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SUBJECT: The Lebanese Government's Declaration of Economic Policy.

bfrThe new Lebanese government, formed ontMay 20 appeared on Maybefore the Chamber of Deputies and made itsC96tittioalered nMy3
of policy. It carried a vote with a small majority. quired declaration

As of possible interest, the part of this declaration of policy that dealswith economic development, is given in translation as follows:-,cx

"We shall earnestly continue seeking a solution for major andminor problems, drawing up and carrying out projects and publicutility works in all of the regions for the benefit of all theclasses of people. We shlall aporopriate for the carrying outof these projectsthe largest amounts possible within the short-est time and take into consideration the fact that State moneymust maintain the country's economy, but we shall controlexpend itures in such a way as to avoid inflation and a rise inprices. astaviinlto anarsen

We place at the top of our cares the application of thelast stage of the Administrative Reform and the preparation ofcanything that may serve general planning for the advancementof the country, and its economic and social development. Inour work we shall be assisted as much as possible by Lebaneseexperts and technicians. We have decided to set a time for the.realization of each project and to insure as much as possiblerapidity as well as coordination in order to overcome difficul oties and the causes of tardy progress."
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SUBJECT: Biweekly Economic Review No. 12, Lebanon, period ends June 8, 1961.

1. HIGHLIGHTS
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Beirut Port Company Employees Strike Ends
Textile Workers Reach Settlement -
Agreement Averts Strike of AUB Employees
Longshore Dispute Ends
Tripoli Workers Demonstrate

ECONOMIC DEVELOPMENT

7 7. Five Year Plan Approved/
8. Preliminary Survey of Groundwater Resources Completed

9. Invitation to German Banking Expert
10. Banking Secrecy Law Reinforced
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11. Real Estate Developments

12.
13.

Personnel Changes in PAA's Beirut Staff
TMA Seeks FAA-ApprovedlBeirut Maintenance Facility

14. Lebanese--UAR Tour1Sf, Agreement

TRADE FAIR d
15. Third Industrial and Commercial Exposition Opens in Beirut
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LIMITED OFFICIAL USE Page 2
Despatch 925

1. HIGHLIGHTS - UNCLASSIFIED Beirut

Economic activity in Lebanon continues to reflect the unsettled
political climate of the past several weeks. Labor unrest has followed
worker dissatisfaction with management attempts to comply with the recent
law, which is difficult to interpret, providing for a 15% cost-of-living
wage increase.

On June 7 the Council of Ministries gave its approval to a bill
providing for a five-year plan of development to start in 1962, at a
cost of LL 450 million ($145 million). (DRM5

2. UNCLASSIFIED - Beirut Port Comanv Emolovees Strike Ends

The four-day strike of 1,200 clerical and technical employees at
the Beirut Port Company ended at midnight on June 6 with agreement on the
following points:

(a) A settlement of the Union's demand for a 15% cost-of-living increase
as provided in the new wage law. Those employed prior to 1955 will receive a
12% cost-of-living increase based on their 1955 rates of pay. Those employed
subsequent to 1955 will also receive a 12% pay boost, but based upon their
initial rates of pay. In no case will the increase be less than LL 20 nor
more than LL 65 per month. The increases are retroactive to January 1, 1961.

(b) The "loan" extended to the employees in partial settlement of their
original cost-of-living claim will be considered as a bonus.

(c) All employees with temporary status will be classified as permanent
not later than January 1962.

(d) 40% will be added to the regular biennial wage increases. The
previous twelve-year limit for such increases for artisans will be extended
to twenty years.

(e) Employees on the payroll will be given priority in filling higher
positions.

(f) Strike days will be paid for.

Port Company Employees Uniob officials estimate that this settlement
will cost the company LL 700,000.

The strike resulted in some shipping being diverted to Tripoli and
Latakia for unloading, but the Embassy has been informed that not more
than three ships were thus diverted.

LIMITED OFFICIAL USE
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LBOR (cont'd) Beirut

In an effort to settle this dispute, Gabriel KHOURY, president of the
parent United Unions of Employees and Workers (UUEW), met President CHEHAB
and Prime Minister Saeb SALAAM. Salaam is credited with insisting on a
speedy settlement.

UNCLASSIFIED - COMMENT: With the end of the Port strike, only 200-odd
employees of the Abroyan woolen textile mills remain on strike over the
application of the new wage law. The possibility exists that other UUEW
affiliates will be able to settle their wage claims on the basis of the
Port and textile agreements. (HDS)

3. 1haTAssTFTDn - Textile Workers Reach Settlement

The nation-wide strike of textile workers, which began at the Arida
plant on May 19, ended on June 3 with an agreement initiated by Dr. Rida
WAHID, providing for a graduated scale of cost-of-living wage increases
under the new law. Employees earning less than LL 150 a month are to
receive the full 15% increase; those earning LL 151 to LL 300, will have
a 7% increase; and those above LL 300, 5%.

