, Dhahran, Jidda, Kuwa.it, London, Paris

Tel Aviv, Tripoli, Tokyo.
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The state of the Lebanese economy during 1960 was characterized by a

post-recovery expansion, the benefits of which, however, were unevenly

distributed among the population. Economic growth was at a rate less rapid

than that .which resulted in recovery during 1959. National income surpassed

both the 1959 high point in recovery and the 1957 record level, but its

increase indicated a slower growth than that of population, as a result of

which per capita income probably fell from an estimated $323 in 1957 to about

$306 in 1960. Increase in the national income was concentrated in the trade-

services sector, indicating a persistence of .the traditional dual structure

of the economy and a state of imbalance heavily weighted against agriculture

and industry. The balance of payments, it is estimated, will show a surplus

larger than in 1959, though below the 1957 figure, in spite of a growing trade

.balance deficit. A possible slackening in area demand for Lebanese services

is likely to reflect unfavorably on Lebanese economic growth and balance of

payments position in the long run. The consolidated budget surplus of 1959

was probably approximated or even enlarged in 1960, and the 1961 budget showed

a more than LL 50 million ($16 million) increase over 1960. While total state
revenues are increasing, total expenditures are mounting at a faster rate,

and the government may soon come to a point beyond which it will not be able

to depend on its current revenues for its expenditures.

Nineteen-sixty was a year of continued recovery and expanding economic

activity thanks to the trade-services sector, which contributed about 60 percent

to the national income but employed only about 27 percent of the labor force.
On the other hand, .agriculture and industry together contributed only 27 percent

to the national income, but employed 61 percent of the labor force. Agriculture

remained a soft spot because of a third drought year, insect damage, an unseason-

able heat wave, and antiquated methods. The industrial sector as a whole failed
to show satisfactory progress, even though cement and foodstuff production was

rising. Because of the imbalance between trade-services and agriculture-industry,
the part of the population which benefited most from the 1960 expansion was the

mercantile urban element; that which benefited least, farmers and industrial

workers. Tourism income showed expansion beyond both the recovery and pre-
insurrection levels, but Lebanon still remained a touristically underdeveloped
country, without a demonstrated will to. develop at a desirable and possible

rate. Owing to qualitative and quantitative inadequacy, public works failed
to spur post-recovery expansion. The.ohly significant quickening in public
works activity took place at Beirut airport, where it contributed to the
development of the trade-services sector rather than to that of the depressed

and retarded rural areas. Similarly, the labor force contributed little to,

and received few benefits from, economic expansion. Strikes were concentrated

in services rather than in industry, in spite of which the former flourished
and the latter languished. Organized labor became more restive and vociferous
in its demands for labor legislation, a minimum wage, a cost of living increase
and social security. Union membership increased by about 3,000. Unorganized
labor,.mostly agrarian workers, reacted to depressed agricultural conditions

by stepping up the pace of its migration to the cities, especially Beirut.
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White-collar unemployment was becoming more conspicuous, owing to the exodus

of skilled labor toward oil-producing Arab lands. In the field of civil

aviation, regardless of the fact that only one of the four Lebanese airlines

operated at a profit, the economy did not suffer because the losses of the

other three carriers were underwritten by the British and the French. The

contribution of civil aviation to the economy was mounting because of the

increase in aircraft, passenger and cargo movements. Of the 39 airlines

using Beirut airport, 35 were foreign carriers. The airport itself was an

economic asset because it provided employment as well as commercial and trade

opportunities for Lebanese citizens. Several Lebanese civil aviation problems--

fifth-freedom passenger and cargo rights, a pending application for operating

rights to the US, and a threat of Bloc air penetration--impinge upon American

interests. The foreign-owned and managed petroleum industry, consisting of

two pipelines and two refineries, showed a sound increase over 1959, and a

nearly 100 percent rise since 1957, in its contribution to the national income.

The economy also profited from the presence in Lebanon of five foreign fuel

distributors-marketers, of which three are American.

Significant economic developments during 1960 included an estimated

4.9 percent rise in the cost of living, an unprecedented 21 percent increase

in automobile registration, an uninterrupted and expanding construction boom,

a continuation of "Lebanization" in a non-revolutionary manner respectful of

private enterprise, an unfavorable public reaction by the business elite to

proposed economic reform, and an impending change in the patternof foreign 
aid,

owing to the termination of US technical assistance announced for June 1962.

Post-recovery expansione was stimulated by several principal factors

of strength operating in the economy. These factors were the ingenuity and

ability displayed by the human element, a favorable geographical position,

an environmental contrast with surrounding autocracy and autarky, the vitality

of the prevailing free enterprise system, the close connections maintained 
with

the overseas Lebanese, and the influence of demonstrated US policy to support

Lebanese sovereignty, political stability and economic development. On the

other hand, the fact that economic expansion could not produce a more evenly

distributed prosperity, may be ascribed to several principal factors of

weakness. These factors were the existence of unseemly and corrupt practices

both in business and government, the dependence of political stability on

external forces, the structural incompatibility of the two major sectors 
of

the economy, adverse demographic trends manifested by a disproportionately

rapid rate of population increase and by a quickening outflow of skilled

labor and capricious;,climatic conditions unfavorable to agriculture.

As far as the immediate future is concerned, 1961 is likely to

be a year of continued but uneven prosperity, with ups and downs. Long-

range predictions must take into account the possibility of gradual

deterioration, unless Lebanese ingenuity and self-interest arrest a

slowly developing adverse trend. The immediate economic problems

facing Lebanon will remain serious owing to the continued growth of

autarky in neighboring countries. This trend willinhibit legal, and

stimulate illegal, commerce. Needed reforms will probably take place in
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the labor-social-welfare area and in rural development, but in all likelihood
not in such controversial fields as taxation and the tariff. At year's end
the government's actions indicated regognition of the fact that necessary

reforms are to be applied in conformity with the dual structure of the
economy.

The present partially prosperous state of the Lebanese economy is proof

of the correctness of US economic policies since 1951, and, specifically, since
1958; with implications calling for increased emphasis on inducing a more even

distribution of economic benefits and on a multilateral approach to redressing

a precarious imbalance, without the sacrifice of legitimate commercial interests.
Specific implications and desirable courses of action are listed in Section VI

of the present Assessment.

I. The Lebanese Economy as a Whole

1. Present State of the Economy

In its last assessment of the Lebanese national economy the Embassy was

faced with the problem of recovery, with the examination of available data for

the purpose of determining whether the civil disturbances of 1958 had exerted
a permanently injurious effect or whether the economy had taken a turn for the

better. The facts assembled and analyzed led to the conclusion that, except for

transit trade and agriculture, an economic revival and a restoration of commercial

confidence had taken place. At this writing, one year later, the problem is no

longer one of recovery but rather of continuation on, and growth beyond, the

recovery level reached during 1959; and of equity in the distribution of in-
creasing national income.

There are now in Lebanon at least three major schools of thought on the

status of, and prospects for, the national economy. Lebanese nationalists,

impelled by a desire to preserve Lebanon's independence and sovereignty, point

with pride to the splendidly unique accomplishments of the private enterprise

system in the country, recommend more laissez-faire type inducements to personal

initiative and foreign capital, and treat as tantamount to treason criticism of
prevailing economic conditions. Arab nationalists, also politically motivated,

view with alarm the lack of organization and the speculative spirit in the

economy, suggest the introduction of planning so as to make Lebanon industrially

and commercially complementary to the ideal united Arab commonwealth, and scorn

all tendencies toward self-sufficiency. Foreign experts, invited by the

Lebanese Government and free from domestic political bias, recognize the

factors responsible for the rise and presence of Lebanese urban prosperity

(as do Lebanese academic economists), but are pessimistic about long-range
prospects unless the country passes from a "quasi-absolute" state of economic

liberalism to a form of planned economy which involves austerity but respects

private enterprise.

CONFIDENTIAL

DECLASSIFIED
AuthorityNgx5L1

ByM NARA Dat 2c4

I

-°'

..

r-"

' y / . 1

r

' .
.

j

I

1

i

t

S

ri

i,

?.1

4

.I

:

I
I

'I

+

, r,

'-, i

'i. 1
ri'

,., I

i 
;{

i:
ilk .

1;
,

'i
-^ I

,,

4

;

; t

1

k:
I



CONFIDENTIAL
(Classification)

Page 6 of
Encl. No. -- -

Desp. No. 747

From Beirut

A proper assessment of the Lebanese economy during 1960 cannot disregard
any of the three foregoing appraisals. Lebanon today is a prosperous country
because its commerce and services are on the whole untrammeled or unhindered
by government rules and regulations. It is also an agriculturally, industrially
and touristically underdeveloped country because the highly individualistic
and speculative Lebanese economic genius is attracted by the large and quick
profits offered by trade and services, but lacks perspective in appraising
the potentialities of the goods-producing section and tourism. In the long
run, therefore, some form of planning will probably become indispensable in
order to decrease the dichotomy of the economy and to keep apace the growth
of national income with the natural increase of population. Laissez-faire
today is good for trade and financial services; it is bad for agriculture,
industry, and also for tourism. Diri aism in the commercial sector could
mean the end of prosperity, while in the goods-producing part of the economy
it could induce development and infuse strength. In brief, at the present
juncture in its history, the .dual economic structure of Lebanon requires a
dual economic policy, a judicious mixture of liberalism and planning, applied
in accordance with the particular needs of two separate sectors which should
be brought into harmony in order to assure continued and proportionate prosperity.

It would be repetitious to give here the statistical details of economic
strength and weakness which have been fully covered in the four quarterly
Summaries of Economic Developments for 1960 (Embdesps 645, 66, 256, and 607
of 1960). Let it suffice to say that the economic recovery of 1959 developed
into a boom during 1960 but the benefits of this boom accrued mostly to urban
and mercantile population groups, while the rural, the salaried and wage-earning
classes, and even the industrialists, felt that their share in the national
prosperity was inequitable. The boom manifested itself in a rise of the
estimated national income above the 1957 pre-insurrection prosperity level,
the increase of customs receipts of a record high, a steady growth of bank
deposits and loans, a mounting total of cement production, the continued
issuance of building permits in large numbers, and an unprecedented advance
in new vehicle registrations. The strength of the economy was also attested
by an increase of the gold cover to 92.47 percent and by the fact that, in spite
of a rise of the note issue from LL 400 million to LL 431 million, no inflation
took place. Nor did the continued decline of the transit trade have a restrain-.
ing effect on the country's capacity to absorb imports. Even tourism, the
government's stepchild, was better in 1960 than in 1959; and airport activity
appears to have risen above 1959 levels.

Parallel with the urban-mercantile boom, however, the countryside
continued to suffer from drought and crop failure, industrial interests
clashed with the demand of the commercial elements for no government
interference in business. The cost of living continued rising at a rate of
about 5 percent per annum, resulting in. a spate of strikes and in agitation by
the labor unions for increasing the minimum wage and general pay levels.
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During 1960 the Lebanese economy continued to expand but at a decreasing

rate, as reflected in the expansion of the money supply. Available data for
the first ten months of 1960, if projected for the whole year, suggest an
increase in the money supply of 13%. This increase compares with one of 19%
during 1959 and a record 25% during 1957. In both 1959 and 1960 the increase
in the money supply was sustained by private credit expansion while the
governmental fiscal operations es a contractionary influence. On the other
hand, during 1957 the governmental sector was responsible for 22% of the
monetary expansion. These figures imply that the growth of the economy is
being held back by conservative fiscal policies and that, unless remedial
action is taken, the growth of the economy will be restrained.

One cannot say, therefore, on the basis of the foregoing that the
Lebanese economy as a whole was prosperous and booming during 1960. A more
accurate way of describing the prevailing economic status would be to say
that the traditional money-earning activities of the Lebanese continued to
maintain and even surpass the previous recovery level, while the habitually
neglected sectors remained depressed or underdeveloped. It also appears that
post-recovery (1960) economic growth was at a tate less rapid than that which
resulted in recovery during 1959. Evidence now available indicates that this
state of affairs will, for the time being, continue unchanged, without a
spectacular improvement of the economic imbalance or a startling acceleration
of economic growth in the immediate future.

2. National Income Estimates

Provisional national income estimates for 1960 (see Enclosure I) indicate
that the year's total of LL 1,520 million ($487.2 million) surpassed the 1957
total estimate by LL 17 million. The trend therefore appears to be continued
recovery in national income beyond the 1959 high point, which was estimated at

only LL 13 million less than the 1957 record level.

The estimate of full recovery and additional growth should be qualified

by three major comments. The first comment pertains to the disparity between

the rates of increase shown by national income and population. While the former

increased by an estimated 0.8% during the period 1957-1960 (1.8% during 1956-60),
the latter currently shows an estimated 2%-2.3% growth per year. Given this

rate of population growth and the above rates of increase in the national income

(in constant prices), the average annual change in per capita real income will

be negative, between -0.2% and -0.5% for the period 1956-1960, and between -1.2%
and -1.5% for the period 1957-1960. In other words, the higher national income

of 1960 had to be divided among more people than the near-high national income

of 1959, resulting in a decline in per capita real income. According to Embassy

estimates, the 1960 per capita real income (LL 962 or $306) failed by far to

re-establish itself at the 1957 pre-insurrection level (LL 1,020 or $323) and

fell slightly below the 1959 near-recovery peak (LL 974 or $308).

The second comment has to do with the fact that the 1960 increase in

national income is concentrated in the trade and services sector of the

national economy, marking slight or no progress for agriculture and industry.
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In brief, the 1960 national income estimates, when broken down into their
contributory sources, show a persistence oftthe traditional dual structure
of the Lebanese national economy, in which trade and services have been
feeding about 60%, and the rest of the economy only about 40%, into the
national income.

The third comment should point out that agriculture and industry, which
currently employ an estimated 61% of the labor force, contributed only 27% to
the 1960 national income, while all other sectors of the economy, employing
39% of the labor force, contributed 73%.

The socio-economic implications of the three qualifying factors listed
above are a slowly widening gap between urban and rural, entrepreneurial and
wage-earning living standards; and a continued fragility of the economic
structure due to a persistent dichotomy between trade and services on the
one hand, and the. goods-producing sectors, on the other.

3. Balance of Pavmenis Estimates

In its last Economic Assessment the Embassy had to rely on a tentative
estimate for the balance of payments position for 1958, which was projected
into 1959. Estimates now available for 1959 (see Enclosure II) confirm the
previous conclusion that 1959 was.a year of progressive recovery: the favorable
balance surplus increased from LL 14 million ($4.6 million) in 1958 to LL 24
million ($8 million) in 1959, but remained below the 1957 surplus of LL 45
million ($15 million). It should be kept in mind, however, that these figures
and the trend they appear to indicate are meaningful only in the context of
the full balance of payments estimates. For example, other than the inflow
of capital item, the foreign exchange proceeds of only travel and tourism
were higher in 1957 than in 1959.

The 1959 balance surplus of LL 24 million must be placed in juxtaposition
with the 1959 record high deficit in the balance of trade, amounting to
LL 610 million ($193 million), as compared with the 1958 trade deficit of
LL 556 million ($176 million) and the 1957 trade deficit of LL 576 million
($182 million). A large portion of the growing trade deficit was covered in
1959 by services, which reduced it to LL 240 million ($76 million) as compared
with LL 295 million ($93 million) in 1958 and LL 218 million ($78 million)in
1957. Foreign exchange earnings from this source in 1959 amounted to LL 435
million ($138 million) and paid for almost 60% of the total merchandise imports.
Merchandise exports, on the other hand, earned only LL 152 million ($48 million),
slightly more than one-third of the foreign exchange proceeds from services.

In 1959 donations dropped to LL 108 million ($34 million) from the 1958
level of LL 165 million ($52 million), but remained slightly above the 1957
total of LL 100 million ($33.3 million). The LL 108 million donations obtained
in 1959 served to finance 45% of the deficit in total goods and services. The
balance of-current transactions remained, as usual, unfavorable in .959. It
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registered a deficit of LL 132 million ($42 million), as compared with a deficit
of LL 130 million ($41 million) in 1957. An estimated net inflow of capital
amounting to LL 156 million ($49 million)* served to offset the deficit on
current account, finance a LL 33 million ($10 million) increase in the official
gold holdings, and leave a surplus in the over-all balance of payments in the
amount of LL 24 million ($8 million) for 1959.

Information available at this writing indicates no significant change
in the 1960 balance of payments position. The structure is believed to have
remained the same during 1960; current trends point toward structural persist-
ence in the future. Within this structure, however, the trend for 1961 is
toward a larger deficit in the trade balance and a significant rise in all
service items, with the exception of investment income, which will be either
slightly more or the same 6s in 1960. The balance of goods and services was
probably slightly larger in 1960 than it had been in 1959; it will probably
be even larger in 1961 (an increase of 5% is very probable). Donations and
aid in 1961 may be almost the same, or slightly less than, in 1959 and 1960.
The balance of current transactions is believed to have been larger in 1960
than in 1959, and is expected to be still larger in 1961. Movement of capital
will probably be substantially higher in 1%0 and 1961 than ih 1959, thus
resulting in an over-all favorable balance superior to that of 1959.

Earnings from transit trade, reflected partly in transportation and
insurance, and partly in miscellaneous services, may decline slightly in
1960 and 1961 from the 1959 level. Growth in other miscellaneous services,
however, will probably more than compensate for this anticipated decline.

From the long-range point of view, predictions should be based on the
relationship-between the growing trade balance deficit and services. If the
dirigist and protectionist trends prevailing in neighboring Arab countries
continue, the growth in area demand for Lebanese services will at least
slacken. Any such slackening will be reflected unfavorably on Lebanese
economic growth and balance of -payments position.

4. The National Budget

The steady increase in the Ordinary State Budget, noted in last year's

Economic Assessment, has continued into 1961. The 1961 Ordinary State Budget

calls for expenditures amounting to LL 273.8 million ($87.8 million), as
compared with LL 222.2 million ($71.2 million) for 1960 and LL 206 million
($66.1 million) for 1959. The more than LL 50 million increase over 1960

is due to more capital expenditures (especially for public works), a proposed

* This figure is an arithmetical residue between all other credit items and

total debit items in the balance of payments. Therefore, it is gross and

includes the balance of il-legal trade, value added to goods admitted under

temporary entry, as well as errors and omissions.
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15% raise in government employees' salaries, national defense, and an

expansion of the services provided by the Ministry of Education (schools

and teachers) and the Ministry of the Interior (public security).

The Ordinary State Budget covers only about 70% of the total govern-

ment budget; the remaining approximately 30% is divided among the various

autonomous government offices and services (Wheat Office, Telephones,

Lottery, Water, Electricity and Transportation, Liquid Fuels, and Reconstruc-

tion) and the development projects (Litani, etc.). The auxiliary budgets are

also increasing from year to year, because of the government's expansionary

policy in what is developing into a blueprint public sector of the Lebanese

national economy (rural electrification, potable water supply, highway

network, etc..)..

Statistics are not yet available beyond 1959 because accounts have not

yet been closed de fs1to for 1960. It is more than likely, however, that the

consolidated budget surplus of LL 14.6 million ($4.7 million) for 1959 was

approximated or even enlarged in 1960. The surplus is annually deposited in

the so-called Reserve Fund in the Banque de Svrie et du Liban (BSL), but data

on the actual position of this Fund is not readily available even to the

government.. A generous estimate of the government funds in reserve is

LL 40 million ($12.8 million). In the recent controversy over the advisability

of accepting or rejecting the US Government's offer of PL 480 Title IV wheat,

the government's Planning Board at one point questioned the need of resorting

to foreign sources of financing as long as the government is able to dispose

of considerable reserve and other funds in its own bank.

,T- ".

I

7

I

<

.

a

I.

,

,.

i

",

.

CONFIDENTIAL

DECLASSIFIED
AuthorityNNit ,

By T_ NARA Date14

Both total revenues and total expenditures are on the increase in

Lebanon, the latter at a relatively more rapid rate than the former. At

the same time the government is continuing to expand, at least on paper,

its economic activities. If these trends continue, the government may

soon come to a point beyond which it will not be able to depend on its

current revenues for its expenditures. If: and when this point is reached,

the government will have to decide whether to place within well-defined

limits its expanding economic activities, resort to deficit financing,

raise taxes, or increase its reliance on foreign sources of financing.

II. The Lebanese Economy by Sector

In an elementary economics textbook the Lebanese national economy

might be visually represented as two sows: one, enormously fat, nursing a

minimum; the other pitifully lean, suckling a maximum, litter of pigs,

with a puzzled farmer trying to set things right. The fat sow is the

trade-services -sector; the lean sow represents agriculture-industry;

the farmer, government. The details and effects of this anomalous and

perplexing situation are assessed in the pages that follow.

1. Trade and Services

Nineteen-sixty was a year of continued recovery and expanding economic
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activity thanks to the trade and services sector of the national economy.

Customs receipts for the fourth quarter 1960 set a new record (LL 31.9

million or $10.1 million), exceeding by about LL 5 million ($1.6 million)
the 1959 fourth-quarter all-time high. Statistics presented in the Embassy's

quarterly Summaries of Economic Develooment for 1960 support the observation

that while loadings in Beirut Port showed a tendency to decrease, unloadings

were on the upgrade. The increase in unloadings and in customs receipts is

due partly to the steadily rising standard of living in Beirut, which calls

for a mounting inflow of luxury goods carrying higher tariffs, and partly

to the fact an illegal transit trade is in existence between Lebanon and its

neighbors. A leading Beirut businessman recently offered to show the

reporting officer forty points on the map at which refrigerators and other

luxury goods are smuggled into the Syrian Region from Lebanon. Legal transit

trade continued to decline during 1960. Total transit movement through the

Port of Beirut was reportedly only 333,000 MT, as compared with 341,000 MT

in 1959 and 585,000 MT in the last pre-insurrectionary year of 1957.

Casual foreign observers often refer as paradoxical to the fact that,

in spite of a grossly unfavorable balance of trade, Lebanon has a favorable

balance of payments and a thriving urban economy. The balance of payments

is, of course, favorable because of the many "invisible" revenues; urban

prosperity is stimulated by imports rather than by exports. While the real

exchange rate of the dollar is the unofficial LL 3.12, a fictitious rate

(LL 2.21) is observed at the customs. As a result of this double standard,

the Lebanese importer buys LL 3.12 worth of merchandise from abroad and pays

duty on only LL 2.21 worth of the value (unless the duty is assessed also

by ;eight, as in the case of automobiles), and then enters the market with

a cost accounting base of LL 3.12. The artificially maintained low tariff

explains the wide profit margin of the Lebanese importer, which leads to

more imports and thereby to expanding urban prosperity. The fact that the

duty on automobiles is by weight plus valorem, partly explains why US

automotive exports to Lebanon are showing a declining percentile share

in an expanding market.

Official foreign trade statistics are not yet available for all of

1960, but the trade deficit is unofficially stated to have reached a new

record high at an estimated LL 620 million ($206 million), slightly above

the 1959 peak. As'n 1959, services (commissions, transportation and

insurance, banking, tourism, pipeline revenues and other), together with

capital inflow and donations,, had a stabilizing effect and produced a

favorable balance of payments position.. Both demand and time deposits,

in foreign as well as Lebanese currency, showed a mounting curve throughout

1960. Bank clearings, after an initial spurt during the early months of 1960,

leveled off below the 1959 figure by the end of the year, indicating some

hesitancy in the face of new business ventures. During the first half of

1960, for which statistics are available, and probably during the whole year,

passenger movements at the international airport continued to mount over

previous totals. New car registration was nearly double of the 1959 figure.
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Tourism income showed an estimated 17% increase over 
1959. The building

boom, stimulated by the inflow of Arab oil capital, 
did not appear to be

slackening: building permits rose to 1,148 over the 
1959 total of 1,083,

which was already, considerably in excess of the 1957 
peak figure of 868.

Cement production may have increased by a monthly 6,500 
MT.

Since trade and services contributed approximately 
60% to the national

income during 1960, while employing only about 27% 
of the labor force, it

follows that the part of the Lebanese population 
which benefited most from

the 1960 expansion of economic activity was 
the mercantile urban element.

2. Agriculture and Industry

The fact that nineteen-sixty was a year of 
continued but uneven

recovery and expanding but limited economic activity, 
is explained by the

depressed and .stagnant state of the agricultural-industrial 
sector. Agricul-

ture remained a soft spot in the economy because'of 
a third drought year,

insect damage, antiquated methods, and a heat 
wave during May. Due to these

factors, the cereals yield in 1960 dropped 
to an estimated 20,000 MT. The

average yield in a normal year is 50,000 MT, 
while annual consumption has now

reached the 250,000 MT level. The drought also produced a high mortality

rate among livestock, thus decreasing the meat 
supply. The government

attempted to cope with the situation by the 
free distribution of PL 480

Title II wheat in affected rural areas and by increasing 
the importation of

livestock. The new Fruit Board energetically promoted the 
export of apples,

oranges and lemons, but the market remained on the whole 
limited to neigh-

boringeArab countries, the USSR, Poland and Czechoslovakia. 
Apple exports

were about 300 MT below the total sales made to 
Bloc countries during the

entire season. of .1959/60. Orange exports dropped by 3,987 MT (9.2%). On

the other-hand, the exportation of lemons luckily 
showed an increase of

4,729 MT (61.7%). Fresh milk production in 1960 was down to an estimated

60,000 MT, 2,000 MT and 3,000 MT below 1958 and 
1959 respectively. According

to a US-trained official of the Ministry of Agriculture, 
Lebanese agriculture

suffers not only from adverse climatic factors 
but also from antiquated

methods applied by farmers, 80% of whom are past 50 years 
of age.

The industrial sector as a whole failed to show 
satisfactory progress

even though. cement and foodstuff production was 
rising. Industrial stagnation

was dramatized by. the inability of the textile 
manufacturers to adjust to

production for local consumption and to meet 
foreign competition either at

home or abroad. Nineteen-sixty was a year of recurrent textile crises, 
in

which the interests of the-manufacturers clashed head-on 
with those of the

merchants; the former demanding higher; the latter, lower tariffs. This

conflict brought to the fore the existing 
split in the economic elite

between industrialists and merchants, with labor 
caught in the middle, and

with government facing the unenviable task 
of acting against the interests

of theimporters and traders responsible 
for the economic boom. The compromise

solution reached at year's end (a temporary 
and selective 15% increase in the

protective tariff on textiles) failed to please 
either side, but saved the

jobs of workers threatened by loss 
of employment.
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The difficulties of Lebanese industry in general, and of the textile
manufacturers in particular, are due to a lack of natural resources, a limited
domestic market, foreign competition, dumping of textiles by the UAR and
Communist China, protectionism in neighboring Arab countries, non-availability
of industrial credit at reasonable rates, bad management, lack of expertise,
undisciplined labor, and a desire for large and quick profit. As successful
as the government's laisse,-faire policy has been in the trade and services
sector, so inadequate it has proved to be when applied to industry. Some
foreign observers believe that the difficulties of industrialization in
Lebanon may eventually compel the government to shift from a policy of
"quasi-absolute liberalism" to a form of planned economy "respectful of
private enterprise."

Agriculture and industry combined contributed only 27% to the national
income in 1960 (as compared to 28% in 1959, 30% in 1958, and 29% in 1957),
while employing 61% of the labor force. On the basis of these statistics
it appears that the part of the Lebanese population which benefited least
from the 1960 expansion of economic activity was composed of farmers and
industrial workers.

3. Tourism

The Embassy regrets not to be able to assess the contribution of tourism
to the Lebanese economy in a manner similar to its evaluation of the other
sectors. The reason lies in the absolute lack of reliable statistics in the
government's tourism office, whether for 1960 or for previous years. Not only
that the Embassy has not been able to obtain satisfactory statistics from this
office, but rather it has had to comply with repeated requests from the Director
General of Tourism for Embassy estimates of tourist movements and revenues.
The following evaluation is, therefore, based on over-all Embassy estimates,
supported by incomplete and unprocessed data obtained through personal contact
from the Director of the Surete Generale.

Information obtained from this source indicates that the summer-visitor
season of 1960 may have been 23% better than during the previous year. Surete
statistics, which are exclusive of Syrians, Lebanese, transients, and of United
Nations troops on leave, indicate 123,100 summer visitors during the second half
of 1960 as compared with 100,063 during the same period of 1959.

The Embassy estimates that income from tourism during 1960 amounted to
LL 105 million ($33.6 million), as compared to LL 90 million ($28.8 million)
in 1959; LL 50 million ($16 million) during the troubled year of 1958, and
LL 100 million ($32 million) in 1957. The income from tourism in 1960,
therefore, appears to be 17% over earnings from the same source in 1959 and
5% over 1957. The Embassy also estimates that the number of foreigners
visiting Lebanon during 1960 was 20% over 1959 but 23% below 1957. The
seeming anomaly between higher income and fewer visitors in 1957 and 1960
statistics is probably due to a rise in the general price level and to a
longer average visit per person in 1960.
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Estimates of tourism income between 1957 and 1960, although

independently calculated, conform to the variations in the level of the

national income during that periods sharp decline in 1958, partial recovery

in 1959, and expansion beyond both the recovery and pre-insurrection levels

in 1960. This trend may be considered satisfactory ohly from the statistical,
but not from the economic, point of view. Tourism is Lebanon's most salable

commodity and probably the most promising substitute for industry as an

earner of foreign exchange. Because of this potentiality, with proper plan-

ning, promotion, and management, tourism could have shown a 50% rather than a

17% growth in 1960 over 1959. Proper planning, promotion and management are,

however, lacking, owing to an inexplicably lackadaisical attitude on the part

of the government. In spite of a public announcement during 1960 that the

government intended to use 2.5% of tourism income for tourism promotion, less

than 1% was fed back into this indispensable activity. The Director of the

Surete states that tourism is a dangerous economic risk, because, in the event

of a general war, no foreign visitors could come to Lebanon. Being reminded

of the fact that a general war as a rule affects not only movements of persons

but also of goods, and therefore foreign trade as well as tourism, appears to

have no effect on his thinking.

Lebanon in 1960 remained a touristically underdeveloped country,
without a demonstrated will to develop at a desirable and possible rate.
If there were a will, tourism would be a way to lessen the harmful effects
of the dual economic structure on the national economy.

4. Public Works

Recovery in. 1959 and expansion in 1960 were not spurred, directly or

indirectly, by the small volume of public works in progress during those
years, except possibly by those at Beirut International Airport (BIA).
Available statistics and estimates indicate that the trend since 1957,
interrupted in 1958, has been toward a slight expansion of public works
activities, but total 1960 accomplishments were still insignificant both

in the absolute sense and from the point of view of contribution to the

national economy.

During the twelve months of 1960 only 150 kms of new roads were
constructed (123 kms in 1959 and 156 kms in 1957); 137 kms of old roads
were repaired (143 kms in 1959 and 120 kms in 1957); 135,000 MT of asphalt

were used (147,000 MT in 1959 and 149,000 MT in 1957). Construction of

pumping stations was still below the 1957 level (3 in 1960, one in 1959

and 4 in 1957). Growth in other water-supplying activities was more

satisfactory. Twenty kilometers of irrigatibno canals were constructed

(6 kms in 1959 and 10 kms in 1957); 12 ground-water wells were dug (7 in

1959 and 4 in 1957); 500 kms of water supply pipelines were laid (4000:kms

in 1959 and 300 kms in 1957); and 30 water supply reservoirs were built (15 in

1959 and 20 in 1957); Rural electrification showed moderate progress by the
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addition of 110 kms of power transmission lines (30 kms in 1959 and 10 kms
in 1957) and by the erection of 25 power substations, an activity in which no
gains had been registered for 1959, 1958 or for 1957. The construction of
sewer lines progressed at a slow rate to 29 kms (15 kms in 1959, 10 kms in
1958 and none in 1957).

Much work remains to be done in reforestation activity. Lebanon now
has 74,000 hectares of forests, which cover only 2.4% of the country's land
area. There are approximately 400,000 hectares of deforested land, of which
about 200,000 hectares are capable of reforestation. During 1960, using
PL 480 wheat funds for labor costs, 169,300 trees (pine, dedar, beach locust,
almond, etc.) were planted on 289 hectares of government land in the mountains.

The only significant quickening of public works pace took place at BIA,
where there was a 50% building expansion, matching the 50% expansion of 1959,
and a 100% installation of the new fuel system, an activity without precedent
in 1959, 1958, or 1957. There was no new public works activity in 1960 at
BIA in runway extension or in lighting system replacement, owing to the facts
that runway extension in 1958 and 1959 accomplished 1,670 meters; and the
lighting system was 100% replaced during 1959. Public works provided 10,000
man-months of employment during 1960 (8,000 MM during 1959; 600 MM during 1958,
and 4,500 MM during 1957). It should be noted that about 3,600 MM of the 1960
total were provided by the Tripoli sewer-construction project. Public works
accomplishments at BIA in- 1959 and 1960, when compared with work completed
during the two years on water supply, irrigation and electrification, indicate
that the government was employing public works with emphasis on the development
of the trade-services sector rather than on that of the depressed and retarded
rural areas.

- Shortly after taking office during the summer of 1960, the new Minister
of Public Works announced that Lebanon was to witness "the greatest era of
national reconstruction within the six coming years". The public was told of
an LL 86.7 million ($27.5 million) road building program,. which at year's end
was still in the pre-blueprint stage. The government's approach to the problem
is to let tenders to foreign engineering companies which will undertake financing.
Apart from the difficulty of finding the necessary funds, roadbuilding and
public works in general are adversely affected by the absence of orderly
planning and programming. Officials in the Ministry of Public Works are under
unceasing pressure from politicians to take care of their constituents' needs,
even if in a haphazard fashion. For instance, during 1959, in order to satisfy
political demands, several electrical distribution systems were constructed in
rural areas without any immediate power source or connection. In 1960 the
villages thus equipped were still without power. Their example, together with
the general lack of government activity in the more remote rural areas,
indicates that stagnation in the agricultural sector is partly due to a
qualitative and quantitative inadequacy of public works.
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5. Labor

The Lebanese labor force contributed little to, and received few

benefits from, the economic expansion of 1960. Expansion was primarily due

to heightened activity in the trade-services sector, which employs only 27%

of the labor force. The agricultural-industrial sector, in which approxi-

mately 60% of the labor force works, contributed less to the national income

in 1960 than in any year since 1957. The effects of this dichotomy on labor,

and, through it, on the national economy, were manifold.

The major strikes which took place during 1960 occurred in services

(port, tramways, taxis, banks, restaurants, aircraft servicing, and fuel

distributing) rather than in industry. The strikes which took place in

industry (cement, textiles, tobacco monopoly, tube-manufacturing and lumber)

were less important in their impact on the economy. The fact that strikes

were more prevalent in services than in industry indicates that labor neither

inhibited the development of the trade-services sector in 1960 nor 
contributed

to it. The same fact also shows that, although labor failed to provide a

boost for industry, it cannot be held responsible for the lack of satisfactory

progress in this segment of the economy. It is interesting to note that, in

the strike settlements reached during 1960, strikers generally had to make up

for lost time in the services sector, while in the case of industrial 
strikes

this provision did not obtain. In donsequence, the effect of strikes was

felt more in little-struck industry than in much-struck services.

As far as the effects of the 1960 economic expansion on the labor 
force

are concerned, it has already been stated above (Section II, 2) that farmers

and industrial workers benefited least among all population groups. 
The labor

force, to be sure, received a share, but since only 27% of it was 
employed in

the booming trade-services sector while 61% worked in the stagnant 
and

depressed agricultural-industrial part, only a minority profited. The

organized part of the majority, mostly -industrial workers, reacted 
by becoming

more restive and more vociferous in their demands for labor legislation, 
a

minimum wage, a cost of living increase and social security. 
A logical

consequence of labor dissatisfaction was the increase, in union membership

during 1960. This increase was about 3,000, bringing the size of organized

labor to about 31,000, as compared with approximately 28,000 in 
1959 and

24,000 in 1957. It should be noted that there is no organized labor in

agriculture.

The unorganized segment of the labor force, consisting for the most part

of agrarian laborers, could not express its grievances because 
it had no one

to speak for it. These grievances included not only an unequal share in the

national income but also the practice of landowners to employ foreign 
seasonal

labor (about 30,000 Syrians and a few Palestinians). On the other hand, due

to the feudal, family and clan basis of Lebanese agriculture, workers in this

part of the economy were less adversely affected by underemployment 
and unemploy-

ment than was industrial labor. As a rule, the migrant worker in the city can

usually return to his village, where his overlord, his tribe or his family will

see to it that he does not starve. According to Embassy estimates, the money

lue in 1960 of the average unskilled worker's monthly food intake 
was

LL 27.50 ($8.81). CONFIDENTIAL
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The depressed condition of agricultural labor accelerated during 1960
the general trend of migration from the countryside to the cities, especially
to Beirut. This trend further enhanced the disproportionate growth of the
capital, and hastened the development of Lebanon toward a type of medieval
city-state, like the Republic of Venice, dominated by a merchant oligarchy.
In the meantime the demands of the oil industry in neighboring Arab states
and on the Persian Gulf were syphoning off skilled labor in drastically
increasing numbers (see Section IV, 2ld). The result of this trend is to
increase the white-collar character of unemployment in Lebanon..

The future does not appear to hold promise for a change in present
labor trends and their effect on the economy. The potential industrial
labor force will continue to grow because of the slow progress in developing
the agricultural sector. More people from the countryside will move to
Beirut, Tripoli and Saida, hoping to find employment in industry or services.
These unskilled migrants will not be readily absorbed by the urban trades
and occupations. As a result one may expect more unemployment, an increasing
strain on social services and, in final count, on the national economy.

6. Civil Aviation

Lebanon benefits, or can benefit, from civil aviation by virtue of
the 35 foreign airlines which use Beirut International Airport (BIA),
through the operations of the four active Lebanese airlines, and thanks to
the existence of BIA itself. The 35 foreign airlines provide employment
for Lebanese; require ground handling, servicing and fuel, bring passengers
and cargo; stimulate tourism; and entitle Lebanon to reciprocal air rights
in the owner countries. The four operating Lebanese airlines (MEA, Air Liban,
LIA and TMA), in addition to providing Lebanon with the first four benefits
derived from foreign air carriers, also bring in foreign capital in view of
the fact that MEA is subsidized by BOAC and Air Liban, by Air France. Since
ohly one of the four Lebanese airlines (TMA, a cargo carrier) operates at a
profit, direct contribution to the national economy on this account is slight.
On the other hand, even though the other three Lebanese airlines operate at a
loss, the Lebanese economy does not suffer because losses are underwritten by
the British and the French.

Beirut International Airport provides not only employment but also
commercial and industrial opportunities for Lebanese trade and industry.
Since the end of World War II, BIA has been a receptacle for approximately
LL 75 million ($25 million) worth of investment from Lebanese sources. In
1960 the government allocated an additional LL 5.37 million ($1,690,000) of
its Reserve Fund for airport improvement. At the end of 1960 the government
was considering the imposition of an airport tax of LL 3-5 ($1.00-$1.50) to
be levied on all departing passengers in order to finance further airport
improvement and expansion. A hidden value of BIA springs from its favored
position in Middle East air traffic, an advantage the Lebanese government is
beginning to use as a bargaining wedde in general trade negotiations with
countries without air rights in Lebanon.
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Statistics are unavailable on the actual contribution of civil aviation
to the Lebanese national income. There is no doubt, however, that this
contribution is steadily mounting in view of the increase in aircraft movements
(35,000 (est.) in 1960, 33,954 in 1959, and 31,321 in 1957), passenger movements
(700,000 (est.) in 1960, 607,308 in 1959 and 514,894 in 1957), and of the volume
of air cargo handled (24,000,000 kg. in 1960, 23,840,650 kg. in 1959, and
17,993,151 kg. in 1957). As far as the four Lebanese airlines are concerned,
their direct contribution is small because four competing airlines are too
many for Lebanon. Fewer airlines could produce more benefits.. At the end of
1960, and since, the Embassy noted rumors of MEA efforts to extend its pre-
eminence in the Lebanese civil aviation field at the expense of Air Liban and
LIA. While reduction of the number of Lebanese airlines might, in the long run,
be of benefit to Lebanon, the extension of MEA's hegemony would mean the increase
of British influence in Middle East aviation, and a corresponding curtailment of
US aircraft export possibilities. Whether Lebanon will be able to squeeze
further benefits from BIA by using it as a bargaining wedge in general trade
talks, as it was prepared to do at year's end vis-a-vis the Czechoslovaks and
the East Germans, forthcoming negotiations aimed at the conclusion of commercial
agreements with these two Bloc countries will furnish the proof. The government's
announced plan to formalize and expand free-zone facilities at BIA, will no doubt
increase the volume of sales to transit passengers.

Lebanon is apprehensive of competition from the UAR in the civil aviation
field. When the new Cairo airport opens, probably in 1962, BIA traffic may
decline. This threat may affect the government's attitude to, and final
decision on, the fifth-freedom passenger rights problem which arose during 1960.
The Lebanese airlines have been exerting pressure on the government to restrict
the fifth-freedom passenger rights of foreign air carriers because they want a
larger share in the traffic. By extending protection to its domestic airlines,
the government may cancel out possible benefits, and even harm Lebanese economic
interests if, as a result, several of the 35 foreign airlines now using BIA
should decide to reduce the number of their flights to Beirut. With the threat
of the new Cairo airport looming on the horizon, the government may be expected
to move with extreme prudence and caution in restricting the fifth-freedom
passenger rights of foreign air carriers.

Another problem the Lebanese government faces in promoting the growth of
the national economy in the clash of interests between domestic and foreign
airlines, is the question of fifth-freedom cargo rights. In this controversy,
PAN AMERICAN, which seeks these rights for its three weekly DC-7 all-cargo
flights from New York-Paris-Rome to Beirut and return, is faced with opposition
from the Lebanese TMA, which claims that PANAM's weekly total of eight passenger
flights and three all-cargo flights through Beirut have a combined capacity twice
the existing volume of the potential air freight per week into and out of Beirut
and that, therefore, PAA's request for fifth-freedom rights for its all-cargo
flights is unjustified and would be injurious to TMA's business interests. The
Embassy has done all it can feasibly do on behalf of PANAM in .this matter.
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Two additional Lebanese civil aviation problems impinge on US economic

interests. One of these problems is the request by LIA, not yet formally

transmitted to the Embassy by the Lebanese government, for operating rights

to the United States. LIA does not now have the financial resources to make

use of the application if granted, but, by associating itself with foreign

aid capital (Air France has been rumored as a source) and by obtaining DLF

financing, it could develop operational capability through the purchase of

two Boeing 720's or two Convair 880's from the United States. From the

American export point of view this proposition, when fully developed, may

not be unwelcome, since it would promote the sale of US aircraft to overseas

interests without creating serious competition for US air carriers.