The above increases will be retroactive to March 1, 1961, with the
employers being granted the right to pay the retroactive portion of the
increases in installments. The mill owners further agreed to apply the
new minimum wage of LL 125 per month retroactive to January 1, 1961.
Instead of payment for strike days, the companies consented to grant "loans"
in the amount of what would have been earned during the strike. These will
be deducted from the terminal indemnity payments due to each employee.
Arida management won the right to deduct an amount from the "loan" equal to
pay for the first four days of the strike.

UNCLASSIFIED - COMENTS This generous settlement will add appreciably
to the mill owners' overhead and is expected to intensify their demands for
higher protective tariffs. Over 5,000 workers are affected by this agreement,
constituting the largest group thus far whose claims under the new law have
been settled. (HDS)

4. UNCLASSIFIED - Aareement Averts Strike of AUB Emplovees

A walkout of some 1,200 non-professional employees and workers at
the American University of Beirut was narrowly averted by an agreement on
May 31. Under the terms of the pact, arranged with the assistance of Ministry
of Labor officials, the University and the AUB Employees Union agreed to the
following:

(1) A full application of the 15% cost-of-living provision of the new
wage law, effective from January 1, 1961.

(2) Preference for higher positions to be accorded to those already
on the payroll.

LIMITED OFFICIAL USE
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kAO (cont'd) Beirut

(3) New working rules to be negotiated.

(4) Revision- of wages for low-paid employees.

(5) A uniform holiday rule.

(6) Reduction of the work week from 48 to 45 hours for certain employees.

(7) Improvement in living quarters for hospital employees.

(8) Restoration of the employees' loan fund.

OFFICIAL USE ONLY - COMMENT: This settlement would appear to put an end
to the long standing demands of the unaffiliated AUB Employees Union and pave
the way for improved labor relations at the University. The Embassy has
received no estimate of the total cost of the settlement at this time, but it
is expected to exceed $300,000 a year.

An interesting sidelight is the headline which appeared in Al Da,
the PPS newspapers "Wishing the Plant Owners Will Hear: The American
University Workers Obtained Their Demands". (HDS)

5. UNCLASSIFIED - Lonashore Dispute Ends

The Beirut Port Company apparently settled another dispute with its
longshoremen on June 1 with the signing of an agreement providing for the
payment of the 15% wage increase, holiday pay, an increase in the amount due
under the company's longevity rule, sick pay, and preference of currently
employed workers for higher paying jobs. The agreement leaves it up to the
Government to decide upon the application of the cost-of-living increase.

UNCLASSIFIED - COMMENT: The Port Company had agreed in March to apply
the provisions of the Labor Code to its longshoremen who are represented by
the Jami'at affiliated Dock Workers Union.. This latest settlement seems to
indicate that the company had not made effective those provisions of the
Code dealing with holidays and sick pay. It remains to be seen when the
cost-of-living issue finally will be settled, however.

6. UNCLASSIFIED - Triooli Workers Demonstrate

Led by officers of the Federation of Unions of North Lebanon (FUNL)
several thousand workers staged a demonstration -in Tripoli on June 5, 1961
demanding that the city's pharmacists resume their practice of giving discounts
on drugs sold to working class families. This practice had been stopped by
the Government because of its new uniform price policy.

The pharmacists are reported to have agreed to resume the practice
of discounting their prices for the workers and threatened to close their shops
if the Government insisted that uniform prices be charged to all. (HDS)

LIMITED OFFICIAL uSe
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ECONOMIC DEVELOPMENT Beirut

7. UNCLASSIFIED - Five Year Plan Aproved

On June 7 the Council of Ministers approved a draft law providing
for a five-year Plan of development to begin in 1962 at a cost of LL 450
million ($145 million).

UNCLASSIFIED - COMMENT: Only scanty details of the proposed Plan are
available to the Embassy at this writing. The apparent priority given to
water-supply and irrigation projects seems to indicate that the new Plan
has received at least some of its inspiration from Father Lebret's IRFED
survey and recommendations (see Embdesp 239, October 14, 1960). Since the
proposed Plan is not scheduled to start until early next year, its effect
on the current business recession will probably be mostly psychological. (LCT)

8. FICIA USE ONLY - PlinaySreofGrudaeRsocs

A four-man UN technical assistance mission headed by Dr. V.M.
YEVDJEVICH of Colorado State University and financed by the Special Fund
has completed its three-month preliminary survey of Lebanon's groundwater
resources. According to a USOM source, the mission found that Lebanon has
a most complex geology. Under the Akkar plain, a layer of fresh water lies
on top of another layer of salt water. Uncontrolled pumping, therefore,
could easily lead to the displacement of fresh water by salt water. In the
Beka'a valley further detailed studies are necessary not only to regulate
the pumping but also to recharge the underground water table, which has been
dropping because of the three-year drought and continued pumping. A potential
source still untapped is the fresh water springs off the Lebanese coast,
especially between Beirut and Tripoli. If the source of this water could
be traced to the mainland, it could be tapped for various uses. This mission
recommended that Lebanon follow up the preliminary survey with a thorough
investigation of its groundwater resources.