The other Lebanese civil aviation problem impinging on US national

interests is the threat of Bloc air penetration. During 1960 a major effort

to obtain operating rights in Lebanon was made by the Czechoslovaks, the

Russians, and the East Germans. The Russians were stopped at Ankara, the

East Germans have made no progress, but the Czechoslovaks, early in 1961

succeeded in negotiating an air agreement, which was initialled but is still

pending ratification by the Lebanese cabinet. It was in the course of these

negotiations that the Lebanese made use, probably for the first time, of the

favored Middle Eastern position of BIA as a bargaining wedge for possible

future commercial advantage, on a tacit apples-for-runways bargain basis.

From the Lebanese economic point of view there is no visible harm in an air

agreement with Czechoslovakia, as long as Lebanon gets as much as it gives.

As a matter of fact, however, there is no Lebanese airline at present capable

of exploiting air rights in Prague. Consequently, there is not now any

corresponding economic benefit to Lebanon; while, from the political point of

view, it appears likely that Czechoslovak air rights in Lebanon would be used

as an opening wedge further to extend Bloc political influence and espionage

potential in the Middle East. On this point the national interests of Lebanon

closely parallel those of the United States, even though this fact is not

admitted by every member of the present Lebanese government.

7. Petroleum
primarily

The petroleum industry in Lebanon consists/of two pipeline systems,

one owned by the Iraq Petroleum Company, Ltd. (IPC); the other by Trans-Arabian

Pipeline Co. (TAPline), a sister company of Arabian-American Oil Co. (ARAMCO),

which traverse the national territory and reach the Mediterranean respectively

at Tripoli and Sidon. In these cities two refineries, one owned by IPC and the

other by the Mediterranean Refining Co. (MEDRECO), are in operation. The

petroleum industry contributes to the national economy through the payment of

royalties, current and retroactive; expenditures on goods and services; and

also by providing employment for approximately 2,000 people. In 1960 this

industry contributed LL 20.5 million ($6.6 million) more to the national

economy than in 1959, and LL 41.0 million ($13.1 million) more than in 1957.

Total contribution to the national economy was LL 86 million ($27.6 million)

or 5.7% in 1960, as compared with LL 65.5 million (4.4%) in 1959; LL 45.8

million (3.5%) in 1958; and LL 45 million (3%) in 1957. These figures,
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which are Embassy estimates and projections, indicate that the petroleum

industry has, since 1957, both in the relative and absolute sense of the

word, nearly doubled its contribution to the Lebanese national economy.

The LL 20.5 million ($6.6 million) increase in contribution in 1960

over 1959 was due to payments of retroactive royalties and other charges.

IPC paid LL 31 million ($9.4 million) to the government on this account;

TAPline, LL 335,000 ($107,372) to Beirut Municipality for municipal services.

The IPC payment was the balance of the LL 51 million ($16.3 million) back

payment agreed upon in 1959, of which the initial LL 20 million ($5.9 million)

was remitted during that year. Had it not been for the retroactive payment of

royalties, the petroleum industry's contribution to the national economy would

have remained static during the recovery and expansion period.

During 1960, IPC throughput at Tripoli was up by 13 million barrels

(25%), owing to the installation of a new 30-inch pipeline, which was officially

opened on May 16. As a result of increased throughput and higher transit fees

IPC 1960 royalties went up to LL 12 million ($4.4 million) from LL 814,000

($300,000) in 1959. In contrast with IPC, TAPline throughput was down by

32.3 million barrels (25%), reducing 1960 royalties by LL 350,000 ($100,000)

to LL 3.5 million ($1.1 million).

Both IPC and TAPline were making strenuous efforts during 1960 to cut

expenditures for local goods and services, including salaries and wages. The

trend of TAPline expenditures during the past few years went as follows:

LL 14.6 million ($4.7 million) in 1960; LL 17 million ($5.4 million) for 1959;

and LL 17.5 million ($5.6 million) for 1957.

TAPline's operations were relatively uncomplicated during the period,

consisting solely of the management of the single pipeline and the terminal

at Sidon. However, IPC expenditures cover not only the IPC refinery but also

a large engineering establishment at Tripoli, which until recently was

responsible for engineering on the three IPC lines in Syria and Iraq as well.

In 1957 the Tripoli shop was busy on the repair of the pump stations in Syria

blown up during the Suez crisis, and in the following years on the design 
and

construction of the 30-inch line completed in 1960. As a consequence of the

slackening of work, IPC discharged 300 excess employees in 1960, to whom

severance payments of about LL 300,000 ($96,154) were paid.

IPC's expenditures over the past three years have run: LL 25 million,

($8.0 million) (including severance payments) in 1960; LL 24.6 million

($7.9 million) for 1959; and LL 23.6 million ($7.6 million) for 1957. IPC

expenditures in 1958 amounted to LL 23.4 million ($7.4 million).

The petroleum industry, pipelines and refineries, also contributed to

the national economy in the form of salaries and wages paid to its 2,000-odd

employees (TAPline had an estimated workforce of 900; IPC 1,100). The total

amount of salaries and wages paid during 1960 is estimated at .LL 
12 million

($3.9 million).

CONFIDENTIAL

DECLASSIFIED
Authority N itk5(

ByT NARA DateA'3<4

J.
k'

s
_

;-

-': i::.

:;

t1

, t

(~ ,.

r

,..

c.
;

r

~r.

-

- , , X

CONFIDENTIAL
(Classification)

Pag. 20 of

Encl. No. -

Desp. No. 747
From Beirut

: =- --

i

. ;

;;

s ,j

a

. I



C '

t'

t"

Ci

1.

{ " _

Page 21of
Encl. No. --
Desp. No. 747

From Beirut

Present conditions in the petroleum industry indicate-a continued

increase in the over-all contribution to the national economy, beyond the

$27.6 million (5.7%) mark reached in 1960. Pipeline potential throughput

is much greater than actual 1960 throughput, in view of the facts that

TAPline was operating at only 75% of its capacity and that the new 30-inch

pipeline, installed by IPC in the middle of the fifth month of 1960, could

eventually double its throughput. In addition, if and when TAPline comes

to an agreement with the Lebanese government on the amount of retroactive

royalties it is prepared to pay, the sum of this new payment is expected to

be considerably in excess of the LL 51 million ($16.3 million) remitted by

IPC. If this payment, or part of it, is made during 1961, and even if

TAPline continues to operate at its present reduced capacity, the petroleum

industry's contribution to the national economy during the next several years

will progress on an ascending curve. Its demonstrated capacity for growth

marks the foreign-owned and managed petroleum industry as a maverick in the

Lebanese industrial sector. At the same time petroleum shares with Lebanese

industries the quality of precarious dependence on forces operating beyond

Lebanon, over which the Lebanese, or Westerners resident in Lebanon, have no

control. Any prognostication of growth in the local petroleum field must,

therefore, be based on the assumption that development will proceed free of

adverse pressure by external forces.

An assessment of the role petroleum plays in the Lebanese national

economy would not be complete without taking into account petroleum marketing

activities. There were in Lebanon during 1960 six fuel distributors: MOBILOIL,

CALTEX, ESSO, SHELL, TOTAL (CFP) and the local Chammas. The estimated over-all

contribution of these six marketing companies to the national economy in 1960

was LL 66.1 million ($21.2 million), of which LL 12.3 million ($3.9 million)
accrued as sales expenses, transportation fees, salaries and wages. One half
million dollars was contributed as income tax and LL 52.2 million ($16.8 million)
was collected in the form of customs duties and other taxes. The combined
LL 152.1 million ($48.8 million) contributions of petroleum industry and
marketing to the national economy represent a gain of LL 26.1 million ($8.4 million)
over 1959; LL 50.5 million ($16.2 million) over 1958; and LL 40.6 million ($13.0
million) over 1957.

III. Significant Developments

1. Rise in the Cost of Living

During the twelve months of 1960 the cost of living rose by an estimated

4.9%,,at a rate slightly above the 1959 increase of 4.7%. According to official

statistics, the cost of living index rose by 17.4 points in 1960 over 1959. The

Embassy considers this figure deficient, because it includes certain elements

at a fictitious official rate (rent, bread, etc.) while the prices of these

items are also rising. According to Embassy estimates, which adjust the index

for deficiencies, the rise in the cost of living in 1960 over 1959 was 24.3

points or 4.9%. Embassy estimates for 1959 over 1958 are 23.0 points or 4.7%.
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This rapid and excessive rise in the cost of living was a corollary
of the boom in the trade-services sector, due to the distribution of large
earnings among a limited number of people. It was borne easily by the
business elite but strongly deprecated by the salary-and-wage earners.
It also had an adverse effect on Americans resident in Lebanon and paid in
dollars, for whom the 1960 rise in the cost of living was more like 6%-7%
than the 4.9% average. Americans were additionally affected by the drop in
the dollar-pouhd exchange rate from approximately 318 to about 312 between
January 1 and December 31, 1960 and by the fact that there is no rent control
on so-called luxury-type apartments.

2. Increase in Automobile Reqistration

During 1959 there were in Lebanese circulation 49,422 registered motor
vehicles, an increase of 4,783 (10.7%) over 1958. By December 31, 1960 there
were registered in Lebanon 59,784 motor vehicles, an increase of 10,362 (21.0%)
over 1959. The total increase in 1960 over 1952 was 39,689 motor vehicles
(197.5%). The increase of 21% in 1960 over 1959 was larger than in any single
year since 1952 and all but double of the increase in 1959 over 1958.

This unprecedented automotive leap forward is indicative of the rise of,
a new urban middle class, which is devoting part of its gains from the post-
recovery expansion period to getting motorized. The fact that all but about
10,000 of the nearly 60,000 motor vehicles in circulation are concentrated in
Beirut, gives visual emphasis to the disproprotionate growth of the capital
city as a swarming and traffic-snarled small metropolis.

3. Persistence of the Building Boom

Feverish construction activity, as well as irregular and congested
vehicular traffic, characterized Beirut as a city with a distinct personality
during 1960. Construction activity, which is producing a new and ultramodern
urban addition on the south shore and skyscraper-type office buildings in the
downtown area, is speculative and oil-financed, dependent on current investment
trends in other Arab states. However, the Embassy has heard reports, as yet
unsupported by verified statistical data, that the share of Arab oil capital
in Beirut real estate development is beginning to decline.

There was no visual indication during 1960 of reportedly diminishing
Arab interest in Beirut building investment, except perhaps the presence by
year's end of an estimated 7,000 vacant apartments in the city. These vacancies
may be due to the fact that speculators are erecting buildings faster than the
investors, Lebanese and peninsular Arab, can buy them. Be that as it may, the
construction record for 1960 shows 1,148 building permits issued and 658,569
square meters of floor area completed. These figures indicate an uninterrupted
and expanding boom when compared with available statistics for 1959 (1,083
building permits; 590,427 sq. m. floor area) and 1957 (868 building permits;
421,345 sq. m. floor area). Further proof for the persistence of the construc-
tion boom is offered by cement production statistics, which register an increase
to 768,000 MT for 1960 from 744,000 MT in 1959 and from 560,000 MT in 1957.
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its speculative character, the building boom is an
ability in Lebanon. A competent Lebanese economist, of the
persuasion, recently warned that heightened construction
around Beirut may be reaching a saturation point and that
n and other investment opportunities will have to replace
assure the continued inflow of funds from oil-rich Arab lands.

gotiations, which continued through most of the year,
member 5 with the transfer of the Beirut Port Company (BPC)
Paris to Beirut. On January 1, 1961 the assets and operations

ny were taken over by two new, privately owned Lebanese
or real estate and financing; the other, for management.
henceforth operate as a purely private enterprise, sharing

with the government. The new management will continue to
any until 1990, after which it will become government
compensation is to be paid to the company during a 30-year
1990.

nation of the Beirut Port Company continued the trend to
ions from foreign companies, which began in 1959 with the
French-owned Damas-Hama et Prolonaements Railway Co. (DHP).
of BPC was effected through a process during which Lebanese
ed a majority of the voting stock, thus obtaining majority
n the Board of Directors. Negotiations between the company
nt were conducted in an amicable spirit and the present
pleased with the results.

tt Radio Orient, the partially French-owned radiotelegraph
e the next concessionary firm to be Lebanized, have thus
without foundation. On the other hand, the French-owned

et du .Liban (BSL), which acts as the government's depository
e, faces the possibility of Lebanization when its concession

1964. The trend marked in 1960 by the Lebanization of the
nt because it indicates the assertion of Lebanese economic
non-revolutionary manner respectful of private enterprise.

essed that there is in Lebanon no objection to foreign
ch, as is shown by the fact that the government is consider-

management of the telephone system to private enterprise
ether it is Lebanese or foreign.

bates Economic Reform

tions made during 1960 by two outstanding foreign experts,
r Lebret, director of the IRFED economic research mission,

Dr. Higgins, USOM/L-invited fiscal specialist, led to a
Lebanese opinions and feelings on the subject of the

. The two foreign experts were in agreement that, since
, like all other manifestations of human society, is subject
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to historical change, reforms are necessary if the change is to have a
beneficial rather than a deleterious effect on the social organization and
its component individuals. Father Lebret suggested that economic liberalism
should be limited and planning should be introduced. Dr. Higgins described
Lebanon as "a services and financial appendage" of its Arab-Mediterranean
hinterland, and proposed a "self-enforcing" system of tax collection and a
graduated scale of customs duties based on the "real" (free) exchange rate
rather than on the "fictitious" (official- rate for the US dollar.

Since all these major recommendations, if adopted by the government,
would be detrimental to the interests of the mercantile elite, press reaction
was characterized by an air of uneasiness and disapproval. Father Lebret,
being French and a priest, was listened to with respectful attention, but
Dr. Higgins became a target for sporadic attacks. His report, which is still
retained by the government, was clandestinely procured and published in a
leading economic monthly. After questioning the competence of any and all
foreign experts on the subject of Lebanese economy, the critics were in
unison that no hand should be laid on the godse that is laying the golden
eggs and that uneven prosperity is better than no prosperity at all.

The hue and cry over laissez-faire, taxation and the tariff were not
without confessional motivation. Since the majority of the mercantile elite
consists of Christian , who are said to be the almost exclusive source of
income tax revenue, Dr. Higgins' characterization of Lebanon as an economic
appendage and his proposal that taxes should be enforced and certain duties
raised, did not add to his popularity among Beirut merchants and financiers.
It has been reported to the Embassy that the government's reluctance to
release the Higgins report is due to a desire to avoid offending Christian
feelings among the business elite.

The enterprise and initiative of this elite were adversely affected
by a lingering fear that the government may take action at least on some of
the suggestions made by the foreign experts. Thus, the pessimism of the
economic theorists, who are apprehensive that the Lebanese economy cannot
continue on its present level of activity without reforms, was shared by the
economic pragmatists, who are fearful that the economy willrnot be permitted
to continue on its present profitable level due to the influence of the
reformers. The subject of the "great debate" of 1960, which was actually a
dialogue between objective foreign specialists and subjective Lebanese
business interests, was thus the basic question whether an economy so
constituted as the Lebanese, can long endure. In contrast with the foreign

According to the leader of the Christian Phalange Party, who has been
Minister of Finance since mid-1960, "Christians conttibute 83% of the
Treasury's funds."
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experts, Lebanese businessmen appear to have come to the conclusion that the
economy as now constituted can and will endure, because it has endured and
is enduring.

6. The Chanaina Pattern of Foreian Aid

In Lebanon the term "foreign aid" has become practically synonymous
with "American aid," because probably as much as, if not more than, 90% of
all external official economic, technical and financial assistance has so
far come from the United Stated Since 1951, US grants for technical
cooperation, special economic development and special assistance have
totaled $54.5 million, including $34.9 million since 1957. In addition to
this imposing figure, PL 480 Title II shipments since 1958 have had an
aggregate CC value of $17.5 million; DLF loans during 1960 amounted to
$5.9 million and an Eximbank line of credit authorized in 1959 totaled
$3.175 million. Two international organizations also contributed sizeable
sums during the 1957-1960 period. UNWRA gave a total of $24.8 million in
outright grants, an estimated 70% of which came from the United States.
As of November 1960 Lebanon drew down $7.4 million from a $27 million IBRD
loan granted in August 1955 for the Liani project. No over-al figure is
available for aid granted by France, A/ the UK and the USSR, W but the total
amount is far below the sum of US aid. Since the chart of US aid shows a
sharp upward curve during September-December 1958, which was the beginning of
the reconstruction period, and an all-time high level during FY 1959, it is
not unreasonable to assume a casual connection between post-insurrection
Lebanese economic recovery and American assistance.

At the end of 1960 this US-weighted aid pattern appeared to be on the
verge of a drastic change. On December 13 the Director of US014/L announced
that American technical assistance to Lebanon would close as of June 1962.
The impending termination of US technical assistance and the dropping of the
US economic aid level from the FY 1959 record high of $18 million to the
FY 1961 record low of $800,000, raises the question of how Lebanon is going
to finance and accomplish the much-needed development of its stagnant
agricultural sector. Even an improved system of tax collection could not
produce all the funds required. Release of the government's BSL deposits,
which at the end of 1960 were estimated at LL 230 million ($73.7 million)
including the Reserve Fund of LL 40 million ($12.8 million), is quite unlikely
because such action would be contrary to the government's deflationary policies.
An arrangement could be made with TAPline, in the course of forthcoming
negotiations about back royalties (see Section II, 7), for financing development

According to the French Embassy, France spent during 1958-1960 a total of
LL 10.3 million ($3.3 million) on cultural and technical assistance.

The USSR, through the Russian Orthodox Church, announced a grant in 1960
of medical equipment, valued between $1.2 million and $2.2 million. This
grant has not been delivered as yet.
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projects, but this solution also appears unlikely at this writing. A LL 45

million ($14.4 million) loan from Kuwait, announced for 1961, has already
been earmarked for Beirut municipal development projects. Three possible

solutions of the national development financing problem are, therefore,

likely to be attempted by the Lebanese government. First, Lebanon will

probably endeavor, against hope, to obtain a US reversal of the decision to

discontinue technical aid, and may at the same time approach the IBRD and the

IMF for loans and purchases of currency. Second, the possibility of economic

aid from West European countries -- Germany, France and perhaps. Italy -- will

probably be explored. Third, the potentiality of PL 480 Title IV development

financing is likely to become more alluring than it did to the Lebanese

government at first blush.

Nineteen-sixty marked the end of the foreign aid pattern to which the

Lebanese had become accustomed during the fifties. During the sixties

economic assistance, both technical and developmental, will of necessity have

to come in increasing volume from Western Europe and in the form of long-term,
low-interest US commodity sales.

IV. Principal Factors of Strength and Weakness Oneratina in the Economy

1. Factors of Strenath

(a) The Human Element. Lebanon's only known and proved physical
resources are its inhabitants. The Lebanese have a world-wide reputation for

sbrewdness, enterprise, initiative, resourcefulness and ability to hold their
own against the most astute traders in the Eastern Mediterranean. Thanks to

these qualities the narrow Lebanese littoral has been a major commercial and

maritime base for more than 4,000 years. The human element in Lebanon has
successfully met the challenge of a barren coastal and mountain area, partly
by making it productive and partly by turning it into a center of activity

to service the commerce and industry of the world. Lebanese ingenuity will

continue to propel Lebanon toward gain and prosperity as long as it is given

free play.

(b) Geogranhy. Lebanon is ideally situated at a strategically
accessible point on the land bridge connecting three major continents; its
Mediterranean coast assures direct communication and traffic with all maritime

countries of the globe; it contains the only habitable mountains in the Arab

world; its balmy, year-around climate offers a refuge both from the heat of

the desert and from the cold of the northern landmass. These natural advantages

constitute a solid foundation for Lebanon's present and future role as a

commercial, banking, sea-and-air-shipping middleman between East and West,

as well as a bounteous host to world travelers from either direction in search
of rest, repose and recreation.

(c) Environmental Contrast. Lebanon is distinct from .its Near Eastern

hinterland not only in geographical features but also in political and economic

institutions. Lebanon is constitutionally a parliamentary democracy surrounded

.4 4..4~.
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by a sea of autocracy and autarky. In comparison with the political situation
prevailing in neighboring countries, Lebanon has, since 1958, enjoyed relative
stability. In contrast with the government-directed and controlled economies
of the area, the Lebanese economy is self-propelled in an environment of
"quasi-absolute liberalism". It has been said that Lebanon thrives on the
restrictions limiting the economic freedom of its neighbors. Both the Lebanese
and their Arab kinsmen across the borders have, and act in accordance with,
confidence in the strength and stability of Lebanese economy.

(d) The Free Enterorise System. The Lebanese economy is free from
major trade barriers or other restrictive practices; it offers free converti-
bility, a low exchange rate for computing customs duties on imports, low taxes,
inducements to and exemptions for foreign capital investment, and a banking
secrecy law. It abhors expropriation or nationalization without compensation
and maintains no price controls except in the case of pharmaceuticals and some
foodstuffs. The economic policies of the government reflect the interests of
the business elite. As customary in free-enterprise societies, there is a new
rising middle class of self-employed and managerial people, whose increasing
living standards absorb much of the durable-goods imports which a decade ago
passed through Lebanon in the pipelines of transit trade. Lebanon is, and,
if left alone, will remain a monument to the vitality of the free enterpise
system.

(e) The Overseas Lebanese. There are more than one million Lebanese
living in countries of the Americas, Australia, Africa, Asia and Europe.
Their number almost equals, or according to some surpasses, the 1.6 million
estimated population of Lebanon. The continuity of this overseas branch of
the Lebanese nation is ensured by the endogamous habits of its members, who
as a rule return to the mother country to find wives. Remittances received
from the emigrants constitute a significant annual sum;(rnow about LL 75 million)
and are partly responsible for Lebanon's favorable balance of payments position.
Lebanon also profits from its overseas network of compatriots in identifying,
developing and maintaining export-import and other commercial opportunities in
major world areas. One well-known Lebanese firm of four brothers habitually
posts one of the four in New York. The presence of Lebanese trading colonies
in West Africa may develop into a useful instrument in establishing commercial
and industrial connections between Lebanon and the newly independent countries
of Africa.