The Embassy will submit the conclusions and recommendations of the
mission's written report when available. (JHA)

9. UNCLASSIFIED - Invitation to German Bankina Exert

Dr. Hjalmar SCHACHT, the West German financial expert, has been
invited by the Lebanese Government to serve as consultant in drafting new
banking legislation. Schacht has reportedly accepted the invitation.

LIMITED OFFICIAL USE - COMENT:_ It appears that Finance Minister Pierre
GEMAYEL more than anyone else in the Lebanese Government was responsible for
the invitation. He apparently feels that Schacht is the "miracle" man who
will solve Lebanon's banking problems.

LIMITED OFFICIAL USE
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FIN (cont'd) Beirut

Both the Director General of the Ministry of Finance, Andre TUEINE,
and the German Commercial Counselor have serious reservations about Schacht's
role. They strongly suspect that his ideas may not be suitable for a free
economy like Lebanon's.

The Embassy believes that Schacht's arrival may meanthe end of any
possible chance of establishing either the proposed Council of Money and
Credit or the proposed Currency Commission (see D-896, June 2, 1961). The
Embassy also wonders what effect this action will have on the Lebanese
Government's recent request for two IMF experts. (JHA)

UNCLASSIFIED

The note issue as of May 31, 1961 was LL 431 million. It has
remained unchanged since October 15, 1960.

10. UNCLASSIFIED - Banking Secrecy Law Reinforced

Before ending its ordinary session, Parliament voted unanimously
and without debate a rider to Article 103 of the Banking Secrecy Act, which
made it obligatory for businessmen and firms to place at the disposal of
fiscal agents all their records. The rider exempts banks from the provisions
of Article 103.

LIMITED OFFIIAL USE - COMMENT: The rider is designed to reinforce the
Banking Secrecy Act by plugging reported leakages of information at the banks.
The well-known practice of depositing earnings in numbered bank accounts for
the purpose of tax evasion will now be made practically water-tight. The
author of the rider is Raymond EDDE, a strong opposition figure, who is
probably seeking to raise his stock among the business elite disillusioned
by the Salaam Government's relative inactivity in dealing with the current
recession. The unanimity of government and opposition deputies in voting
for the bill is indicative of a general tendency to seek favor with the
business elite. (LCT)

REALESA§TE

11. OFFICIAL USE ONLY - Real Estate Developments

Several sources have indicated that Beirut real estate prices for
the past six months have reached a plateau after having risen uninterruptedly
since the end of the 1958 internal difficulties. The tight money market has
reduced Lebanese demand for real estate and developers of suburban tracts
for the middle income class are reportedly in financial difficulties. Another
contributing factor is the reportedly complete stoppage of real estate purchases by
Kuwaitis and other wealthy Arabs for the past six months. Moreover, one reliable
source stated that the Kuwaitis have already instructed their Beirut agents to
start liquidating some of their extensive holdings here.

LIMITED OFFICIAL USE
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REAL ESTATE (cont'd) Beirut

OFFICIAL USE ONLY -COMMENT: Most of the past appreciation in local
real estate prices may be attributed to the influx of Saudi and Persian
Gulf oil money seeking investment and security in Lebanon. In 1958 when
Lebanon was closed to tourists, these oil-rich sheikhs discovered the
facilities offered by the Swiss and other European banks. Thereafter, the
rate of their investment of surplus funds here began to decline. A large
proportion of these funds was channeled into real estate. Should this
inflow into real estate be reduced to a trickle or cease altogether, the
local real estate boom, especially in large, luxury apartments and office
buildings, may be dealt a serious blow. Any liquidation, however, will
take considerable time since buyers with sufficient capital are currently
scarce. (JHA)

AVIATION

12. UNCLASSIFIED - Personnel Chanaes in PAA's Beirut Staff

Pan American World Airways has announced that effective June 1
Mr. Jesse L. BOYNTON will assume the responsibilities of District Traffic
Sales Manager for Pan American Airways. The assignment will be in addition
to Mr. Boynton's present duties es Pan American Director for the Middle East.
Mr. William H. O'GORMAN, formerly District Sales Manager at Beirut, is being
reassigned and will not be replaced.

13. OFFICIAL USE ONLY - TMA Seeks FA-ADproved Beirut Maintenance Facility

Mounir Abou-HAIDAR, owner-director of Trans-Mediterranean Airways,
has informed the Embassy that he will apply for FAA certification of TMA's
maintenance facilities. His aim, in part, is to encourage the use of TMA's
maintenance facilities by owners of American aircraft throughout the
Middle East.