(f) The Influence of US Policy. A major and perhaps decisive factor
of strength operating in the Lebanese national economy is demonstrated US
policy to support Lebanese sovereignty, political stability and economic
development; and the fact that this policy is readily accepted by the
government and the dominant stable elements in the population as being in
conformity with Lebanese national interests.

[ED
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1 factors of strength described above have been jointly
outing to the economic recovery of 1959 and in promoting
of 1960. The fact that the economic recovery and the
959-60 could not produce a more evenly distributed
ibed to the influence of the following principal
rating in the Lebanese economy.

al. Parallel with their admirable business qualities,
have an inclination to display a combination of anti-
Their rugged individualism is rarely tempered by

f civic responsibility is a virtue very much at a
welfare is more often than rot forgotten in the search
n. Sharp trading and usurious lending practices are
en contract is likely to lose its practical validity
ts usefulness to one of the parties. Feats of tax
missible topics of after-dinner conversation. The
it exporters to conceal second- or third-grade apples
me-quality produce has not remained unnoticed byBe characteristics have not tended to endear the
ng partners abroad or to spread an atmosphere of
e. The general impression of the foreign observer
banese who would place the economic interests of
r immediate individual welfare. When disregard of
t a shadow on the future prospects of the latter,
in the words of an eminent French economic expert,
before the world".

as of arrant business dishonesty and government
the Embassy's attention during 1960 may be mentioned

ms habitually take advantage of the banking secrecy
heir earnings in numbered bank accounts and to refer
r tax returns as "Donation, deposited in Bank Account
ing law the government is unable to obtain information
e of Account No. X. Smugglers of American cigarettes,
ly agents in the act of unloading contraband on the
ranking government official, were liberated in the
le by the personal bodyguard of the latter. A cabinet
influence to award a million-dollar government contract

return for a 3% share in the proceeds. Another cabinet
eceived from a manufacturers' association LL 7 ($2.24)
nmodity in return for a commitment that the shipment
a processed rather than in an unprocessed form. When
s commitment, the Minister disappeared from public
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(b) Polial. Lebanon is not a nation-state in the Western European
sense; its population is compartmentalized into a number of self-centered
communities motivated by religious, racial, tribal and local loyalties as
well as by conflicting economic interests. Conflicting loyalties and interest
have created an invisible battlefield (visible in 1958) on which mutually
antagonistic groups traditionally clash. Arab nationalism and Lebanese
nationalism, Christian and Moslem confessionalism are at loggerheads with
each other. The state and the government are edifices resulting from a
precarious arithmetical compromise. The entire structure is at the mercy of
forces operating beyond the borders, whether in the surrounding macrocosm of
the Arab states or in the arena of world politics, and therefore also beyond
the control of the Lebanese. The fear that at a given moment the uncontrollable
external forces may break loose, as they did in 1958, restrains full economic
growth and creates an attitude of hesitancy in the fact of business enterprise
of more than common magnitude.

(c) Structural. The Lebanese economy is a synthesis for balance of
payment purposes of two widely divergent sectors: trade and services, which
are flourishing in combination; agriculture and industry, which are in a.
depressed state jointly and separately. The trade and services sector is
flourishing because the chronic deficit in the balance of trade is compensated
for by earnings from services. The agricultural-industrial sector is depressed
because of an unsuitable terrain, capricious rainfall, lack of natural resourses,
antiquated methods, a limited domestic market, and inability to meet foreign
competition either at home or abroad. The dualism between trade and services
on the one hand, and agriculture-industry on the other, is persisting and
growing. As a result wealth is becoming increasingly concentrated in the
hands of the mercantile and service-selling elite; the distribution of income
between the entrepreneurial and the employed, the urban and the rural groups
is becoming more -uneven; the capital city of Beirut is fast reaching metropolitan
proportions, while economic conditions in the countryside remain stagnant.
Since the prosperous trade-services sector employs a relatively small segment
of the labor force, the problem of unemployment is becoming more acute. Among
the employed there is a growing inability to keep up with the rising cost of
living produced by the increasing demand on the part of the mercantile groups,
which is slowly turning luxuries into necessities.

The dual economic structure has additional socio-economic
implications. According to Embassy estimates, there is a preponderance of
Christians among both the mercantile and the industrial elites. Of those
engaged in trade and services on the highest echelons, 86% are estimated to
be Christians and 14% Moslems. Of the top industrialists, about 74% are
Christians and about 26% Moslems. As a result of this confessional division,
an excessive increase in the prosperity of the trade and services sector over
the other parts of the economy also enhances economic inequality between
Christians and Moslems.

CONFIDENTIAL

DECLASSIFIED
Authority N ta L
ByT_ NARA Date72?C4

777

a

i

° 1
1

"' .



oS o
( N CU . 4. ( a). ap

7 FFromMBeirut

0Q ap c

us ndrlce ra 0l ty

CONIDNTALEol.No
O

Thsecnmi(uleabltyi adetotsiituatondesriedp.aboveunde

influnce faternlhatosvwhc the Lebanese exooyha eoeinrcingcntol
Ateppesenon trtieathericis stilconsielraedeand inuthyeihboinga
Andrabevold oreaenetraduesaneervies.thfexcgrowthoflprtecioism.

acros eordersvhwverycanne o nthe slongtrun dfacisbst antiallydto
Si Ibit2theirateiof e cooc gr owth eano xn. igbsns ciiy

(d)cill D tem radehse.vTwosdeorairensbjcpoultionpgrwithatla
ratlenc fasetanristenatitosonalwicomte Leanemegrieocntofkiledlbr
porthendreaefurteteakeigofthelcntionaleenmy.assttedneiaboeing
Sectiold onr2Ltecuet ratadsies.o goThe oultionandtnationlinme
acreoestimatedrspectivey an2% an0.%.eleadirng foigubtntixpert oh
Lehbneserconof eievesc thatharing teaontignn h noeen

byt197astereanseebnteepoationihofe a.6 milionill eachlted 2.4r

Sillion mark. the cunequal races betwnf population and national income rn

the 1957-1960 period has already produced a lowering of the estimated per
papita real income from $323 to $306. Thus, unless an equilibrium is somehow
established between the two divergent sectors of the dual economic structure,
the average Lebanese of fifteen years hence will have a standard of living
not much better than that of the Indian masses.

"

The second demographic trend, the outflow of skilled labor,
springs from the widening gap between the rising cost of living and the
dropping per capita real income. The Lebanese outward population movement

appears to have undergone a radical change during the past five years for
which statistics are available. In 1954 the number of Lebanese overseas

emigrants was 4,026 while 8,778 left for employment in the Arab petroleum-

producing countries. The former number represented for the most part surplus
agricultural population; the latter, skilled labor. Five years later, by 1959,
the number of overseas emigrants dropped to 1,434 while the outflow of pre-
dominantly skilled labor (mostly Christians) to the area of the Persian Gulf
rose to 22,252. This trend, if it continues, is likely to enhance the
detrimental effects of the dual economic structure by contributing to the
depressed state of agriculture and industry. The former will be additionally
burdened with an undraining surplus population; the latter will be impeded in
development by the syphoning-off of skilled labor.

A corollary demographic effect produced by population growth and f

emigration of labor in combination, is the progressive rise of unemployment.
The size of the unemployed group may be larger, were it not for the mitigating
effect of emigration. The annual increase in population is probably about

35,000. Of this number approximately 23,500 were drained off during 1959,
either in the direction of other continents or of the Persian Gulf, leaving
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countries, the Lebanese economy will be faced with the tank of providing
8,000 new jobs annually to unskilled laborers and clerical-type employees.
The chances are that these unemployables will remain unemployed, enhancing
from year to year the vulnerability of the economy by their number.

I(e) C1na±1.c The caloric intake of most Lebanese is still determined
by the spacing and succession of the Biblical fat and lean years. Three
successive years of drought from 1957 to 1960 have reduced the cereal and meat
stocks so far below domestic consumption requirements that the population is
becoming more than ever dependent on foreign imports, whether commercial or in
the form of aid. At the same time the futility of trying to raise cereal crops
on laboriously terraced land rendered barren by the lack of rainfall, has turned
an increasing number of farmers to the more profitable fruit-growing occupation.
Due to a high production cost and to an uneven quality of the produce, however,
Lebanese fruit is practically unexportable except to neighboring countries
and to Soviet Bloc states, which are buying it for political reasons. In the
long run, therefore, the lack of precipitation and the drug on the fruit market
will tecdto weaken the Lebanese economy by increasing dependence on foreign
supplies of food, by allowing greater play to external forces originating in
neighboring countries over which Lebanon has no control, and by providing an

I opportunity for Bloc penetration.

V. The Future

A member of the government's Planning Board recently stated that
predicting the course of Lebanon's economy is an operation comparable to
weather forecasting. The Embassy does not contest this view. The alternative
courses of possible development listed below are accordingly postulated first,
on the general assumption that during the foreseeable future Lebanon will not
be affected by an act of God or by large-scale hostilities; and, second, on
the specific assumption that external forces beyond Lebanese control will not
exert an influence on domestic affairs above their present level of pressure.

Lebanon's economic future could be influenced beyond any ability
of prediction by the unforeseen and the contingent. The actual basis of
Lebanon's economy is national sovereignty, without which local economic
activity would quickly seek, and adjust itself to, the level now prevailing
in the Syrian Region. Should sovereignty be lost and economic integration
with the area be imposed from the outside, the predominantly Christian
Lebanese mercantile elite would disappear, not only economically but also
physically, partly through social atrophy and partly through emigration.
Should sovereignty be retained but geographically surrounded by an unflexibly
and unyieldingly protectionist front of counter-sovereignties, the consequent

* . precipitous decline of legal trade would have as its concomitant a maximal
increase of illegal commerce. Lebanon, though sovereign, would become an
economic underworld, a smugglers' paradise.
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If these adverse possibilities fail to materialize and Lebanon is

permitted to follow its own course free from grave external political

and economic interference, three lines of conceivable development, each

with its own set of implications and consequences, offer themselves as

possibilities. At the end of 1960 the Lebanese government and people

stood at the crossroads of these three economic courses leading into 
the

future.

The first possible course is continued economic development 
in

accordance with the principles of the prevailing "quasi-absolute 
liberalism",

without blueprinted reforms translated into action and reality. 
The choice

of this course would probably lead to ephemerally higher urban prosperity,

but also to growing fragility and imbalance of the dual economic structure,

increasing inequity in the distribution of the national income, a steady

drop in the per capita income level, a widening gap between entrepreneurial

and wage-earning living standards, a slow withering away of industry (with the

exception of petroleum), a continued decline of agriculture, 
mounting unemploy-

ment, intensified emigration, and an ultimate indispensability 
of foreign aid

regardless of source. Should Lebanon follow this course, the pessimistic

forecast of a distinguished French economic expert would probably 
come true

and by 1975 nearly two and half million Lebanese would be 
reduced to a

personal economic status now prevailing on the Indian subcontinent.

The second possible course is development in which a form pf 
planned

economy replaces laissez-faire in both major sectors of the dual economic

structure.. The choice of this course would probably lead to considerable

initial improvement in the agricultural sector and to a type 
of government-

supported or perhaps even nationalized industrial complex. Initial advantages,

however, would be quickly counterbalanced by an adverse trend in 
the trade-

services sector, whose present major contribution to the national 
income

would start sliding toward a minimal level. Granted this second choice, one

may expect a stop in the inflow of foreign capital and a flight 
of existing

investment capital, both foreign and Lebanese. The atrophy of the trade-

services sector would not fail adversely to affect the agricultural-industrial

sector and eventually nullify initial gains made there. The economic levels

of the two major sectors of the dual economic structure would 
come closer

together owing to some rise of the rural, and a drastic drop 
in the urban,

level. Partial prosperity would be replaced by general austerity. Foreign

aid, again regardless of source, would become necessary in order to maintain

and continue improvements in agriculture and industry 
without the financing

potentialities of a highly prosperous trade-services sector.

The third possible course is development in which necessary 
reforms

are appropriately applied in conformity with the demands 
of the dual structure

of the national economy. The retention of maximum possible lai z-faire in

the trade-services sector and the introduction of not more 
than absolutely

necessary government planning in, and support for, agriculture 
and industry,

hold the promise of bringing into harmony the two discordant 
economic sectors
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and of assuring continued as well as proportionate prosperity. Should Lebanon
choose to follow this course, the foreseeable results would be a progressive
rise in the per capita real income, a gradual narrowing of the gap between
entrepreneurial and wage-earning living standards, a stimulus to industrial
growth, a revitalizing of agriculture, a descending level of unemployment,
more domestic employment opportunities for skilled labor, further attraction
for investment capital, and, ultimately in the distant future, disappearance

of the dependence on foreign aid.

In assessing the probability of Lebanon's adopting one or the other

of the three possible courses outlined above, the Embassy is not inclined

to expect either the millenium or Doomsday. The Embassy believes that the

immediate economic problems facing Lebanon will remain serious owing to the

continued growth of autarky and protectionism in neighboring countries, and

that this trend will inhibit legal, and stimulate illegal, commerce. The

Embassy is also inclined to believe that the Lebanese government will,

beginning with 1961, initiate certain needed reforms in the labor-social
welfare field and also proceed with translating its blueprints for rural

improvement into action. In addition, it will probably endeavor to attract

investment capital by offering it further inducements. On the other hand,

the Embassy does not believe that the Lebanese government will be able to

overcome its own scruples, and the vigorous opposition of the mercantile
elite, to interfere, more than it is politically pressed to, with business

in the trade-services sector. In all probability it will attempt carefully

to avoid radical measures in such controversial fields as fiscal and tariff

reform. If these assumptions prove to be right, the future course of the

Lebanese economy will, in spite of many persisting difficulties, slowly

lead along the path of continued recovery and toward improved though not

complete equity in the distribution of national income. The obstacles,

known and as yet unknown, to be encountered on this course will no doubt

cause slowdowns, recessions, crises and perhaps even temporary standstills.

As far as the immediate future is concerned, the Embassy ventures the

prediction that barring the contingent and the unforeseen, 1961 will be

another year of partial prosperity, without a drastic change in either the
upward or the downward trends which now characterize the economy. As far
as the distant, or the very distant, future is concerned, one must trust

Lebanese ingenuity and ability to recognize self-interest in order to avert

the tragic economic eventuality foreseen for 1975 by sympathetic foreign experts.

VI. Implications for US Economic Policy

From the point of view of US economic policty, Lebanon shows three

facets of identity: one as a sovereign, independent nation; one as a

developing country; and a third as a member of the free world. Three major

US economic policies, corresponding to these three facets, now converge on

Lebanon. The first of these policies is directed toward the objective of

maintaining a sound and growing domestic economy as a basis for national

sovereignty and independence, for the common welfare of the Lebanese people,
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both Christian and Moslem. The second policy seeks, on a world-wide basis,
to replace unilateralism by multilateralism in obtaining the cooperation of
other industrialized nations, now grouped in the OECD, so as to launch the
economies of the newly developing countries "into orbit". The third policy
is aimed at expanding the volume of US exports in order to improve our
balance of payments, so that American economic strength may continue to
bolster the impregnability of the free world.

None of the assessments presented in the preceding pages is without
implication for these three converging policies. As far as the domestic
economy is concerned, our policy has been successful in contributing to the
restoration and expansion of pre-insurrection prosperity, but the economy is
still not sound and its rate of growth is not satisfactory. Agriculture and
industry remain as depressed as, if not more so than, in 1957. The gap between
rich Christian and poor Moslem, rich Moslem and poor Christian, is as wide as,
if not wider than, in 1957. Our national interests would be best served if,
in its current stage of development, the Lebanese economy were to be characterized
by a leveling, rather than by an acquisitive, process. As far as the other
industrialized nations, our partners in OECD, are concerned, they have not yet
concretely demonstrated a willingness to substitute multilateralism for uni-
lateralism, to launch the Lebanese economy into orbit through common effort.
And, finally, the expansion of our exports to Lebanon tends to perpetuate the
imbalance inherent in the dual economic structure by nourishing the growth of
the already swollen trade-services sector. The ultimate success of the sum of
our three major economic policies toward Lebanon is, therefore, contingent on
our ability to induce other industrialized nations of the free world to fill
the gap left by our partial departure from the foreign aid field in Lebanon
and, through united effort, to bring about a less precariously balanced economic
structure. This ultimate objective is to be accomplished without sacrificing
our legitimate interests in the competition for markets with other industri-
alized nations.

The Embassy believes that the attainment of this final, qualified
objective may be hastened by intensifying .~ modifying some of our current
efforts and by translating existing policy..eements into specific lines of
action. We should continue treating our educational facilities as one of
the most important American assets in this part of the world, but we should
de-emphasize the B.A. curriculum, stress technical education, vocational
training, and build cadres of specialists consisting of educated technicians
and well-trained skilled labor. We should keep on encouraging US as well as
Western European industrial capital to invest in Lebanon, with emphasis on
production for other world areas, far removed as well as directly adjacent.
Lebanese marketing potentials in these areas, especially in Sub-Saharan
Africa, should be explored without delay by the Lebanese themselves. They
should be urged and encouraged to open tourism offices in the major capitals
of the Western world in order to develop tourism into a temporary, if not
partially permanent, substitute for a vigorous, foreign-exhange earning
industry. The Lebanese should be passively allowed to investigate and exhaust
all economically and politically advantageous possibilities for development
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financing, until their appreciation of PL 480 title IV capacity in this field
grows into eager and increasing acceptance. At the same time, the attention
of our OECD partners should be invited to specific Lebanese development
opportunities and projects, to be accomplished parallel with Title IV-financed
undertakings. The reestablishment of legitimate transit trade on a more
appropriate level coould be fostered by a share in the shipments of increasing
US exports to Jordan via the Free Zone of Beirut Port. Additional activity
resulting from such shipments would tend not only to increase transit trade,
but also to provide more work opportunities for dockhands, stevedores, truck
drivers and railroad crews. The benign aspects of US economic policy with
respect to American participation in the management of foreign airlines, which
have enabled the British to extend their influence over numerous carriers of
this area, with resultant opportunities for the sale of British aviation
products, should be re-examined. It may be that henceforth US aviation export
requirements will call for a more aggressively competitive US role in reign
airline investments. It should also be kept in mind that, if and when Algerian
question disappears from the Middle Eastern political map, the French Caravelle
is like to join the British Comet as a competitor of American aircraft. In the
petroleum field, the now pending accretion of retroactive royalties may be
identified as a potential source of needed development financing.

In summation, the present partially prosperous state of the Lebanese
economy is proof of the correctness of American economic policies since 1951,
and, specifically since 1958; with implications calling for increased
emphasis on inducing a more even distribution of economic benefits and on
a multilateral approach to redressing a precarious imbalance, without the
sacrifice of legitimate commercial interests.

Ro ert McClintock

Enclosure~i

1. Lebanon: National Income Estimates - 1954-1960

2. Balance of Payments Summary - 1958 and 1959

Department please pass to: Amembassies AMMAN, ANKARA, BAGHDAD, CAIRO, JIDDA,
LONDON, PARIS, TEL AVIV, TRIPOLI; Amcongen DAMASCUS, DHAHRAN;
Amconsulates ADEN, KUWAIT.

CONFIDENTIAL

/.
// .c1

4
_ ' .

.. _-

_.._._. _a ,.
,._ 

'--

.

l

'

'l



LEBANON : National Income Estimates
in LL 1,000,000

1954-1960 J

19p4 1925 1956
LL °o LL f LL jo 17 1957 19p1 _

LL o LL G L_ 7L0f
Trade

Agriculture

Industry

Ownership of
Buildings

Services

Construction

Government

Transportation

Finance

Totals :

368

226

166

112

134

60

73
60

57

29

18

13

9
11

5
6

5
4

407

223

175

116

165

60

83

75
70

30

16

13

8

12

4
6

6

5

1,256 100 1,374 100

410

231

183

130

160

50

95
78

80

29

16

13

9
11

4
7

.5
6

1,417 100

469

238

189

139

148

41

108

80

91

31

16

13

9
10

3
7
5
6

1,503 100

365

219

181

155

104

38

113

57
939/

28

16

14

12

8

3
8

4
7

460

220

185

165

135

50

120

60

95

1,325 100 1,490

31

15

13

11

9

3
8

4
6

470

220

186

168

142

53
122

62

97

31

15

12

11

9
4
8

4
6

100 1,520 100

Source : 1954-1958, A.Y. Badre; 1959 and 1960 Embassy. The 1954-56 figures are revised estimates.
The figures for 1957, 1958, 1959 and 1960 are provisional and subject to revision.
All figures are constant relative to 1954 values.

2 Figure may be somewhat high and may actually have dipped below 1957,
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LEBANON : Balance of Payments Summary
in LL 1,000,000

for the years 1958 and 1959

A. Current Transactions

Credit .
1958 I

Debit

1958 1.2

Net
Credit or Debit (-)
1958 i

1. Merchandise trade

2. Non-monetary gold
3. Foreign Travel and tourism

4. Transportation & Insurance
5. Investment Income

6. Government, not included
elsewhere

7. Miscellaneous services

Total goods and services
8. Donations

117

45
62

59
49

47
98

477
167

644

116

760

9, Net capital movement

Total (A + B) (Balance
surplus or deficit -)

10.

11.