TOUR

14. UNCLASSIFIED - Lebanon-UAR Tourist Aareement (BER 17)

According to press reports, a new tourist agreement between the
United Arab Republic and Lebanon was signed in Cairo on May 30, 1961. It
permits unlimited numbers of Egyptians to summer in Lebanon and to bring
with them up to a maximum of LE 100 per person. A special rate of LL 8
to one Egyptian pound was also provided.

Furthermore, the UAR authorities agreed to import during the month
of June LE 30,000 worth of Lebanese cherries, plums and pears. A separate
accord will reportedly be concluded for importation of LE 200,000 worth
of Lebanese apples.

LIMITED OFFICIAL USE
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TOURISM (cont'd) Beirut

UNCLASSIFIED - COMMENT: By apparently tying fruit purchases to the
tourist agreement, the UAR authorities were able to obtain from Lebanon
a more favorable rate (current rate LL 5.95 to one Egyptian pound) than
last year's rate of LL 7.75 to one Egyptian pound (free rate then LL 6.45
to one Egyptian pound). Last year's fruit purchases amounted to about
LE 200,000. (JHA)

TRADE FAIRS

15. UNCLASSIFIED - Third Industrial and Commercial Exoosition Oens in Beirut

The Third Annual Industrial and Commercial Exposition opened at
the Cite Sportive in Beirut on June 2 for a two and one-half week display
of both Lebanese and foreign products. Among the many exhibits were some
sixteen displays of American goods varying from electronic business machines
and heavy electrical household equipment to modern packaged foodstuffs.
Attendance during the first week-end ran well over twenty thousand.

UNCLASSIFIED - COMMENT: All exhibitors of U.S. products were supplied
with the stars-and-stripes "American Quality" placard, which was displayed
with enthusiasm. The Embassy will report more fully by despatch after the
conclusion of the Exposition. (DRM)

R bert McClintock

Contributrs:

LCTihany, HDSnell, JHAshida, JHEnnis

DEPT: Please pass to - AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA,
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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2. Expansion of Installment Credit
3. New Controlling Interest in Insurance Company

.' 4. Iraqi Money and Banking Expert Proposed as Advisoz to Government

INDUSTRY
5. New Detergent Plant to be Erected
6. Proposed Chemical Fertilizer Plant

TOURISM
7. Syrian Borders Opened to Iraqi Tourists Coming to Lebanon
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Printing Press Agreement on Cost of Living Increase
Beirut Rotary Club Grants Scholarship for Trade Unionists
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LIMITED OFFICIAL USE Page 2
Despatch 956
Beirut

1. HIGHLIGHTS - UNCLASSIFIED

The controlling interest in the highly respected bi-weekly
economic journal Le Commercedu Levant, has been sold to a Beirut public
relations firm. (Item 16).

A Lebanese firm will erect a plant for the local manufacture of
the synthetic detergent TIDE, under license from Proctor and Gamble. (Item 5).

An IBRD mission has arrived in Lebanon to discuss its $27 million
loan to the Lebanese government for the litani River Hydroelectric Project.
The Lebanese will probably ask for a rescheduling of the installment payments,
the first of which is due this August under the terms of the original loan.

As a result of its successes at the Leipzig and Cairo Fairs, the
Lebanese Fruit Board has decided to establish a permanent committee to
oversee on a continuing basis the Board's exhibits at future international
expositions. The Board has accepted a Czech invitation to display Lebanese
fruits at the International Fair to be held in September, 1961, at Breno.

The Indonesian Government is reported to be considering the
establishment in the Beirut Free Zone of a warehouse for the storage of
rubber to be re-exported to other Middle East countries.

Lebanon has declined to participate in the forthcoming International
Veterinary, Conference to be held in Ankara under United Nations auspices. (DRM)

FINANCE

2. UNCLASSIFIED - Expansion of Installment Credit

A local Mercury dealer has recently begun advertising over
television the purchase of his cars under a 40 month installment credit
plan. The dealer has informed the Embassy that his sales have picked up
remarkably since his campaign began. He does not expect to offer such terms
for more than two months -- long enough to clean out his 1961 models -- since
local banks are not geared to finance automobiles beyond 24 months at the
present time. No other dealer has offered to match his credit terms thus far.

UNCLASSIFIED - COMMENT

Although the terms offered by this dealer are only temporary,
they nevertheless point to the importance of installment credit in sustaining
local prosperity. Up until the end of 1959, twelve months payment was the
usual practice, but thereafter the term was extended to 24 months. Although
at first only automobiles were sold on credit, in the last few years all major
appliances have been sold on this basis, with monthly installment payments
after as low as LL 15-20 because of stiff competition. Although no statistics
are available, the expansion of installment credit has been a major factor in '.
the expansion of bank credit to the private sector of the economy in thei
last two years. (JHA)

LIMITED OFFICIAL USE
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FINANCE (cont'd) Beirut

3. LIMITED OFFICIAL USE - New Controllina Interest in Insurance Companv

According to a reliable source, Mr. Yusef SALEM, one of the
wealthiest men in Lebanon, with holdings in many financial and industrial
enterprises, has sold his controlling interest in the Union National
Insurance Company to the Kettaneh Brothers. For some time there have been
rumors of friction between the two groups over differences in company
policy. It was once reported that Salem would sell his interest in Union
National and establish another insurance company. Kettaneh Brothers were
afraid that Salem would then take some of Union Notional's largest clients,
including Middle East Airlines, to the new company. A compromise was
apparently worked out whereby Salem and his associates sold out to Kettaneh
Brothers and Salem was appointed Honorary Chairman with an annual salary of
LL 25,000. Salem, presumably, promised not to form a rival insurance
company. (JHA)

4. LIMITED OFFICIAL USE -Iraai Money and Bankina Expert Proposed (BER 12)

Professor Paul KHLAT has informed the Ambassador and other Embassy
officers that, while he was in the President's office recently, Prime
Minister SALAAM telephoned and proposed an Iraqi expert named CHEHAB as an
adviser to the Lebanese Government on monetary and banking affairs. Khlat
mentioned that Chehab had been expelled from Iraq for his strong pro-Nasser
sympathies.

LIMITED OFFICIAL USE - COMMENT: Khlat has reported these developments
to the Embassy, probably hoping that the Ambassador would voice his
opposition with President CHEHAB. He apparently feels strongly that any
introduction of foreign experts, except for those from the International
Monetary Fund, would doom forever his pet project, the Council of Money
and Credit. (See Embdesp 896, June 1, 1961). (JHA)

5. OFFICIAL USE ONLY - New Deterrent Plant

Under a licensing agreement with Proctor and Gamble (P&G), the
Lebanese Detergent Company, -wholly owned by Lebanese interests, will erect
a plant for the manufacture of the synthetic detergent Tide next to the
glass plant in Choueifate, just south of Beirut. Most of the equipment
has already arrived from the United States. Construction and installation
will begin momentarily and is expected to be finished in about twelve months.
The plant will have a drying tower with a capacity of 2,000 MT per hour, or
approximately one third of Lebanon's present consumption. The company,
therefore, hopes to export Tide to neighboring countries. About 30 Lebanese
will be employed continuously on plant operation. Top engineers will be
trained by P&G in plants in Europe and North Africa. Most raw materials
will be imported except for oleum, which the Lebanon Chemical Company has
agreed to supply.

LIMITED OFFICIAL USE
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INDUSTRY (cont'd) Beirut

OFFICIAL USE ONLY - COMMENT: This is the second detergent plant in the
Near East according to a P&G representative, the first one being the
Lever Brothers' plant in Damascus for the manufacture of Omo. Within
the next few years P&G licensed plants will be erected by local interests
in Alexandria, Jidda and Baghdad.

This new detergent plant in Lebanon will replace the Tide packaging
plant, which P&G itself opened in Beirut only last November. This plant
has been packaging Tide in small cartons from bulk shipments imported
from the United Kingdom. (JHA)

6. OFFICIAL USE ONLY - Proposed Chemical Fertilizer Plant

The proposed chemical fertilizer plant project calling for the
use of off-gases.from the oil refinery at Zahrani appears to.be moving
forward. Backers of this project -- Messrs. Adel OSSEYRAN (deputy from
Zahrani and wealthy landowner), Pierre EDDE (former Finance Minister),
Abdallah KHOURY (of the CAT Company) and Edmund RABBAT (attorney) have
already applied to the Government for permission to form a corporation
initially capitalized at LL 15 million. Discussions have been under way
with American, Italian, and German companies for financing the purchase
and installation of the equipment and possibly technical assistance for
operating the completed plant. The best available terms will determine
the kind of fertilizer to be produced and also the process to be used.
The principals contemplate a plant with a capacity of between 60,000-80,000
MT per year. Lebanon is currently consuming about 40,000 MT annually. The
Industry Division of U8O/L is looking into the possibility of a loan for
this project from a US Government lending agency. (JHA)

TOURISM

7. UNCLASSIFIED - Syrian Borders Opened to Iraai Tourists Comina to Lebanon
(BER 12)

According to press reports the Iraqi-Syrian border has been
opened to Iraqi summer visitors to Lebanon without any restrictions. As
a result of discussions between Lebanese-UAR authorities in Cairo and
Damascus, the Syrian authorities have reportedly agreed to extend all
facilities to Iraqi tourists so that they can cross border points with
the minimum of delay.

The Beirut press stated, however, that Baghdad had announced that
Iraqi tourists will be allowed to take only 200 dinars out of the country,
as compared with 300 dinars allowed last year, in order to encourage Iraqis
to spend the coming summer at home.