Monetary gold

Foreign exchange assets

12. Bank short-term liabilities
to non-residents

Grand total (A,B, & C)

* Not significant

18

778

152
128

87
93
55

55
145

715
110

825

673
52
22

11

10

4
*

772
2

774

762
137
25:
15
12

4
*

955
2

957

+

+

+

556
7

40

48
39

+ 43

+ 98

- 295
+ 165

- 130

B. Capital Movement

156

981

C. Balancing ite

3

6

990

- +116

774 957 + 14

~ms\

- 33 -

- - + 18

4 - - 4

778 990

4. 0 -
0 'jr

p 0U U0

"H

H

U),

- 610

-,9
+ 62

+ 78
+ 43

+ 51
+ 145

- 240
+ 108

- 132

+ _56

+ 24

- 33

+ 3

+ 6
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Government Deposits at the BSL
Visit of I? Mission
Lebanese Czech Air Accord Approved by Cabinet
PAA Cargo Flight Denied Fifth Frsedom Rights
Esso Employees Union Threatens Strikes
Chekka'Cement Dispute
USOM Local Employees Indemnity Case

in West Africa

- m

3 >-rn

1. Hiahlighs

Recent field observations along the Lebanese coast and in the Bekaa
valley indicate that the three-year drought in Lebanon is over. Although still
slightly belowr pre-drought levels, rain and snowfall during the 1960-61 rainy
season have-occurred at adequate intervals for good retention and have
substantially increased the supply of underground water, while supplying
generally sufficient soil moisture for current crops. Already as a result of
the improvdwater-tible, increased drilling operations are underway in the
South -Lebanon Sour district and in the central Bekaa, where increased
irrigationswill allow a shift of more land from grains to the more lucrative
fruit (appiss and citrus), vegetable and oilseed (peanuts) crops. Observed
stands indicate that the Embassy's earlier winter grain crop forecast
(Cairo's FMS Report 60, February 7, 1961) of 50,000 tons of wheat and 9,000
tons of barley remain essentially valid. This compares favorably with the
much smaller crop of 20,000 tons and 4,000 tons, respectively, harvested
in 1960. (DRM) ':
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1. Highlights (cont'd)

An Embassy team, headed by the regional agricultural attache, visited
ian wheat fields at the end of March and predicts a 1961 wheat crop of about

4,000 MT, considerably below the annual average of about one million tons.
Since annual consumption in the Syrian Region is approximately 650,000 MT,
there will be a deficiency of at least 200,000 MT, to which one may add
another 50,000 MT, the estimated amount of illegal wheat trade between the
Syrian Region and Iraq. As a result of this deficiency, Lebanon is not
expected to be able to import wheat from Syria during 1961. (ICT)

2. UNCLASSIFIED - Economic Develooment: Lebanese-Japanese Joint Industrial
Enterprises in West Africa and Lebanon Proposed

BER 30, 2 and 3)

Mr. Tohru MURAKAMI, President of Kinoshita and Co. Ltd., a major
Japanese trading firm with branches and representative offices throughout
the world, including one in Conakry, accompanied by Mr. M. KAWABE, managing
director of Public Relations Japan, a Japanese public relations consultant
affiliated with the American firm Hill and Knowlton, have been conferring
with Lebanese government and business officials on the feasibility of
establishing joint Lebanese-Japanese industrial enterprises in West Africa
and Lebanon. In West Africa, Japanese capital and technical assistance would
be combined with Lebanese capital and managerial ability (utilizing local
overseas Lebanese) to form industrial enterprises such as a tannery, a fish
processing plant, a steel rolling mill, a sugar refinery, etc. In Lebanon,
plans for a chinaware factory and a steel rolling mill have been discussed.

The Lebanese, from President CHEHAB and Foreign Minister TAKLA on
down to many prominent businessmen, have been very cordial to these proposals.
The Japanese officials hope to return to Japan in a few days with concrete
proposals and follow up promising contacts by inviting them to Japan. These
officials feel that a favorable response here will facilitate their government's
approval and allocation of foreign exchange.

UNCLASSIFIED - Comments These proposals are particularly welcome
at this time to the Lebanese who have been concerned about the future of
their settlers in West Africa. The Japanese for their part are shrewd
to take advantage of the presence of these settlers and the availability
of capital in Lebanon. The proposed Lebanese open-end trust-holding
company would seem to be a tailor-made organization to engage in joint
ventures with Kinoshita. The Embassy is preparing a despatch on these
talks. (JHA)

3. UNCLASSIFIED - Economic Development: Further Developments on Litani
Proiect (BER 7 and Embdesp 751, April 5, 1961)

The National Litani Office (NLO) has accepted virtually in toto
the recommendations of Electricite de France (EDF) to salvage the delayed
Litani project. Except for the rockfilled Karoun Dam in place of the

original double curvative dam and its construction in three stages, EDF's
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report suggests that the NIA will continue the remainder of the project --
Markabi tunnel and power plant and Awali tunnel and power plant -- with
minor modifications according to the original specifications. Building of
the Karoun Dam in stages is to assure that its construction will not exceed
the water retention capacity of the reservoir and dam. EDF estimates that
implementation of its recommendations would cost an additional LL 116.3
million ($37.6 million). The NIA is now awaiting the government's decision
as to whether it will make the required funds available beyond that originally
contemplated. EDF reportedly thinks that the whole project can now be finished
in 1964.

UNCLASSIFIED - Coment, It appears now that the NLW has accepted all
of EDF's recommendations that it will continue as the management consultant
team, replacing Groupe Francais du Litani.

The Government will somewhat reluctantly and cautiously make the
necessary funds available since water and power from the project will be
urgently needed in a few years. (JHA)

4. OFFICIAL USE ONLY - Finances Government Deposits at the BSL
(BER 7 and 2)

A reliable source has informed the Embassy that GOL deposits
(exclusive of foreign currency deposits) at the BSL (Banque de Syrie et
du Liban) totaled LL 240 million ($76.9 million) on December 31, 1960 and
LL 253 ($81.1 million) on January 31, 1961. Exactly a year earlier these
deposits amounted to LL 158 and LL 178 million respectively.

OFFICIAL USE ONLY - Comment: These deposits have probably increased
since January 1961 as annual income tax payments are due for individuals and
partnerships this month and for corporations next month. The shortage of
Lebanese pounds and the weak seasonal demand for dollars have lowered the

-quotation for the dollar to LL 3.10-11, the lowest level according to the
Embassy's Disbursing Office since September 23, 1957. (JHA)

5. OFFICIAL USE ONLY - Finances Visit of IMF Mission

An IMF Mission headed by Mr. J.W. GUNTHER visited Lebanon for about
a week and conferred with Lebanese banking and Ministry of Finance officials.
Mr. Gunther urged the Lebanese to take steps toward the enactment of a banking
law and the formation of a new central bank. He thought that the amount of
Lebanese foreign exchange assets and gold is not enough in relation to
Lebanon's current short term commercial debts and also doubted whether
iebanese banks could withstand a sudden run on their deposits. He felt that
Lebanon's IMF quota was too small. (JHA)
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6. UNCLASSIFIED - Aviation: Lebanese Czech Air Accord
Anproved bv Cabinet

Page 4
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It has been announced that the Lebanese-Czech Air TransportAgreement, initialled by delegations of both countries on February 20,(see BER 5) has been approved by the Lebanese Cabinet. The accord nowawaits the formalities of signature and an exchange of diplomatic notesto achieve agreement on route and capacity conditions before becoming
operative.

OFFICIAL USE ONLY - Comment: It is not clear what motivated the
Cabinet to approve the Czech agreement at this time. It has been suggested
that the Lebanese hope by this move to strengthen their negotiating position
in current Czech trade talks. (JHE)

7. UNCLASSIFIED - Aviation: PAA Carao Flight Denied Fifth Freedom Rights

The Lebanese Supreme Aviation Council is reported to have affirmed
its previous decision (November, 1960) that Pan American's thrice-weekly
DC-7 all-cargo flights New York-Paris-Rome-Beirut will not be authorized
fifth freedom rights. Pan American, supported by the Embassy, had requested
reconsideration of the Council's earlier determination.

OFFICIAL USE ONLY - Comment: Because the Council's decision relies
upon a predetermination of the potential effects of Pan American's all-cargo
flights, it challenges the principles of the U.S.-Lebanese Air Transport
Agreement. Pan American had intended to launch an ambitious advertising
campaign to increase the volume of air freight moving between Paris, Rome
and Beirut, with the expectation that this campaign would result in an
increase both in Pan American's business and in air freight carried by
Lebanese airlines between Beirut and other Middle Eastern points, to more
than compensate them for any Western European traffic of which they might
be deprived. (JHE)

8. UNCLASSIFIED - Labor: ESSO Emolovees Union Threatens Strike

The long-standing dispute over the employment of an Egyptian
office worker by ESSO marketing company threatens to result in strike
action. Afif ZINATI, ESSO Union President, announced last week that the
entire ESSO staff would walk off the job if the company insists on employ-
ing Kamal SAHRAWI, an Egyptian citizen. Zinati alleges that ESSO would be
violating Lebanese law and that Sahrawi would not be assigned to duties
which Lebanese nationals could not perform. No date has been set for
the strike.
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UNCLASSIFIED - Comment: This matter has been pending for many
weeks in the Ministry of Labor and Social Affairs awaiting a decision.
Zinati charges that the UAR Embassy is applying pressure to have Sahrawi
employed, while at the same time refusing to issue work permits for Lebanese
in Egypt. This dispute arose fazimdaa shortly after the settlement of the
ESSO Union five-day strike of last summer. The strike settlement provided
that a pension scheme would be considered by the company and a decree be
issued by the Ministry of Labor initiating a new wage scale and job
reclassification program.. Nothing has come of either issue up to this
time which, according to Zinati, serves merely to accentuate the
employees' resentment. (HDS)

9. UNCLASSIFIED - Labor: Chekka Cement Dispute

Government delay is also responsible for the Chekka Cement Workers
Union's threat to strike against the country's largest cement plant.
Supported by the United Unions of Employees and Workers (UUEW), the Chekka
Union vows to strike, if by April 13 a Government decree is not issued
providing for payment for the weekly rest day and a cost of living wage
increase. According to union sources the Minister of Labor had promised
such a decree by March 1. (HDS)

10. UNCLASSIFIED - Labor: USOM Local Emloyees Indemnity Case

A committee representing the local staff of USOM/Lebanon has
appealed to a number of high Lebanese Government officials to require
Point IV to pay them termination indemnities. This action grows out of
a notice given to the USOM staff in December advising of the phasing out
of the Technical Assistance Program for Lebanon by June 30, 1962.

UNCLASSIFIED - Comment: Although not required by U.S. law to
provide severance payments, and despite each employee's signed agreement
that no such payments would be forthcoming, the USOM employees have persisted
in their efforts to force USOl4/L to grant this benefit. Somewhat reluctant
to raise the issue formally, officials of the Ministry of Labor and Social
Affairs have been conducting informal conversations with an Embassy officer
in an attempt to settle the issue. Point IV's inability to grant the request
has been explained to the Lebanese officials. (HDS) -

R ert McClintock )

Contributors:

LCTihany, JHAshida, JHEnnis, HDSnell, DRMorris

Department please pass to: Aden, Aleppo, Amman, Ankara, Baghdad, Cairo,
Damascus, Dhahran, Jidda, Kuwait, London, Paris,
Tel Aviv, Tripoli, Tokyo.
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1. UNCLASSIFIED - FINANCE: Finance Minister Announces Measures
to Relieve Tiaht Money Situation

In a press interview, Finance Minister Pierre GEMAYEL revealed that
the Government would adopt the following measures to relieve the present
tight money markets

1) Allocate LL 15 million to the municipalities ahead of schedule,

2) prepare a bill to grant LL one million in salary augmentation
to the security forces, and

3) draft another bill to permit the Banque de Syrie et du Liban
to loan BCAIF LL 10-12 million of government deposits for
agricultural purposes.

OFFICIAL USE ONLY - COMMENT: These measures, if implemented, should go
a long way to relieve the lack of liquidity in the money market, especially
if combined with the announced acceleration of development projects. Most
observers believe, however, that the full impact of these measures on the
economy will not be felt for about six months. (JHA)

2. LIMITED OFFICIAL USE - FINANCES Exehanae Stabilization Fund to
Renew Operations

As a result of a recent meeting between the Finance Minister and
leading financial and banking personalities the Government has reportedly
authorized the Exchange Stabilization Fund (ESF) to enter the market. The
ESF has reportedly been given authority to purchase foreign exchange up to
a total of $20 million. Source believed that the dollar-pound rate would
be returning to the LL 3.14-3.15 level in a few weeks.

OFFICIAL USE ONLY - COMMENT: The ESF has not intervened in the market
for probably at least a year even though subjected to persistent pressures
to do so. Now that the Government has announced plans to increase expendi-
tures, it may feel that it can maintain the Lebanese pound at a desired
rate by judicious intervention by the ESF. If past behavior is any
criterion, the Government will convert the ESF's holdings of foreign
exchange into gold, which will then be turned over to the Issue Department
as note issue cover.

The activities of the ESF should also help to loosen the tight
money situation by making available Lebanese pounds to the banks and
foreign exchange dealers holding large sums of exchange. (JHA)
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The Skaff and Hajj Chachine Bank of Zahle closed its doors on
April 24 because of its inability to meet the withdrawal demands of its
depositors. The bank reportedly has assets of LL 9 million and liabilities
of about LL 6 million. Government and banking circles are trying to dissuade
creditors from foreclosing. Instead, they are pressing for the formation of
a supervisory committee which would liquidate the loans over a period of
years. To meet the immediate demands of small depositors, it has been
suggested that the committee obtain a loan of LL 1,250,000 from the Banque
de Syrie et du Liban (BSL). Among the large creditors are three banks:
Banque G. Trad, Banco di Roma and Banque Libanaise pour le Commerce. The
last two banks had mortgages on property which more than covered their loans.
Banque G. Trad, which is reported to have had loans of LL one million out-
standing to this bank, may take a loss because of the mysterious disappearance
of merchandise on which the bank had a lien.

CONFIDENTIAL - COMENT: This is the second bank to close its doors in
the last 25 months. The first one was the Eastern Commercial Bank in March
1959, whose frozen assets were purchased by a group headed by the former
Venezuelan Minister to Lebanon, .Bernardo FLRES. The bank in Zahle, a
partnership, had been extending loans on real estate. It has been rumored
that the electoral campaigns of Joseph SKAFF, present Minister of Labor and
Social Affairs, were financed by this bank.

Bank failures like these point out the need for legislation
authorizing the Government to supervise and control the banks. (JHA)

4. CONFIDENTIAL - PETROLEUM: Possible TAPline Difficulties in Lebanon

When Syria agreed in the late 1940's to the Trans-Arabian Pipeline
Company's (TAPline) transmitting its territory toward a terminal in Lebanon,
it insisted that revenues be shared equally between the two countries
(terminal fees being higher than mileage fees) and an agreement between them
to that effect was negotiated.

Last week TAPline officials called on the Prime Minister of Lebanon
to bring him up to date on current negotiations with what is now the Syrian
Region of the United Arab Republic, expecting no difficulty. Prime Minister
Saeb SALAM surprised them, however, by saying that Lebanon did not wish any
longer to share its transit and terminal fees with Syria. He said that the
old agreement, like many others, was now obsolete.

If Lebanon persits in this attitude, TAPline prospects for continued
operation will look even gloomier than they do at present, since Syria will
insist upon continued profit sharing, even if the company has to bear an
additional burden. (CJD)
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5. UNCLASSIFIED - LABOR. Waae Increase for Emolovees of
Independent Government Deoartments

1
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Monthly salaries of employees of independent Government departments
were ordered increased last week following a decision by the Council of
Ministers. These departments, 24 in number, include the Regie tobacco
monopoly, the Beirut Office of Electricity, the railway and water and other
utilities in the cities and towns. Increases range from LL 15 per month for
those in the lowest pay grade to LL 80 for the highest paid employees.
Longevity increases likewise have been increased by LL 2.50 to LL 5.00
for each two year period.

UNCLASSIFIED - COMMENT: These pay increases result largely from agitation
by the unaffiliated Beirut Office of Electricity Union which made repeated
threats to go on strike over the issue. A spokesman for the Union announced
that negotiations would begin immediately to have the increases made effective
as of June 1. (HDS)

6. UNCLASSIFIED - LABOR: Minimum Waae? Cost-of-Living Waae Increase Law Passed

On April 15 Parliament passed the controversial package bill which
lumped provisions for boosting the minimum wage from LL 94 to LL 125 per month,
and for granting a 15% cost-of-living increase for the years 1955-1959. The
law, once signed by the President and published in the Official Gazettre, will
be retroactive to January 1, 1961. In addition to applying to all workers
covered by the Labor Code, Ministry of Labor officials state that it will be
extended also to Government employees.

LIMITED OFFICIAL USE - COMMENT: President CHEHAB is widely credited with
having forced Parliament to act on this measure, and his continued interest
will be required to guarantee its enforcement. Loosely drawn, as is most
Lebanese legislation, it is expected that many employers will find various
means of evading its provisions.

Recognizing the weaknesses in the new law, many unions are contemplat-
ing some sort of protest against it. Others, led by the United Unions of
Employees and Workers, intend to maintain pressure on the Government to
insure strict compliance. Communist-led unions have already announced their
intention of moving for a wage increase outside of the 15% cost-of-living
law on the ground that the law's loopholes are certain to allow their
employers to grant very low, or no increases at all, to their members.
(Despatch being prepared). (HDS)

7. UNCLASSIFIED - AVIATION: Lebanese Carrier Plans New Services to Baahdad

According to the Managing Director of Lebanese International
Airlines (LIA), the airline proposes to inaugurate three weekly DC-6
flights to Baghdad beginning in early May.

CONFIDENTIAL
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UNCLASSIFIED - COMMENT: Approval of LIA's long-standing application for
operating rights into Baghdad was given by Prime Minister Qassim during the
recent Arab League Economic conference. Heretofore, Baghdad rights have been
limited in Lebanon to Middle East Airlines, which has provided thrice-weekly
Viscount services to Baghdad. Iraqi Airways may be expected now to renew
its request for Lebanese authorization to increase its three weekly flights
to Beirut to six. Iraqi tourists, numbering some 6,000-7,000, are expected,
as in the past, to fly to Beirut during the period May-August. (JHE)

8. UNCLASSIFIED - TRADE FAIRS: Third Isbrandtsen Mobile Trade Fair
Arrives in Beirut

The third in the series of mobile trade fairs sponsored by
Isbrandtsen lines for the display of American goods abroad opened in Beirut
on April 21. To be open for one week, the exhibit of paints, building
materials, electrical switches and other construction equipment, includes
the products of 26 American manufacturers not yet represented in Beirut.

OFFICIAL USE ONLY - COMMENT: According to their Beirut general agents
who manage the exhibits here, Isbrandtsen is finding the mobile trade fair
project much costlier and less effective than originally envisaged, and is
having second thoughts about continuing the series. An example of problems
encountered is the paucity of coverage accorded the current exhibit by Beirut
newspapers which expect to be paid for such publicity. The Embassy is giving
assistance to the agents up to the limit of its present staffing, but has
stated its inability to provide funds for the purchase of advertising space
or to post an American officer on a full-time basis on the exhibition
grounds. (DRM/LCT)

9. UNCLASSIFIED - TRADE FAIRS: Century 21 Exposition Representative
Calls on Lebanese Officials

The Middle East representative for the Century 21 Exposition to
be held in Seattle, Washington, in 1962, called on various government
officials on April 13-15, to urge Lebanese participation in the forthcoming
world fair. Although considerable interest was shown by the Director General
for Expositions of the Ministry of National Economy and others, the budgetary
obstacles to Lebanese participation will probably prove insurmountable..

OFFICIAL USE ONLY - COMMENTs The low-key approach of the Century 21
management, utilizing a Greek national (employed by an. Athens firm
specializing in construction of pavilions for internatio expositions)
who had to work from literature alone and who arrived ir uddenly
without giving the Embassy advance opportunity to arrange calls effectively,
was a far cry from the elaborate and well-financed efforts of the management
of the New York World Fair earlier this year to obtain Lebanese participation.
(DRM) (BER 4).
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The Lebanese Government has not yet decided to accept an:invitation,
tendered in February, to participate in the New York World Fair of 1964-65.
The Council of Ministers had the subject on its agenda for its April 26 meeting.

LIMITED OFFICIAL USE - COMMENT: A high-ranking functionary of the Foreign
Office informed an Embassy officer "in confidence" that the New York invitation
is not likely to be accepted because of "diplomatic reasons". When pressed, he
explained that the "diplomatic reasons" spring from the fact that the Bureau
International des Expositions (Paris) permits a country to hold a world fair
only once every ten years and that the U.S. is "having another world fair in
1962". The Embassy officer thereupon took the line that the question of holding
the fair should be left for the New York Fair Authority and the Paris Bureau to
settle, and that the Lebanese Government should decide independently whether
it wishes to participate, as so many countries have already decided, in the
greatest international fair of the present decade which is going to take place
as scheduled. After this conversation and before Cabinet action, the Embassy
officer found an opportunity to discuss the matter with the Acting Prime Minister,
win his acceptance of the line of argument summarized above, and to give him a
recent World Fair supplement of the New York Times as proof of the fact that
the fair will take place and that many countries have already accepted. The
Acting Prime Minister promised his personal support. Results are not yet known
at this writing but will be communicated to Governor Poletti of the New York
Fair Authority as soon as possible. (iCT)

11. UNCLASSIFIED - INDUSTRY: DLF Recipient Loses ImDort License

Acting on a plaint by Selim NAJJAR of the SCIALE Company, the
Conseil d'Etat on April 21 cancelled the license granted by the Ministry of
National Economy to Joseph HACHO of the SIDEM firm for the importation of an
aluminum extrusion press. SIDEM was the recipient last year of a $400,000 loan
for the importation of this press, which is now said to be on the high seas.
The Conseil d'Etat upheld Mr. Najjar's claim that the present market, domestic
and foreign, cannot support two Lebanese extruded aluminum products manufacturers.