UNCLASSIFIED - COMMENT: Although the amount of Iraqi funds that can be
taken out has been reduced, this development is more than offset by the early
conclusion of the transit agreement with the UAR authorities. Last year, the
UAR did not grant this permission until July. Moreover, with a reduction of

LIMITED OFFICIAL USE
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TOURISM (cont'd) Beirut

political tension between the UAR and Iraq, Iraqi citizens will be able to
drive their automobiles across the Syrian region without apprehension.
Since driving is considerably cheaper than flying, there is every prospect
that more Iraqis than ever will be spending the summer in Lebanon's
mountain resorts. (JHA)

UNCLASSIFIED - According to a local paper, a total of 474,000 tourists
(excluding Syrians) visited Lebanon in 1960. Of the total, 234,000 were in
transit. Mr. Michel TOUMA, the Lebanese Commissioner General for Tourism,
has predicted a 31 per cent increase this year in the number of tourists
over last year. (JHA)

8. UNCLASSIFIED - Printina Press Areement .on Cost of Ivina Increase

Beirut's two printing trades unions have negotiated an agreement
with the Printing Press Owners Association providing for a flat LL 12 per
month wage increase for all employees covered by the agreement. The Unions
involved are the Communist-dominated Printing Press Workers and the free
Printing and Bookbinding Workers Unions who last month signed a much more
favorable agreement with the Newspaper Publishers Association.

UNCLASSIFIED - COMMENT: This modest settlement represents the best
deal the two unions could make with the Association which groups the bulk
of Beirut's 120 print shops, since most of the Association's members are
financially unable to absorb the full effect of the 15% increase required
by the law. The agreement stipulates that the equally modest general wage
increase of 1960 was taken into account in deciding upon the amount of the
current settlement. Most newspaper accounts give credit for this agreement
to the democratic Printing and Bookbinding Workers Union. (HDS)

9. UNCLASSIFIED - Beirut Rotary Club Grants Scholarship for Trade Unionists

In an attempt to create a more favorable labor relations environment
the Rotary Club of Beirut had raised LL 3,000 to send a member of the United
Unions of Employees and Workers (UUEW) to Geneva for the IL0's two-month
course on labor management relations. The UUEW will name the candidate
later, inasmuch as the course does not begin until October.

OFFICIAL USE ONLY - COMMENTs What appears on the surface to be an
unusual project for a Rotary Club may have a more logical explanation.
Nicola KIKANO, presently in the US as a member of the USOM-sponsored
Labor Leaders Team, has served for several years as secretary of the
Glub. Kikano, also a secretary of the UUEW, is the holder of a law
degree and occupies an important position in a local bank. It is most
likely that this project was suggested by him. (HDS)

LIMITED OFFICIAL USE
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10. QFEICIAL USE ONLY - Petroleum Workers Form Council

All nine petroleum workers' unions in Lebanon have finally been
brought together to form a "council" for the purpose of exchanging information
and eventually taking joint action.

George SACRE, organizer of the group and President of the Mobil
Oil Employees Union, has long attempted to form a federation of oil workers'
unions which would affiliate directly with the International Federation of
Petroleum Workers (IFPW). Sacre's efforts have been balked by the opposition
of two Shell Company unions as well as that of UUEW President Gabriel KHOURY.
Approaching his goal for federation by way of the "council" route, Sacre has
already held two meetings at the UUEW headquarters. In addition to exchanging
information and coordinating their bargaining with employers, the new group
proposes to begin organizing campaigns at Tapline and the Medreco Refinery,
the only remaining petroleum operations in Lebanon not now organized. (HDS)

11. UNCLASSIFTED - Cement Workers Settlement

The workers of the Lebanese Cement Company combined several long-
standing demands with one for a cost-of-living increase and finally settled
for a flat sum equal to 12J% of the company's payroll. This money will be
apportioned among the employees under a formula yet to be determined by
Management and the UUEW-affiliated union. Both parties agreed, however,
that larger increases would go to lower income workers. In addition, it
was agreed that the company will compile a new wage and job classification
schedule, but the Union's other demand for holiday and Sunday pay was not
resolved. (HDS)

12. UNCLASSIFIED - Cabinet Appoints Committee in Diesel Dispute

The appointment of a committee by the Cabinet on June 21 may
have averted a strike scheduled for June 26 by unions representing owners
of diesel taxicabs, trucks and buses. At issue is the recently passed law
banning the use of diesel-propelled vehicles which the unions had long
resisted.

The Cabinet made it clear that the law would stand as written,
but the Committee, composed of civil servants, would be empowered merely
to review objections to the law's implementation and report back to the
Cabinet in two weeks.

OFFICIAL USE ONLY - COMMENT: Ibrahim HAJJAL, leader of the Owners and
Drivers of Taxi Cars Union, was unavailable for comment on the Cabinet's
action, but it is expected that his group will accept the Government's
willingness "to meet the unions halfway" and call off the strike.

The Government, on its part, appears to be showing a stiffened attitude
in this controversy. (HDS)

LIMITED OFFICIAL USE
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13. UNCLASSIFIED - Lebanon "Third Force" at Damascus Economic Conference

The Lebanese position at the second session of the Seventh Arab
League Economic Council Conference, which opened in Damascus on June 17,
is emerging as one of a third force. The Lebanese delegation is apparently
not in sympathy with either the UAR emphasis on an.Arab economic union or
the Iraqi stress on an Arab common market. According to reports, the
Lebanese delegation is proposing the carrying out of certain provisions of
already existing treaties Lt transit trade and the lifting of discriminatory
measures to which Lebanese businessmen resident in other Arab countries are
now subjected. The delegation is reported to have submitted to the Economic
Council a memorandum asking for (a) a suspension of nationalization measures
taken in Arab countries against companies of other Arab nationality; and
(b) a study of the question of reciprocity in the treatment of Arab merchants.

OFFICIAL USE ONLY - COMMENT: The Lebanese grievances Kg non-compliance
with transit agreements and the lack of reciprocity in the treatment of
Lebanese merchants, especially in the two regions of the UAR, have been
longstanding. The Embassy believes that the Damascus economic conference
is noteworthy as yet another opportunity to observe the interplay between
a striving toward, and the mental reservations against, Arab unity, rather
than as a harbinger of quickly approaching Arab economic unity or common
market. (See Embdesp -380, November 30, 1960). (LCT)

AGRICULTURE

14. UNCLASSIFIED - Embassy's Crop Estimates Revised

A recent survey trip through the country has led the office of
the Agricultural Attache to revise downward its earlier estimates of some
1961 crops in Lebanon. In the northern Bekaa, in spite of increased rainfall
this past winter, the water table did not reach the levels expected. As a
result, winter grain crops are down considerably, and in the extreme north
of the Bekaa, 40% of the late plantings of winter wheat has failed to reach
maturity. The unseasonal heat wave in early May caused extensive falling
of blossoms on apple, plum, late cherry, and pear trees, with resultant
decrease in the crop. The same high temperatures also caused some stunting
of the tobacco crop.

The Embassy now expects the following yields for the indicated crops:

Wheat
Barley
Apples

42,000 Metric Tons (as compared with 50,000
8,000 MT (vice 9,000)

50,000 MT (vice 65,000).

MT previ
estim

ously
ated).

(MNB)
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15. UNCLASSIFIED - IFC Increasing Triooli Loading Facilities

The Iraq Petroleum Company is completing this week a substantial
expansion of its loading facilities at Tripoli to take care of expected
increases in receipts from its pipelines. Formerly, there were four berths
at Tripoli, three with twin 12 inch sea lines and one with twin 16 inch
lines. Now there will be two berths with single 32 inch lines, capable of
loading at 4,000 long tons per hour (30,000 barrels), one with twin 24 inch
lines, which can load at 7,000 tons per hour (52,000 barrels) and one
unchanged with twin 16 inch lines, capable of 1,600 tons per hour (12,000
barrels). Storage capacity is also being increased from six 12,000-ton
tanks to eight 27,000-ton tanks. (CJD)

MISCELLANEOUS

16. OFFICIAL USE ONLY - New Controllina Interests in Le Commerce du Levant

About two months ago, Mt. Toufic MIZRAHI, a Jew with Iranian
nationality, sold his controlling interest in the business publishing firm,
LegCommercec u Levant, to the Middle East Business Services and Research
Corporation, a Lebanese public relations firm headed by Mr. Ghassan TUEINI,
publisher of one of Beirut's leading Arabic language newspaper, A n ahar.
Le Commerce t Levant has been publishing in French under this name a
business and economic journal twice weekly for the past 32 years and a
monthly magazine since September 1960. In spite of the sale, Mr. Kesroun
LABAKI, who still retains 40 per cent interest in the publishing firm, and
Mizrahi's son Edward are continuing their previous editorial policy. The
Journal up to now has enjoyed an excellent reputation for objective
reporting of economic events in the Middle East. A despatch is being
prepared on the subject. (JHA)

/ ar /ham
R bert McClintock

Contributors:
LCTihany, JHAshida, HDSnell, CJDwyer, MNBekhash

DEPT: Please pass to - AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA,
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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OFFICIAL USE ONLY Page 2
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HIGHLIGHTS - UNCLASSIFIED Beirut

The dollar rate dropped to a 16-year low this week following
a sudden influx of Kuwaiti capital. (Item 2). The Iraq-Kuwait controversy
apparently has not, however, had a deleterious effect on the flow of Iraqi
tourists to Lebanese resorts. The Lebanese Embassy in Baghdad reports the
issuance of about 150 tourist visas daily.

Dissatisfaction continues in labor circles over the uneven and
slow action by employers to comply with the recent law providing for cost-of-
living increases. Several unions now negotiating with their employers have
threatened strike action unless management complies with the law.