LIMITED OFFICIAL USE - COMMENT: Hacho and Najjar are old-time rivals and
feudist.; the former cool and collected; the latter, of a sanguine temperament.
Najjar greeted his victory over his rival by inserting paid advertisements in
Beirut newspapers; Hacho appeared unperturbed and stated privately that he
would find means to get his aluminum press off the dock w ityaives. (LCT)

Rpert McClintock

Contributors:
LCTihany, JHAshida, CJDwyer, HDSnell, JHEnnis

Dept. please pass to: AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASQUS, JIDDA,
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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UNCLASSIFIED Page 2 of
Despatch 835
From Beirut

NOTE :-

Owing to a paucity pf official statistics in Lebanon, the present
Summary places heavy reliance on Embassy and other unofficial estimates as
well as on personal observations.

INTRODUCTION The Lebanese Economy as a Whole

The opening months of 1961 were characterized by a recessional business
trend, which was variously described by Lebanese observers as a "calm", a
"stagnation", and a "crisis". Recession from 1960 post-recovery expansion
manifested itself in a drop of customs receipts, poor trading, difficulty in
meeting financial obligations, an increasing number of small bankruptcies,
shrinking credit facilities, diminishing commercial demand, and a noticeable
appreciation of the Lebanese pound vis-a-vis foreign currencies. Economic
and financial experts attributed these manifestations to an overlong delay in
launching planned development projects and to a lack of monetary liquidity which
inhibited business activity. No statistics are yet available for the first
quarter to indicate a rise or a drop in last year's significantly swollen bank
deposits which were said to be in excess of one billion Lebanese pounds
($319.5 million). The Government's so-called frozen assets in the Banque de
Syrieet du Liban (BSL) were unofficially estimated at about LL 250 million
79.':anil.)mblic opinion and the press deprecated: this situation and

predicted no business upturn until after the Government has moved to release
its immobilized balances and to launch its announced great development projects.

The recessional trend did not affect automobile and household appliance
dealers, whose sales continued to register a phenomenal increase; construction
activity, which showed no sign of abating; and the Stock Exchange, where speculat-
ion in favored shares rose to a fever pitch. That knowledgeable Lebanese
businessmen did not consider the stagnant economic situation more than a passing
and temporary phenomenon, was indicated by the fact that the number of new
incorporations rose from the previous quarter 's 18 to 29, with a total share
capital of LL 81 million ($25.9 million). The "calm" in entrepreneurial activity
had not yet affected the rising demands of the new middle class for luxury goods
available on easy credit terms, although a day of reckoning appeared inevitable
should the recession continue unchecked for an indefinitely prolonged period.
In the meantime, the high urban demand for consumer goods served to offset
whatever deleterious effects might have been forthcoming from the steadilsr
declining transit trade.

As if to compensate for the setback in the traditionally prosperous trade
and services sector, the forces of nature benignly aided Lebanon's chronically
depressed agriculture. Adequate rainfall during the first quarter gave promise
of ending the three-year drought and of reestablishing the coming wheat harvest at
the normal average 50,000 MT level.
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UNCLASSIFIED Page 3 of
Despatch 835
From Beirut.

The Government, which at year's end appeared to be hesitating whether and

to what extent it should tamper with apparent prosperity, had still not given

-: concrete indication of its decision when the first quarter drew to a close.

Observers felt that, with the foundations of prosperity now in danger, it

could not delay decisive action beyond the second quarter.

I. FINANCE

(a) Money

The tight money situation continued to dominate the domestic financial

market. The lack of liquidity was causing industrialists and bankers to press

the Government to initiate remedial measures; the Government, however, was

seemingly content to let the situation drift for the time being. There were

indications, nevertheless, that with increasing pressures the Government will

be forced to act. Financial circles predicted that the Government would relieve

the situation by stepping up spending for various development projects and by

purchasing foreign exchange through the Exchange Stabilization Fund.

Incomplete statistical evidence suggests that the rate of growth of the

Lebanese money supply is continuing to decline. Although the notes in circulation

have remained stationary at LL 431 million during the past five and a half

months (between October 15, 1960 and March 31, 1961), bank loans and discounts

have probably risen, perhaps increasing the loan-deposit ratio of 93.8 percent

at the end of December 1960 to an even higher figure. There were no changes in

the note issue and in the elements of the note cover during the quarter.

(b) Banking

The Council of Ministers at its meeting on March 8, 1961, decided to freeze

all new applications for bank incorporations with the exception of pending

applications. The Minister of Finance has requested the Lebanese Bankers

Association for assistance in drafting a suitable decree. For some time the

Government has been concerned about the "overbanked" situation here. The

plethora of banks has created an unhealthy competition.. To survive, 
the smaller

banks in particular, have been paying high interest rates to attract depositors

and then have had to make loans which were probably not in all instances sound.

The Government felt it had to take this remedial step before a bank failnre'-

resulting from improper banking practices could damage Beirut 's reputation as

an international financial center. The Government continues to welcome the

entry of large foreign banks. In fact, during the quarter the Hanover Bank

of New York opened its Representative Office to the Arab countries of the

Middle East and North Africa. The Bank of Tokyo, the Bayerische Vereinsbank

of Munich and the Commerzbank of West Germany are among the larger foreign banks

having regional representatives in Beirut beside the Bank of America.

UNCLASSIFIED
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The decree "Arabizing" the Syrian Region commercial banking 
system has

affected some 16 banks operating in Lebanon with branches 
or head offices in

the Syrian Region. Informed circles believe that the four Lebanese banks will

comply with the law and continue their operations 
there. On the other hand,

the remaining banks, especially the five European banks with branches there,

are expected to close their doors rather than submit to "Arabization".

At its meeting on January 16, 1961, the one-year old Lebanese Bankers'

Association elected new officers for 1961. The Association now has 29 members,

and increase of five during the quarter, and from all indications is being

consulted more and more by the Government on all matters affecting banking in

Lebanon.

Two banks, Banque Ghosn Libano-Bresilienne (nominal 
capital :LL one million

($519,489)), formerly a family partnership, and the Arab Development Bank

(nominal capital : LL 8 million ($2.6 million)O were incorporated. 
Bank Audi

increased its nominal capitalization from LL one million ($319,489) 
to LL 3 million

($958,466). Two more banks -- the Arab Economic Bank and the Cabbabi Bank --

were added to the list of approved banks. These additions make a total of 46

approved banks. on

Two banks -- the Arab Bank Limited and Bank Al-Ahli -- have together/short

term deposit in several large Japanese banks about $12 million. These Japanese

banks have been quoting high interest rates (6-7 percent) for about a year to

attract funds. The Japanese offers have been attractive since 
there is no risk

of loss from foreign exchange fluctuations and the 
rates are higher than in

New York or London. To the extent that the Japanese banks have been 
able to

attract funds from Beirut directly, they have inevitably 
cut into the profitable

triangular operations of American banks here whereby the 
latter financed Japan's

sterling requirements.

The Executive Committee of. the Emigrants' Convention, headed by Pierre EDDE

(former Minister of Finance and President of the Lebanese Bankers' Association),

has proposed a draft law authorizing the establishment of an open-end mutual

investment fund. This financial institution would be the vehicle 
by which

Lebanese living here and abroad would invest 
in various enterprises wherever!

there are Lebanese. If enacted, the proposed bill, which is being carefully

studied by banking and governmental circles, would be precedent-shattering, since

heretofore all enterprises whether industrial, commercial or financial 
have been

established in accordance with the commercial 
code.

(c) Gold and Foreign Exchange

The institution of general foreign exchange controls in the Syrian Region

led to an abrupt drop in quotations for the Syrian pound, which had been

weakening for some time. Within two weeks, however, the Syrian pound had

-

The Embassy was informed several months ago that the Association membership

stood at 35, however subsequently some of the French banks including the

Banque de Syrie et du Liban decided to reconsider their applications.
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recovered its strength and was quoted at the end of the reporting period at

LP 79, as compared with LP 75 immediately before the announcement of the decree.

It appears that trade between the two countries, which had been all but

suspended for a few weeks, has been resumed. The smuggling trade temporarily
decreased. Payments for goods were complicated by the exchange controls. Some

capital flight from the Syrian Region continued as local banks reported deposits

of smuggled Syrian currency.

The quotation for the dollar continued to drop during the quarter, the

average buying rate slipping from LL 3.14 to LL 3.119. The reason is that

demand for the dollar has decreased because of slow business conditions, while

its supply, fed by capital inflow, has not diminished. At the same time the

supply of Lebanese pounds has declined mainly because of the government ts
contractive fiscal policy.

The new Soviet ruble is being quoted by Beirut foreign exchange dealers

at LL 1.50 ($0.48).

At the end of March the Beirut price for a kilogram of gold dropped to

LL 3,540 ($1,131), some LL 135 ($43.13) below the peak of early November 1960.

Gold imports diminished to a mere trickle. The gold transit trade, however,
remained active, with shipments destined for the Persian Gulf, Iran and Saudi

Arabia.

(d) 1961 State Budget

On January 30, 1961, the Chamber of Deputies approved the 1961 ordinary
state budget, calling for expenditures of LL 273.8 million ($87.7 million).

As originally drawn up by the Government, the budget called for expenditures

of LL 267.5 million ($85.7 million). The LL 6.3 million ($2.0 million) increased

is largely accounted for by an increase in appropriations for roads and for

salaries.

If the budgets of the Telephone Administr tion, the Wheat Office, the

National Lottery and the Lebanese University 1 are included with the ordinary

budget, the overall total comes to LL 307.5 million ($98.6>million) or an

increase of LL 56.1 million ($18.0 million) over 1960.

The Government anticipated that out of a total revenue of LL 307.5 million

($98.6 million), 52.3 percent of the total would be accounted for by indirect

taxes -- customs and excise -- 23.4 percent from direct taxes and the remaining

23.3 percent from miscellaneous fees and income from various governmental services.

Out of the 1961 total appropriations of LL 307.5 million ($98.6 million),

,L.237.8 million ($76 million), or 77.3 percent is accounted for by current

expenditures, and LL 69.7 million ($2.2 million) or 22.7 percent by capital

expenditures.

If The budgets of the Beirut Water Service, the Electricity and Public

Transportation Service, the. National Reconstruction Service, and the

National Litani Office are not included in the government Is budget law.
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(e) Stock Exchange

Activity on the Beirut stock exchange during the past quarter established

new records in terms of number of shares (285,217) and value of shares (LL 3703

million - $12.0 million) traded. Some 56.4 percent of the number of shares

traded (161,397 shares) were accounted for by active trading in shares of the

Casino du Liban. In February, when two contending groups were trying to buy

control in the Casino, the total number of shares traded amounted to 116,291 --

a new record. Other companies whose shares were actively traded, were the

Lebanese Television Company, the Beirut Port Company and the El Bared Electricity

Company.

A committee has been preparing a new draft law for reorganizing the Beirut

stock exchange. Among other things, the bill increases the influence of the

banks at the expense of the brokers, who are fighting the proposed changes to

protect their interests. The bill is designed to make the exchange a source of

long term investment funds rather than the highly speculative medium that it is

now.

(f) Foreign Loans

Revised figures from the National Litani Office indicate that a total of

$9.8 million has been drawn down on the $27 million IBRD loan,

Out of the $5 million line of credit from the Development Loan Fund, the

Banque de Credit Agricole, Industrielle et Foncier (BCAIF) had drawn down

$352,830 by end of March, or a sum of $226,090 during the quarter. As anticipated,

the rate of drawdovms is being accelerated.

The Societe pour l'Industrie des Metaux. (SIDEMI) opened a letter of credit

$230,000 for equipment purchases from its DLF loan of $400,000. No drawndowns were

made on the DLF loan of $500,000 to the El Bared electric company because no

suitable way has thus far been found- to provide adequate security to protect

the DLF loan.

By the end of March the Phoenicia Hotel Corporation had drawn down a total

of $850,000 on the Eximbank loan of approximately $2,275,000 for the purchase of

American manufactured equipment .for the hotel.

On February 16 Minister of State for Municipal and Rural Affairs Abdallah

Mashnouk signed on behalf of the Mmicipality of Beirut a five million pound

sterling loan ($14 million or LL 43.7 million) with the Kuwait Government. The

Council of Ministers subsequently approved the loan, whose repayment within ten

years is guaranteed by the Lebanese Government. The loan agreement is expected

to be ratified by Parliament during its current session.

Negotiations for a-PL 480 Title IV agreement for approximately 225,000 tons

of wheat and 30,000 tons of other cereals were started in January, but to date

no agreement has been concluded.

* .I
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II. FOREIGN TRADE AND ECONOMIC RELATIONS

Customs receipts during the quarter under review were on the same level as

those of the last 1959 quarter (LL 27.5 million ($8.8 million) in 1961; LL 27.0

million (38.6 million) as of December 1959), indicating a drop from the high

figures attained during the booming second, third, and fourth quarters of 1960.

Loadings at Beirut Port rose to 70,287 MT from 63,770 MT during the last quarter

of 1960, but remained considerably below the high levels at the end of 1959 and

at the beginning of 1960. Unloadings also rose to 374,749 MT from 358,034 over

the preceding quarter, but lagged below the 389,073 MT level attained during the
first quarter of 1960. The rise in unloadings and the drop in customs receipts

during the quarter should be viewed in the light of the fact that units of low-

duty but heavy-weight knitting machinery and also 15,000 MT of duty-free PL-480,
Title II wheat and barley were unloaded during the first quarter of 1961. In

other words, the rise in unloading was not an indication of continued expansion,

but rather of a depressed rural economy; while the drop in customs receipts was a

recessional symptom as far as the 1960 boom in the trade and services sector is
concerned.

Transit trade continued its steady decline and dropped to 62,150 MT from

the previous low of 75,441 MT of the preceding quarter. A reported corollary

increase in illegal transit trade is difficult to ascertain or to document.

At the end of January a protocol was signed renewing for three years the

1954 Soviet-Lebanese Trade Agreement. The protocol provided for an increase of

annual trade from LL 15 million ($4.8 million) to LL 20 million ($6.4 million),

and bound the USSR to an annual purchase of Lebanese fruit equal to one-third of

Soviet exports to Lebanon, or a quantity worth LL 6 million ($2 million), one

third of which was to consist of 4000 MT of apples. According to the protocol,
the clearing account was to be handled by Lebanese bank instead of a foreign bank.

Figures just revealed indicate that Lebanon's balance of trade with the USSR,

favorable during 1959 (exports : LL 6.5 million ($2.07 million); imports : LL 5.4
million ($1.7 million)), became unfavorable during 1960 (exports : LL 5.3 million

($1.7 million); imports : LL 10.2 million ($3.3 million)). During the 1959-60

period the Lebanese trade deficit with the Bloc increased from LL 8 million

($2.6 million) to LL 20 million ($6.4 million) as a concomitant of a significant

growth in the volume of trade in both directions. Lebanese imports from the Bloc

rose from LL 19.5 million ($6.2 million) in 1959 to LL 30.1 million ($9.6 million)

in 1960; Lebanese exports to the Bloc increased from LL 7.8 million ($2.5 million)
to LL 10.2 million-($3.3 million). Next to the USSR, Czechoslovakia appeared to be

emerging as Lebanon's leading Bloc trade partner. During 1960 Lebanese exports to

that country increased five-fold (from about LL 1/2 million to LL 2.5 million), while

Lebanese imports from the same source rose from LL 5.9 million ($1.9 million) to

LL 8.7 million ($2.8 million). During the same 1959-60 period the Lebanese trade

deficit with Czechoslovakia increased from LL 5.5 million ($1.8 million) to
LL 6.4 million ($2.0 million).
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Statistics are now also available to show that during 1960 over 1959
the total value of Lebanese imports from the whole world, exclusive of gold,

increased by 27.4%, from LL 572 million ($182.7 million) to LL 728 million

($232.6 million). Included in this trade growth was a 15.8/ increase in imports

from the United States (from LL 76 million in 1959 to LL 88 million in 1960),

as compared with only a 7.7% growth of US exports during 1959, according to

Department of Commerce statistics (13.3% according to the Lebanese customs).

Principal luxury commodity imports from the US in 1960 were refrigerators,

air conditioners, washing machines, television and radio sets, and kitchen

ranges. With the exception of radio and TV sets, US exports led in all these

luxury items.

No new trade agreements were signed during the first quarter of 1961.

Exploratory efforts were underway to enter into trade relations with certain

new African states, with which traditional connections exist owing to the

presence of Lebanese trading colonies, and also with Cyrpus. Preparations

were also being made for concluding commercial accords with Brazil and Argentina.

III. AGRICULTURE

It is apparent from field observations made during the first week of April

1961 along the Lebanese coast and in the Bekaa valley that the three-year

drought is over.

The rainfall distribution was at adequate intervals and supplied good

moisture, which allowed by the end of the first quarter surface and sub-soil

moisture to meet for the first time since the 1956/57 agricultural growing

season.

As of March 31, 1961 rainfall and snowfall were still below average but

higher than during any season of the last three drought years.

Along the coast rainfall was slightly below the average. In the Bekaa

valley the drop below the rainfall average was more accentuated.

Rainfall totalled 424 mm. at the Ksara Observatory in the Bekaa valley by

the end of the quarter. This is 145 mm. below average but 116 mm. above last

year.

Satisfactory soil moisture, a freer flow of water sources, and a substantially

increased level of underground water are the main contributing factors to the

prevailing favorable growing conditions that are expected to result in above-

average yields of almost all the agricultural crops of the 1961/62 marketing

season.

The Embassy's forecast of 1961 production of grain and feeds are 50,000

metric tons for wheat, 9,000 tons for barley, 2,800 tons for corn and 2,400

tons for grain sorghum. This compares to 20,000 tons for wheat, 4,000 tons for

barley, 1,500 tons for corn and 2,000 tons for grain sorghum in 1960.
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IV. INDUSTRY

The Government continued its serious study of a proposed new industry law
which would make it mandatory for any entrereneur to obtain permission from

the Ministry of National Economy before he aunch any industrial enterprise.

At this writing, except for the necessity of obtaining an import license to

purchase machinery from abroad, and Cabinet approval for establishing an in-

dustrial corporation, there are virtually no restrictions. The Government and

the industrialists are worried that uncontrolled establishment of new enterprises

could seriously damage already established industries. The Government wants to

make sure market surveys and economic feasibility studies justify the starting

up of new industries. Since the domestic industries operate at a handicap
because of the limited domestic market, foreign competition and the non-availability

of industrial credit at reasonable rates, the Government wants to protect them

in this way.

Two-steel-rolling mills are under construction in Lebanon. One is being

built at Amchit with a hot air cupola furnace of German manufacture (Demag).

This furnace, using scrap and high grade iron ore, will have a capacity of 25-30,000

tons. This mill is expected to commence operations in October. The second

mill, equipped with a German (Sacks) furnace of 20,000 tons annual capacity,

is being built in Tripoli and will be finished in about 18 months.

A small industrial complex, known as IRCAF (Industrie de Recuperation et

Conservation des Produits Agricoles et lruitiers) and composed of plants

manufacturing fruit juices, beer, animal feed, ice and frozen foods, is also

under construction at Amchit. The entrepreneurs made a public offering of

200,000 shares at LL 25 each. The public response was enthusiastic, some 216,537

shares being subscribed during the eight days of the offering.

The Lebanon Chemical Company, which has the only chemical fertilizer plant

in Lebanon, ordered equipment costing approximately $47,000 from the Bethlehem
Foundry and Machine Company to produce three tons of hydrochloric acid daily.

This equipment purchase is being financed through BCAIF under a DLF sub-loan.

The hydrochloric acid will be sold to textile firms and to the detergent plant
now under construction,. The company has entered into an engineering contract

with the Italian firm of Montecatini to make various improvements and expansions.

The Regie des Tabacs et des Tombacs, a large concessionary company operating

in Lebanon, which was to lose its concessionary rights on December 31, 1960,

was given a new lease on life by the Council of Ministers on January 4, 1961.
Previous action by the Council had extended the concession to March 31 to allow

a study group time to prepare a draft law to "Lebanize" the company. The Council

granted the latest extension in response to a plea from the study group that
three months was too short a time to delve into all of the legal aspects.

Lebanese enterprises manufacturing cement, cast iron, textiles, etc. continued

to suffer from subsidized exports from the Soviet Bloc and other countries. On
the other hand, the National Woolen Mill has reportedly received a repeat order

for woolen cloth from the USSR.
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Ten new industrial incorporations with a total 
nominal capitalization of

LL 56,550,000 ($18.1 million) were reported during the quarter. 
Two (a cast

iron plant and an aluminum fabrication plant) 
of these represent enterprises

formerly operating as a partnership. One is for a 50,000 ton white cement

plant to be built at Chekka, where there are two regular cement plants. The

remainder are for an iron works and plants manufacturing lime, rubber, products,

candy and pharmaceuticals.

V. CONSTRUCTION AND RENTS

Statistics for cement production and for the 
issuance of building permits

during the first quarter are not yet available at this writing There- is

general agreement among observers, however, that, 
in spite of the tight money

situation, the upward trend of construction activity 
continued unabated. The

number of vacant apartments is also believed to have increased, because land-

lords preferred to leave premises unrented 
rather than accept rents below

demands. Upon, and even before, termination of leases, tenants occupying

so-called luxury apartments were being asked by landlords to agree to rent

increases averaging from 25% to 50%. This situation disadvantageously affected

US business and government employees with fixed rental allowances. 
If a landlord

could not obtain a desired rental level for his building, he left his apartments

unoccupied, because the purchasing price of 
apartment buildings is based on total

rental value. Many buildings are being constructed by speculators 
in the hope

that they will be bought by Saudi or Kuwaiti 
investors.

Parliament's failure to enact new rent control 
legislation in March left

the rental situation unchanged : rents are controlled in old buildings in 
which

leases were concluded prior to 1943; uncontrolled 
in new buildings with central

heating, elevator, telephone switchboard, or concierge service. Under the

proposed legislation, which drew vigorous opposition 
from the labor unions and

tenantsaorganiZation5, rents in new buildings 
would have remained uncontrolled,

but in the case of leasesconcluded before 1943, rent increases ranging from

10> to 75% were to be permitted.oRepresentatives of wage and 
salary-earning

groups claimed that the rise in old building 
rentals permitted by the draft

law would more than offset the effects of two new wage measures, one raising

the minimum monthly wage from LL 95 ($29) to LL 124 (#39); the other providing

for a 15% increase to cover the rise in living costs between 
1955 and 1959.

VI. TOURISM

The tourist season began during the last week 
of the period under review;

the first twelve weeks passed without significant developments. Estimates and

statistics pertinent to 1960 released during 
early 1961, indicate that the last

tourism season was better than that which 
had preceded it. Estimates of improve-

ment vary from 17% to 25%.

In order to promote tourism, the Government 
is planning to hold a series of

festivities to beprnown as "tourism month" in South Lebanon, from May 25 to June

25. The budget provided for this event was increased 
in March from LL 125,000

($39,936) to LL 300,000 ($95,846) but has not yet been approved 
by Parliament.

Other plans for the coming tourist season include the election of Miss Europe,

an international film exhibition (June 10-18), and the annual Baalbek Festival,
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with the participation of the Comedie Francaise, the Chamber Opera Company of

Milan, and the Royal Ballet of London. The Government was also making plans
to use perhaps as much as LL 600,000 ($191,693) PL-480 wheat funds to cover

the labor costs of excavating, restoring and improving sites of antiquity and

of the Crusades in an attempt to attract more foreign visitors.

During March the Skal Club, and international organization of travel, carrier,

and hotel executives, held a convention in Beirut. The consensus of the foreign

experts was that Lebanon is a veritable gold mine of tourism revenue, which,

should be further exploited and developed. At the end of the first quarter of

1961, however, Lebanon still remained a touristically underdeveloped. country.

VII. DOMESTIC BUSINESS

The period under review was characterized by a relative immobility 
of the

domestic market, restlessness, uncertainty, an increasing number of smallbbank-

ruptcies, and an expanding chorus of complaints. Undoubtedly, the market was

dull. Merchants had overstocked with winter goods, but cold weather and rain

came late. Large unsold stocks tied up capital, making it more difficult for

the owners to replenish their inventories for spring and summer. The tight

money situation had a restraining effect on both wholesale and retail trade.

Banks became more vigilant in extending credit, further inhibiting commercial

demand. The turn of the year witnessed the highest bankruptcy rate registered

in Lebanont affecting 56 small merchants and involving about LL 10 million

($3.2 million) worth of debts. Even the semi-annual visit of the US Sixth Fleet,
which dropped anchors at Beirut during March, proved to be less profitable to

the merchants than was the case in October 1960. Financial benefits accruing

to Lebanon from the one-week fleet visit during March were estimated at about

$100,000, as compared with $500,000 during October 1960.

Automobile dealers and household appliance merchants did not share the

woes of their confreres in other lines. The automobile market is dominated

by cars of European manufacture, which sell on 24-month credit terms and upon

a small downpayment. Installment buying is also prevalent in the household

appliance market. The high trend of 1960 new car registrations, which showed

an unprecedented 21% increase over 1959, continued mounting toward new heights

during the first quarter of 1961. There were 3,133 new vehicles registered

between January 1 and March 31, 1961; as compared with 2,295 registrations

during the last quarter of 1960 and 2,236 during the first quarter of that

year. March figures were especially impressive : 1,160 in 1961; 805 in 1960;

and 410 in 1959.

Of 1,098 new passenger vehicles registered during March 1961, only 137

were US made automobiles. The two best-selling American passenger cars during

that month were Ford (43 units) and Chevrolet (23 units). In addition to the

7 European cars (Mercedes, Opel, Peugeot, Volkswagen, Fiat, Simca, and Renault)

which during the last quarter of 1960 outsold the highest-selling US automobile,
Taunus joined the ranks as the eighth of European-built carss(with 61 registrations

during March as compared with only 43 for the US Ford) which are currently

enjoying highest popularity in Lebanon. This is a further indication of the
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apparent trend in which the American big automobile is being replaced by the
European-built small car rather than by the US compact. Among 46 trucks and
pickups registered during March 1961, Ford led with 6 units; while Chevrolet,
De Soto and G.M.C. scored with one unit each. Dodge placed high with five units
among 16 new bus registrations. One of the factors inhibiting the sale of US
automobiles is high ocean freight rates, which were a source of complaints by
local businessmen attending a trade conference at the Embassy during March.

Toward the end of the quarter public clamor became stronger, demanding
that the government ease its tight money policy, which, it was claimed, exercised
a detrimental effect on all sectors of domestic business, with the obvious
exception of the automobile and household appliance markets.

VIII. AVIATION

About 50,000 more passengers were handled at the International Airport of
Beirut in 1960 than in 1959, according to traffic statistics released by the
Aviation Directorate in March. Air freight figures, on the other hand, show a
decline of some 4,000 tons (20,000 tons in 1960 vs . 24,000 tons in 1959).

The four Lebanese national airlines transported 47/ of the passengers
embarking from or debarking at Beirut during 1960, as against 53% carried by
the thirty foreign airlines regularly serving Beirut. These percentages do
not take into account passengers merely transiting Beirut, nearly all of whom
were carried by foreign airlines (137,587 vs. 2,413). Of the air freight handled
by the airport, Lebanese lifted 595. In terms of passenger traffic loaded and
unloaded at Beirut, Pan American, BOAC, United Arab Airlines and Air Jordan led
other foreign airlines.

The principal airport improvement completed during the first quarter of 1961
was the installation, with U.S. assistance, of a 200-watt VOR which was commissioned
in March and is now operating on an unmonitored status. To finance future
improvements in airport facilities, the Lebanese Parliament reportedly is
considering imposing. an airport tax of 2 Lebanese pounds (about 65 cents) on
each passenger debarking the airport.

Two Lebanese airlines took delivery of new aircraft during the first quarter
of the new year; Middle East Airlines receiving its third and fourth Comet IV Cs,
and Trans Mediterranean Airways its fourth and fifth DC-4s.

During the same quarter Lebanon signed an aviation agreement with the Federal
Republic of Germany, formalizing a temporary operating agreement under which
each country's airlines have been authorized three flights weekly between Beirut
and Frankfurt. Lebanon has also initialed a draft air agreement with Czechoslovakia,
subsequently approved by the Lebanese cabinet, but still awaiting signature. The
terms of the proposed agreement have not yet been announced.
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IX. PETROLEUM AFFAIRS

Throughput of the Trans-Arabian Pipeline Co. (TAPLINE) jumped sharply at
the turn of the year, reportedly as a result of passage of a new US tax law,
which eliminated the threat of double taxation on the line's profits if current
profits are retroactively shared with Saudi Arabia.

A substantial increase in demand for Saudi crude, which overburdened
facilities at Ras Tanura, and a tightening of the world tanker market were
additional factors contributing to the increased throughput.

Average daily deliveries through TAPLINE to Sidon were 267,256 barrels in
the last quarter of 1960, 278,567 barrels per day in December. In the first

quarter of 1961 the average was 431,440 b/d, not far below reported capacity
of 485,000. The January average was 395,911, more than 100,000 b/d higher than
December.

On the exploration side of the oil business, the German company Elwerath,
holder of a 50 percent interest in Compagnie Libanaise des Petroles, announced

abandonment of its exploration efforts on behalf of CLP after drilling its
second dry hole within a year, in the Sidon area. According to latest reports,
however, Elwerath may reconsider its decision after further study of the geological
evidence obtained from the two holes.

X; LABOR

The serious strike situation which marked the last quarter of 1960 was
considerably eased during the first quarter of 1961. On the other hand, disagree-
ments among the trade unions over important details of pending labor legislation
arose posing a threat to the early passage of several laws.

Four different pieces of labor legislation excited interest among many Lebanese.

These include a comprehensive social security bill, a measure to increase the

minimum wage from LL 94 to LL 125 per month, legislation to provide for a 15 percent

cost-of-living wage increase, and a complete overhaul of the Labor Code. Although
the General Confederation of Labor (GCL) had agreed to draft laws covering all
four of these issues, leaders of several unions began to have second thoughts
about the efficacy of the cost-of-living and social security proposals. The

unlicensed Federation of Labor Unions (FLU), the Federation of Independent Trade

Unions (FIlU) - affiliated Machinists Union, and the unaffiliated Beirut Office

of Electricity and Public Transportation Union (OETC) came out against the

requirement in the cost-of-living law that no wage increases granted during
the period 1955 to 1959 be offset against the 15% pay boost called for in the

draft law. They demanded instead that the total increase to be applied retro-

actively to January 1961.

Criticism of the proposed Social Security law was voiced by the United Unions

of Employees and Workers (UUEW), whose member unions include many white collar

workers employed by larger firms who enjoy benefits superior to those set forth

in the legislation. Since the draft law would make participation of all workers
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mandatory, the UUEWV, along with other similarly situated groups, opposes
the draft law in its present form. Further objection is raised to the cumbersome
procedures called for in implementing the social security scheme, a point on which
employer groups agree.

The decision on the part of the recently reorganized Port of Beirut Company
to extend the coverage of the Labor Code to some 350 dock workers served to prevent
a recurrence of the labor strife which had plagued the Port for some time. This
will provide these workers with benefits including sick pay, family allowances,
holiday pay, etc.

During the quarter, three of the four recognized labor federations held
their elections of the officers. The one exception was the Federation of
Unions of North Lebanon (FUNL), which obtained permission to defer its election
until May. The International Confederation of Free Trade Unions (ICITU) -
affiliated Jami'at federation's election resulted in few changes in the
composition of its Executive Board, but a number of shifts took place in the
UUEW and the FITU. Hussein Ali HUSSEIN and Fouad KARANOUH retained their
positions as President and Secretary General respectively of the Jami'at.
Gabriel KHOURY was reelected as UUEW President, but long-time Secretary General
Fouad DARIAN was replaced by Hafez AL MOUNZER, and veteran Accountant Antoine
AYOUB resigned his office to engage in the practice of law. The UUEW Council of

Delegates is now headed by Tewfik (Salloum) ABOU KHALIL of the Textile Workers.

Principal casualty of the FITU election was the federation's founder,

Abdul Majid MEHYO, who was replaced by Labib SAHLANI. President Mohammed Khalil

SHARQAWI won another term, but Vice President Nabil GHOSN lost his bid for
reelection to Naim KREIDI.

Invitations from the British Embassy were issued to three second-line trade

unionists and one official of the Ministry of Labor and Social Affairs to visit

Great Britain for a three-week period. The team is expected to leave around the

middle of April.

Already recalled as Secretary General of the FITU, Abdul Majid Mehyo went on

trial in February in the criminal court on a charge of embezzlement of welfare

funds belonging to the Stablemen's Union. If convicted, Mehyo's union career
will be definitely ended, for under Lebanese law no felon may hold union office.

Largely as a reflection of the relatively calm labor relations situation,

no significant wage gains were registered by the trade unions during the quarter.

XI. ECONOMIC DEVELOPMENT AND FOREIGN AID

During the quarter 15,000 tons of wheat were delivered to Lebanon under
Title II of PL 480. This grant was earmarked in toto for direct distribution

to needy persons in rural areas affected by the prolonged drought.

New commitments from the wheat fund during the quarter amounted to LL 1,482,400
($473,735), including LL 800,000 ($256,410) for cash relief of Zghorta residents

still suffering from the effects of drought. The remainder will be
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used to finance the labor costs of new buildings at the Marjoyoun National College

(LL 192,400 or $61,274) and the Shouf National College (LL 165,000 or $52,548), and
for additional reforestation work (LL 325,000 or $103,503). Public works projects

financed by previously committed funds continued,, although at a reduced pace, early

in the quarter due to winter weather conditions.

The three Japanese fishing experts who had been studying the fishing potential

of Lebanese coastal waters since November 1960, reported in February their

conclusions that coastal and bottom fish offered good opportunity for commercial

exploitation. Of particular interest was the presence of migratory sardine schools

from May through September. During the quarter, these experts demonstrated modern

Japanese fishing methods, using nylon nets and radar echo-sounding gear to fisher-

men in Tripoli and other fishing towns along the coast. The Lebanese government

has asked the Japanese Government to extend the stay of the mission until September

of this year in order to train more fishermen during the period when the migratory

sardine are on hand.. It is expected that the Japanese will send a fully equipped-

fishing vessel with crew for use in the training program.

Three West German experts on highway construction spent several weeks during

the quarter in Lebanon studying the Government 's proposed LL 86 million village

road project in connection with possible West German engineering assistance.

Their findings and recommendations are expected in late May. It is probable,

however, that the Government will proceed with the project utilizing Lebanese

engineers and that West German assistance will be restricted to a few expert

advisors.

Late in March a team of United Nations specialists arrived in Lebanon to

conduct a preliminary reconnaissance survey to determine the feasibility of

undertaking long term detailed studies on a country-wide basis of the irrigation

potential of hitherto unexploited ground and surface water reserves of Lebanon.

The mission was sent in response to a request by the Lebanese Government in

November 1960,"to the United Nations Special Fund for such assistance, and

expects to remain until the end of May. The team will utilize and build on

information already available as a result of investigations conducted earlier

for the LitaniKRiver project and the Water Rennaissance Investigations conducted

by USDM.

The generating capacity of the Beirut Electric Company's Zouk Mikhael plant

was increased some 28 o to 145,000 Ki' during the quarter with the addition of an

Austrian manufacture (Simmering Graz Pauker) steam turbine unit of 32,000 KW

capacity. Installation of a second unit of similar capacity in October will raise

the plant's capacity to 177,000 KW, which the company has estimated as adequate

for Beirut's needs for the next two to three years.

The Litani River Hydroelectric project, which was beset with numerous delays

and construction difficulties during 1960, was subjected to an engineering survey

during the quarter by Electricite de France (EDF) at the request of Lebanese

authorities. EF's report is said to recommend continuation of the project

generally along original lines, but with certain important engineering 
changes in

dam design, tunnel construction, etc. EDF estimates that its recommendations

would cost an additional LL 116.3 million ($37.6 million) and that the entire

project could be completed by 1964. Most probably, EDF will be asked to replace
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the Groupe Francais du Litani, the French consulting firm which has been

supervising the project, and whose operations have been shown in recent court

proceedings to have been irregular. The National Litani Office is reportedly

awaiting the government's decision as to whether the additional funds can be

made available.

XII. GOVEB1']ETNT POLICY

Although Parliament approved the ordinary state budget at the end of January

(at a figure of LL 6.3 million ($2.01 million) higher than that which was originally

requested), the Government's plans for economic development were still in the

blueprint stage at the end of the first quarter. Some progress was made in the

field 'of social legislation as Parliament debated the controversial minimum-wage

and cost-of-living package bills, on which an affirmative vote was not likely

before April. Parliament failed to pass the Governmenth proposed rent legislation

because of opposition from the labor unions and tenants' organizations (See Section V).

Strong protests from the Merchants' Associations also prevented the Government

from enforcing a 1942 decree limiting commercial profits to 20f,. Plans formulated

by the Minister of Health further to reduce prices of medicaments by limiting

importers' and retailers' profits, remained unimplemented at the end of the 
quarter.

The Government's deflationary, tight-money policy and its delay in launching

planned development projects were held responsible by many Lebanese 
for the

increasingly recessional character of the economy. In spite of growing public and

political pressure however, the Government gave no indication during 
the quarter

that it was ready immediately to abandon its traditional laissez-faire policies.

At the end of March high-level discussions were still going on concerning the

proposed establishment of a Development Board to elaborate and supervise the

execution of development projects. One alleged reason publicly advanced to

explain the dilatory nature of the proceedings was the Government 
's recent

administrative reform, in the course of which, it was claimed, experienced

technicians were replaced with persons new to their jobs.

On several occasions during the quarter various government spokesmen reiterated

the basic Lebanese faith in economic freedom and the free enterprise system,

parallel with other declarations stressing the need for planning and direction. in

the retarded sectors of the national economy. This governmental dualism also

manifested itself in import policies : notwithstanding previous announcements

concerning the need for readjusting, or perhaps abolishing, the prior import license

system, the Government proceeded to place additional items on the 
restrictive list

of imports, including refined sugar. In the field of foreign commerce, the

Government appeared to be motivated by a desire to diminish the growing trade

deficit through pushing fruit exports. Tariff policy appeared to be determined

by a desire to protect Lebanese industry, through reducing duties 
on imports needed

by, and through increasing them on products -competing with, local 
manufactures.

Efforts by two cabinet ministers to revise the Israel boycott rules in order

to make them more effective while sparing the legitimate interests of Lebanon,

remained without concrete results during the quarter. The issue arose in connection

with. the blacklisted Norwegian freighter SS MARS, which was permitted early in
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January to discharge 700 MT of Irish seed potatoes in Alexandria after Lebanese

authorities had refused to grant permission for unloading in Beirut.

In the course of the debates and discussions during January concerning the

1961 ordinary state budget, the Minister of Finance stated that, in order to

arrive at an ideal budget, the Government should (a) make it a major preoccupation

to pursue a policy of general planning in all the sectors of 
national activity

(social affairs, education, public health, finances, economy, and equipment); and

(b) to assure sufficient revenues for the execution of needed 
development pro jects

through a reform of the "anachronistic and inequitable" fiscal 
system.

At the end of February the Minister of Planning announced that the High

Economic Council was hard to work on measures to be taken to improve the general

economic situation in the country. One of the tasks the Council set for itself

was to consider the advisability of replacing the present progressive tax by a

proportional tax on corporate income. In this connection it was pointed out

that since the enactment of legislation in 1954 to exempt certain 
xn new corporations

from income taxes, capital estimated at about LL 100 million ($31.9 million) has

been invested in Lebanon.

Throughout the period under review the President of the Republic gave

repeated indications of his serious preoccupation 
with economic problems and of

a policy-directing role in guiding the economic destinies of Lebanon, 
with special

attention to applying in this country the experience 
gained in promoting economic

growth in developing lands.

Robert McClintock
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1. UNCLASSIFIED - HIGHLIGHTS

Consumption of high-octane gasoline and jet fuel in Lebanon is
continuing to rise, necessitating ever-growing imports of these fuels.
Negotiations are now underway between the MEDRECO and IPC refineries, and
the Lebanese Government toward revision of concessionary marketing and pricing
restrictions which will permit the investment required before these refineries
can expand their production to handle the increased demand.

A second American stock brokerage firm has opened a branch office in
Beirut to take advantage of increasing Arab speculation in American securities.
(Item 3).

The President has authorized an LL 84 million public works program
designed to extend the secondary road network of the country to some 600
villages presently unreachable by motor transport. (Item 4). (DRM)

2. OFFICIAL USE ONLY - FINANCE: Foreign Exchange Rates

On April 29 the quotations for the US dollar rose suddenly when the
Exchange Stabilization Fund (ESF) offered to buy about $600,000 on the local
market. The dollar rate immediately rose from LL 3.10 to LL 3.12 within a
few hours. Since then the ESF has evidently not intervened in the market,
and quotations for the dollar and the sterling have gradually dropped to
their former levels.

Quotations for the Syrian pound have risen from LP 82 to almost LP 85
during the reporting period. Exchange dealers report that there is a brisk
demand for Syrian pounds, a large part stemming from Lebanese smugglers to pay
off their Syrian partners. Moreover, there is now a very small floating supply
of Syrian pounds locally.

UNCLASSIFIED - COMMENT: Many of the banks are reluctant to part with their
holdings of dollars. Some of them, having purchased dollars at higher rates,
have sustained paper losses and are waiting for the rate to rise so that they
can make a profit. All of them are snapping up the available dollars and then
hoping to unload them later at a profit. They feel that increased Government
expenditures and the operations of the ESF are sooner or later bound to
increase the rate. (JHA)

3. UNCLASSIFIED - FINANCE: Second American Stock Brokeraae Firm Opens BeirutOffice

The American stock brokerage firm of Hayden, Stone & Co. has opened
an office at the Starco Center in Beirut. The company's New York representative
stated that the firm hopes to install a telex communications system with its
head office in New York before the end of 1961

LIMITED OFFICIAL USE
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Item 3 (cont'd) Beirut

OFFICIAL USE ONLY - COMMENT: The first American stock brokerage firm,
Fahnestock & Co., opened a Beirut office in March 1956. After many years of
pioneering work among the Lebanese, the Beirut branch is now reportedly
operating in the black.

With three American banks and two brokerage firms here in Beirut, trading
on the New York exchanges has been greatly facilitated for residents here.
While investors can still cable their brokers directly in the States, or
operate through Swiss financial institutions, the growing realization that
the services of an American bank or brokerage firm here can be used without
having to pay a penny more in commissions than would be the case with someone
in the States:. is attracting not only Lebanese funds but also Arab money from
the hinterland. One reliable source estimates that orders originating in
Lebanon currently account for about 5,000-10,000 shares of American stocks
traded daily on the New York exchanges and that a minimum of $25 million of
Lebanese funds is invested in American stocks. (JHA)

4. UNCLASSIFIED - ECONOMIC DEVELOPMENT: Rural Road Proiect Becomes Law -(BER 29)

The President signed into law on May 9 a bill authorizing an
LL 84 million ($27 million) project for the extension of the secondary road
network of the country to some 600 villages still unreachable by motor transport.
The law, promulgated by decree after Parliament had failed to act upon it during
the statutory 40-day period, represents the largest sum ever appropriated for
public works in Lebanon. LL 54 million are earmarked for the laying out and
construction of new roads, while the remaining LL 30 million will be used to
complete roads already begun.

The Government, in order to get the project underway simultaneously
in all regions of the country and as rapidly as possible, has decided to contract
with several engineering firms for the work. The country will be divided into
several districts, and a firm engaged to handle all the work in each district,
with responsibility for maintenance until the project is completed. Of some
50 Lebanese and international engineering firms who had shown interest in the
project, the Government is reported to have chosen 17 (including the American
firm of Brown Engineers International of New York) which have been asked to
submit final bids. (DRM)

5. UNCLASSIFIED - ECONOMIC DEVELOPMENT: IRFED Contract Extended. for Three .Years
(BER 30)

The Lebanese Government has indicated its approval to extend its
contract with IRFED (Centre International de Formation et de Recherches 2I
yu dg Development Harmonise) for an additional three years. The IRFED
mission had submitted a few weeks ago a large, final report on its comprehensive
economic and social survey of Lebanon. Under the three year contract extension
IRFED will reportedly draw up a five-year development program for Lebanon.
(JHA)

LIMITED OFFICIAL USE
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6. UNCLASSIFIED - FOREIGN TRADE: Danish Aaricultural Marketina Board
Office in Lebanon

The Danish Agricultural Marketing Board recently opened its first

overseas office in Beirut. This organization was established under the

auspices of the Danish Government's Ministry of Agriculture and private
Danish agricultural interests to expand exports of agricultural products
from Denmark. Two men from the office are circulating among importers,
distributors, wholesalers and retailers in the Near East from Libya to the

Persian Gulf. The office carries catalogues of Danish agricultural products

for the free use of interested dealers. The services of the two men are
provided without charge. They may later expand their activities to include
other products if found feasible.

OFFICIAL USE ONLY - COMMENT: The opening of this office coincides with
reports of increased commercial activities by both Danish private and
governmental groups in the Near East. In Lebanon, the Danes have only an
honorary Consul General, the Danish Minister to Cairo being also accredited
here. One of the men of the Board stated that his Government was considering
opening a Legation here or in Baghdad by the end of this year. If Beirut is

chosen as the site for the new Legation, the Board will become a part of it. (JHA)

7. UNCLASSIFIED - FOREIGN TRADE: Ministers Invited to West German Fair

PTT Minister Sulieman FRANGIE left last weekend to visit the Hanover
Trade Fair as the guest of the West German Government. Public Works Minister
Osman DANA is scheduled to follow this weekend. While in Germany the two

ministers will also visit Bonn and Munich to inspect German communications
equipment and road-construction techniques.

OFFICIAL USE ONLY - COMMENT: According to an official of the German Embassy,
the invitations to the Hanover Fair were prompted largely by a desire to com-
pensate for and counter similar hospitality offered by the East Germans at the
time of the Leipzig Trade Fair last year. The choice of the two ministers was
certainly influenced by West German interest in the newly-authorized LL 84
million village road program and the plans for expansion of the Lebanese
internal communication system. (DRM)

8. UNCLASSIFIED - TRADE FAIRS: Council of Ministers ADoroves Lebanese
Participation in Chicago Fair (see BER 9. Item 10)

At its regular meeting on May 10 the Council of Ministers decided to
accept invitations to Lebanon to participate in the international fairs to be
held in Cyprus (June 1961), Munich (May 1961), and Chicago (July 1961).

OFFICIAL USE ONLY - COMMENT: The Government still has taken no action on

the invitation it received to participate in the New York World's Fair of
1964-65. The Embassy believes that further efforts of its own to persuade the
Government to go to New York in 1964 might be considered pressuring and would
probably be counterproductive at this stage. Arrangements are being made for

a call by Governor POLETTI of the New York World's Fair Corporation, who will
be passing through Beirut May 17-19, on the President and on the Foreign Minister.
(LCT)
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9. UNCLASSIFIED - TECHNICAL ASSISTANCE: Japanese Technical Assistance
to Lebanon (BER 4 and 7)

Shoishi SATO, a silk expert from the Japanese Ministry of Agriculture,
arrived in Lebanon in early April for a three-month stay to render technical
assistance in the field of sericulture. All his expenses are being paid for
by the Japanese Government.

Lebanon has also. expressed an interest in receiving Japanese experts
on handicrafts. The two governments have decided to send an official from the
Lebanese Office of Social Development to Japan, so that he may select the
handicrafts most suitable for development in Lebanon. Japanese handicraft
experts will then be dispatched to Lebanon for several months to assist the
Lebanese in establishing certain handicraft industries. (JHA)

10. UNCLASSIFIED - LABOR: FUNL Reiects Mediterranean Trade Union
Congress Invitation

Mustafa HAMZE, President of the Federation of Unions of North Lebanon
(FUNL), assured the Labor Attache this week that his Federation has rejected
the invitation to attend the so-called Trade Union Congress of the Mediterranean
Region. This meeting, promoted by the Communist World Federation of Trade Unions
(WFTU), sought to bring together both Communist and democratic trade unions
presumably to advance the interests of agricultural workers in the region. The
FUNL turndown of the Communists' bid leaves only one of Lebanon's licensed
federations, the Federation of Independent Trade Unions (FITU), uncommitted on
this question.

LIMITED OFFICIAL USE - COMMENT: The Embassy had previously been informed
that the Jami'at Federation, the United Unions of Employees and Workers (UUEW)
and the FUNL would reject the Communist call, but some doubt remained as to
FUNL's final decision. As for the FITU, that organization, in view of its
more recent action of sending delegates to the Soviet Union and Czechoslovakia,
can be expected to accept the offer of a trip to the Mediterranean meeting,
which has now been rescheduled for July in Naples. (HDS)

11. OFFICIAL USE ONLY - LABOR: Issam Shahhal Forced out of FUNL

Veteran FUNL official, Issam SHAHHAL, has submitted his resignation
as Secretary General of the Federation to accept full time employment at the
Labor Health Center where he has been serving as the paid Administrator for
more than a year. This clinic was constructed and equipped by USOM/Lebanon
and still is referred to as the Point Four Health Center. As a full time
employee of the Government's Department of Social Welfare, Shahhal technically
is no longer able to continue as a union official.

FUNL officers expressed bitter resentment toward Shahhal because of
what they allege to be a series of embezzlements of union and Labor Health
Center funds. Hamze says that he compelled Shahhal to resign and proudly

LIMITED OFFICIAL USE
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displayed a photostat of his resignation. He further charged Shahhal with
investing his ill-gotten gains in a new knitting factory and says that he
warned Shahhal that the FUNL would vigorously support any claims put forth
by the plant's employees.

OFFICIAL USE ONLY - COMMENT: Holder of several FUNL offices and six-term
President of the Tripoli Commercial Employees Union, Shahhal has long been
considered one of the dominant personalities in the Federation. In addition
to having received a Point IV grant to visit the US in 1959, he had previously
travelled in Communist China and the Soviet Union. Although it is unlikely
that the FUNL officials will attempt to have him prosecuted for his alleged
thefts, it appears certain that Shahhal's trade union career has ended. (HDS)

12. UNCLASSIFIED - TOURISM: OTA Cnqress Participants Analyze Lebanese
Tourism Potential

In the course of the Sixth International Congress of the World
Organization of Tourism and the Automobile (OTA), held in Beirut from May 3 to
May 6, several leading participants expressed opinions on Lebanon's tourism
potential. A.H. PERLOWSKI, the Secretary General, stated at a press conference
that "Lebanon is becoming more and more a center of great world tourism, a process
which is greatly facilitated by the excellent chain of hotels of the first order
in existence here". Dr. Perlowski further stated that "Lebanon is resolutely
turning toward the future in the field of tourism," and that "Lebanon has a
valuable gold mine in the form of tourtist potentiality". In a somewhat more
critical vein, Managing Director Eric LEGRAND told the guests of the closing
banquet on May 6 that Lebanon is "a marvelous country, an ideal country for
tourism; only one must remember that the tourist is like a bird on the branch
of a tree: as soon as he hears a noise, he takes to flight. And there is no
noise more unpleasant to a tourist than the clash of arms or the rustling of
papers produced by an over-zealous customs officer. And, once the tourist
has taken to flight, it is very difficult, if not impossible, to make him
come back."

OFFICIAL USE ONLY - COMMENT: In private conversations with an Embassy officer,
US delegates C.L. WILSON (President, AAA) and R.E. SINGER (Executive Vice President,
AAA), stated that, in their opinion, several improvements were needed before
Lebanon could expect an appreciable numerical increase in American tourists.
These improvements would have to affect the present low number of English-speak-
ing hotel employees (in the Carlton Hotel, where the US delegates stayed), hotel
facilities, quality of food, roads, and general driving habits. Mr. Wilson was
presented with a copy of the recent Propeller Club Tourism Committee report on
the realities and potentialities of Lebanese tourism. (LCT)

Robert McClintock
Contributors:

LCTihany, JHAshida, HDSnell
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j. UNCLASSIFIED - HIGHLIGHTS

Renewal for three years of the 1955 East German-Lebanese Trade

Agreement accents Bloc economic penetration by capitalizing on Lebanese need

for fruit export markets (Item 2).

Conclusion with France of Lebanon's first bilateral tax convention

may herald similar efforts to regularize Lebanese relations with other countries

in this field (Item 6).

Pending action by new cabinet on relieving tight money situation and

launching development projects, economic stagnation continues except in

automobile and household appliance trades. (DRM)

2. UNCLASSIFIED - FOREIGN TRADE: East German-Lebanese Trade Agreement Signed (BER 3)

A protocol renewing the 1955 East German-Lebanese Trade Agreement
for three years was signed here on May 22. It provides for increasing the

annual volume of trade from LL 7.5 million ($2.4 million) to LL 11.0 million

($3.5 million) and binds the GDR to an annual purchase of 8,000 MT of Lebanese

citrus fruit. The GDR undertakes to spend 65 percent of its export receipts on
Lebanese agricultural and industrial products and the remaining 35 percent on

goods handled by Lebanese middlemen or transiting the Free Zone. Payments will

be based on Lebanese pounds and by clearing accounts.

OFFICIAL USE ONLY - COMMENT: The Lebanese were successful in the course of

the negotiations in winning GDR support for their current economic objectives:
to push fruit exports, to protect domestic industry and to revive transit trade.

The leader of the GDR delegation told a press conference that his country will
be buying Lebanese fruit at prices 20 percent above world prices and selling it

domestically below the purchase price, thus underscoring the usual Bloc political

motivation. The GDR trade agreement is the latest example of Lebanese vulnera-

bility to Bloc penetration because of limited fruit export outlets. (LCT)

3. UNCLASSIFIED - FOREIGN TRADE: Efforts to Increase Fruit Marketings in
Persian Gulf Area

The Lebanese Fruit Board is looking toward greatly increased marketings

of Lebanese apples and citrus fruits in Iraq and the Persian Gulf sheihkdorns.
The adoption of modern preparation and packaging techniques, with Point IV

assistance, has raised the quality of the Lebanese export product to a level

where it can compete very favorably with those of other suppliers to the area,

according to the Board president. In order to cut down on transport costs and

to eliminate deterioration during the long overland journey from the Lebanese

coast to Baghdad and the Gulf ports, the Board is currently encouraging the
introduction of large American-prototype refrigerated tractor-trailers for this

traffic. Such trucks could not only deliver the fruit in the same condition as

when it left the cold-storage warehouse, but could also be used to bring back,
on their return, dressed Iraqi meat and fish from the Gulf. The Board is also

seeking to interest the government in the purchase of refrigerated railroad

cars for the same purpose.

OFFICIAL USE ONLY
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UNCLASSIFIED - COMMENT: Fruit Board President Alfred KETTANEH believes

the neighboring Arab countries can easily absorb all of Lebanon's export crop

of fruit, if it can be delivered cheaply and in prime condition. He believes

it is in Lebanon's self-interest to develop this market to the utmost and to

withdraw from the European (largely Bloc) market where orders vary unpredictably

from year to year and are often tied to package trade deals, and where transport
problems are much greater. (DRM)

4. UNCLASSIFIED - FOREIGN TRADE: Australian Export Drive (BER 2)

About ten days ago the Greek ship PROCYON, chartered by the Australian
Commercial Center, arrived in Beirut loaded with Australian general merchandise.
The occasion was marked by a reception on board the ship by the Australian trade

commissioner, who came from Cairo for the occasion. The PROCYON is one of seven

ships under charter to the Center for transporting Australian goods to Lebanon.

The Center is now selling 50 tons of Australian goods to Lebanon. The Center

is now selling 50 tons of Australian mutton and beef monthly. It has also been

successful in making inroads into the local powdered-milk market, which is now

dominated by the Dutch. The Center will purchase shortly two vans for store
deliveries throughout Lebanon. It will have a stall at -the Beirut Industrial
and Commercial Exposition next month.

The Australian Government is helping the Center through appropriate
publicity. A new trade Commissiorner~for Lebanon, Mr. Guy LeMARCHAND, has been
named, and is expected to arrive in Beirut toward the end of July. (JHA)

5. OFFICIAL USE ONLY - INDUSTRY: Beer Factory License Mixup (BER 7 & 9)

An official of the Almaza brewery has informed the Embassy that his

firm has instituted court proceedings against Mr. Robert KFOURY and his

associates for submission of false statements in connection with their

application for an import license for equipment to manufacture beer. They
are reported to have stated in their application that they had signed a

contract with the Dutch brewery firm Amstel. The Almaza official asserted

that his firm had been negotiating with Amstel for over ayear before Kfoury
ever thought of the Dutch firm. A few months ago Almaza signed a contract

with Amstel, and at last report Kfoury was negotiating with a British brewery.

OFFICIAL USE ONLY - COMMENT: This beer license mixup (as well as the

aluminum case reported in BER 7) illustrates the inadequacy of present

procedures for controlling import licenses for machinery and equipment. The

Industry Bureau of the Ministry of National Economy appears to be unable to

decide these matters from the viewpoint of technical and economic feasibility.

The proposed new industry law how under study was designed to eliminate this

difficulty. With the very limited domestic market it would seem wise for the
Government to control the development of industries more effectively to
prevent needless duplication of manufacturing facilities. (JHA)

OFFICIAL USE ONLY
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4. UNCLASSIFIED - FINANCE: Lebanese-French Tax Treaty Concluded

A Lebanese-French tax treaty was recently concluded in Paris to
eliminate double taxation for citizens of the two countries. The treaty
deals in an organized and comprehensive manner with taxation of incomes and
inheritances. The general principle, followed was that incomes from movable
property will be taxed in the country where the recipient is resident. For
inheritance and incomes from immovable property, the taxes of the country
where the property is located will apply. The treaty becomes effective upon
ratification by the legislatures of the two countries.

UNCLASSIFIED - 00MMENT: To the Embassy's knowledge this is the first tax
treaty concluded by Lebanon. Heretofore such matters have been handled on an
ad hoc basis. This treaty may be the forerunner of similar treaties with other
countries in the future. (JHA)

7. UNCLASSIFIED - FINANCE: Foreign Exchange Rates (BER 10)

The Government's Exchange Stabilization Fund purchased about $50,000-
$100,000 worth of foreign exchange on May 12, thereby temporarily raising the
dollar rate to LL 3.11. The rate, however, quickly dropped again and since
has been fluctuating between LL 3.10 and LL 3.11.

The global weakness of sterling is reflected in the local buying rate
for external sterling, which is being quoted at LL 8.67-8.68. By contrast,
the selling rate on April 1 was LL 8.715.

The Syrian pound continues to appreciate, currently being quoted at
at LP 85-86. Its rise is reportedly due to the limited local supply of Syrian
currency in relation to brisk demand by Syrian workers and others sending
money across the border and by smugglers. (JHA)

8. UNCLASSIFIED - TOURISM: "Tourist Month" Begins'May 25

In order to stimulate tourist travel to Lebanon, the Government is
sponsoring a "tourist month" featured by several special events culminating
in the election of "Miss Lebanon" and "Miss Europe" at the Casino. Middle
East Airlines is reportedly granting special reduced rates to tourists
visiting Lebanon during this month.

UNCLASSIFIED - COMMENT: This is the first time the Government has
undertaken to sponsor a special attraction for tourists generally other than
the Baalbeck Festivals. Since the influx of Arab summer visitors in large
numbers does not begin until after the closing of schools in June, such
encouragements to European tourists will be welcomed by Lebanese hotel and
resort operators during this slack period. (JHA)

OFFICIAL USE ONLY
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UNCLASSIFIED - AVIATION: Lebanese-Moroccan Air Discussions

Lebanese and Moroccan delegates meeting at Beirut concluded four days

of discussions on May 15 with the initialing of a draft air agreement. Details

have not yet been announced.

OFFICIAL USE ONLY - COMMENT: Although the Director of Civil Aviation has

not yet revealed the particulars of the agreement, he has complained privately
that Moroccan delegates were so inexperienced in the requirements of civil

airlines and so imbued with the spirit of "African union" that they could see

no reason for granting Lebanese carriers fifth freedom rights as between
Morocco and any other African State. He also observed that since Morocco is
not now operating air services to Beirut and will not do so in the foreseeable
future, the Lebanese had nothing with which to bargain. (JHE)

10. UNCLASSIFIED - AVIATION: Middle East Airlines Claims Net Profit for 1959 & 1960

Sheikh Najib ALAMUDDINE, Chairman of MEA, has announced that MEA made
a net profit in 1960 of 25,000 pounds sterling, as compared with a 22,000 pound
profit in 1959.

OFFICIAL USE ONLY - COMMENT: This is the first time since its formation
in 1945 that MEA has announced having made any profit at all. If true, the

figures are interesting principally insofar as they indicate that MEA will be
less dependent upon BOAC in the future. (BOAC has underwritten MEA losses
since 1955). (JHE)

11. UNCLASSIFIED - LABOR: USOM Labor Team Departs for U.S.

Seven members of the ICA-sponsored Trade Union Leaders Team departed
for Washington on May 15. The eighth participant, because of a delay in the

issuance of his visa, left two days later. The group will spend six weeks in
the U.S. observing labor-management relations prior to departing for England
where they will visit for an additional week. (HDS)

12. UNCLASSIFIED - LABOR: New Waqe Law Signed

The controversial law increasing the minimum wage and providing for

a cost of living increase was signed by President CHEHAB and published in the
Official Gazette on May,16. Under the terms of.the new legislation, the minimum
wage is now set at LL 125 per.month, and a 15% cost-of-living pay increase to

offset the rise in living costs from 1955 through 1959 is decreed.

UNCLASSIFIED - COMMENT: Passed by Parliament over four weeks before it

was signed, the new law has already ushered in a series of union demands for

its immediate implementation. (HDS)
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$. UNCLASSIFIED - LABOR: Printers Settle Dispute with Newsppper Publishers

Joint action by the Communist-dominated Printing Press Workers and
the democratic Printing and Bookbinding Workers Unions resulted in a settlement
of a wage dispute involving all of the daily and weekly newspapers in Beirut.
The settlement provides for increases of 10% for those earning less than
LL 150 per month, 7-% for those earning between LL 150. and LL 250, and 5% for
those receiving over LL 250. After agreement had been reached with the News-
papers Publishers Association, the joint membership of the two unions ratified
the pact on May 21.

UNCLASSIFIED - COMMENT: Breaking with the parent Jami 'at federation,
the Printing and Bookbinding Workers Union refused to accept the new cost of
living wage law and joined with its Communist rival to press for an independent
settlement. This marks the most comprehensive wage gain ever registered by the
two unions. They will now seek to apply this settlement to their members
employed at the numerous job printing presses. (HDS)

14. UNCLASSIFIED - LABOR: Arida Textile Strike Continues

Some 1,000 workers at the Arida textile plant walked off the job
on May 19 demanding the 15% wage increase, a boost in the minimum wage to
LL 125 per month (both as stipulated in the new law), and the removal of women
workers from the night shift. Negotiations are to resume on May 24 under the
auspices of the Director-General of the Ministry of Labor and Social Affairs.
The UUEW Textile Workers jumped the gun by walking out at the Arida plant
before the new wage law was published. The Union further charges that 300 women
workers, in violation of the law, are employed on the night shift at wages ranging
from LL 2.75--LL 3.50 per night. With textile union President Tewfick ABU KHALIL
(Salloum) in the States on the ICA Labor Team, negotiations are being handled
by UUEW President Gabriel KHOURY. (HDS)

15. UNCLASSIFIED - LABOR: Pepsi-Cola "Boycott" Ends

The FITU-affiliated Machinists' Union called off its four-week
"boycott" of Pepsi-Cola products on May 22 when the company's general manager
agreed to reinstate six employees whom the Union charged had been dismissed
for union activity.

UNCLASSIFIED - COMMENT: Whether it was the "boycott", or the poor public
relations resulting from it, is not clear, but the unions construe the rehiring
of the six workers as another victory for their concerted acti ti (HDS

Ro ert McClintock
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