The Lebanese Association of Industrialists is reportedly working
for legislation providing for preference to Lebanese-manufacture products in
public tenders, even when such goods cost as much as 10% more than foreign
imports. Such a law would restore the protected position which Lebanese
industry enjoyed under a 1953 decree abrogated in 1959. (DRM)

FINANCE

2. UNCLASSIFIED - Sharp Drop in Dollar Rate

The exchange rate of the Lebanese pound vis-a-vis other currencies
(except for the German mark, which Lebanese bankers feel may appreciate in the
near future) has been appreciating for several weeks largely because of a
slackening of commercial demand. The dollar dropped to a 16-year low of
LL 3.06 on June 25, and, after fluctuations, has reestablished itself at
LL 3.0650, as compared to an average of LL 3.18 a year ago. One cause of the
sudden drop may be the large inflow of capital from Kuwait since the controversy
with Iraq began. Estimates of this capital vary between LL 150 and 200 million,
of which maraxth one-half has probably been deposited in Beirut banks.
Informed sources state that none of this money has thus far found its way into
the Beirut real estate market, the usual target for Kuwaiti investment.

Another development in this connection has been the interest shown
by some Lebanese residents in West Africa in Beirut real estate investment. The
volume of such investment is still small, but the tendency is toward a rise.
(KS/LCT).

PETROLEUM

3. UNCLASSIFIED - TAPline Loses Crude to Sea

During the early morning of July 1, one of the large sea lines
at TAPline's Sidon loading facility ruptured, resulting in a loss to the sea
of between 30,000 and 35,000 barrels of crude oil. A tanker was being loaded
at another berth and the operator did not become aware of the break for the
better part of an hour. The posted value of the lost crude amounts to about
$75,000. By July 4 the oil had spread from Sidon up the coast of Lebanon to

OFFICIAL USE ONLY
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PETROLEUM (cont'd) Beirut

Tripoli, inundating beaches and bringing to a halt all swimming. The
Association of Beachowners has filed suit against TAPline for damages and
loss of revenue they can expect to sustain until all the oil has been washed
ashore. Even with good wave action, this should take at least a week.

OFFICIAL USE ONLY - 00MMENT: According to a company official, TAPline is
insured against public liability, although it has no intention of admitting
responsibility for this accident. The ruptured hose had recently been subjected
to a routine test for pressure much greater than the static pressure normally
maintained to prevent seepage of seawater into idle lines.

This accident, coming as it does at the height of the Lebanese tourist
season, is doubly unfortunate for TAPline which is about to resume negotiations
with the Lebanese Government concerning its operating concession here. (DRM)

FOREIGN TRADE

4. UNCLASSIFIED - Merchants Concerned about Projected Rise in
Ocean Freiqht Rates

Several Beirut distributors and retailers of American products
have registered concern about -the large increase in ocean freight rates from
New York to Beirut for large household appliances, automobiles and other general
cargo, scheduled for September 30, 1961, by the North Atlantic and Mediterranean
Conference...,-. These merchants feel that such increased shipping costs, coupid'-
with the already higher factory prices of American goods, will put them at a
very serious competitive disadvantage vis-a-vis similar products manufactured
in Europe. The problem is aggravated by the Lebanese practice of assessing
customs duties on CIF value, with the result that any freight increase will be
accompanied by a proportionate increase in ad valorem customs duties.

Hardest hit will be refrigerators, stoves and like appliances.
Refrigerators and stoves, which have enjoyed a low rate of $20 per measurement
ton since January 1960, will jump to $30.75 and $36.50 per ton, respectively.
The rate for American automobiles, already loosing popularity in Lebanon to less
expensive European makes, will rise from $26 to $29.75 per ton for crated units,
and from $29 to $36.25 per ton for uncrated vehicles. (Despatch being prepared).
(DRM)

5. UNCLASSIFIED - Beirut Butchers Contract for French Livestock

The President of the Butchers Union of Beirut returned from France
this week after concluding'a five-year agreement with the French Livestock
Breeders Cooperative providing for the delivery of 300 steers and 2,000 sheep
every two weeks to the Beirut market. This supply will certainly ease the chronic
shortage of fresh meat on the Lebanese market, although most of the French meat will
probably find its way to de luxe restaurants and members of the foreign community
willing to pay a premium for such meat, which is of higher quality and freer from
parasites than local livestock. (DRM)

OFFICIAL USE ONLY
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AGRICULTURE Beirut

6. UNCLASSIFIED - Conditions in the Bekaa Valley

Observations made this week by the Agricultural Attache and his
local assistant in the important Bekaa Valley confirmed earlier views that wheat
production has suffered from dry weather and excessive heat prior to harvest.
Farmers complained that thistles and senn pest have further contributed to low
yields. The revised Embassy estimate for Lebanese wheat production in 1961 is
38,000 tons, and for barley, 8,000 tons.

Ground water levels appear to have fallen almost to their lows of
1960, an exceptionally dry year. However, truck garden crops, orchards and
grazing lands are by no means as badly off as in 1960. In some areas, grape
production will be better than last year, and an excellent early season potato
harvest was made. Livestock are in good condition. (HKF)

LABOR

7. UNCLASSIFIED - Bakers Union Strike

A three-day strike last week by members of the Union of Bakers
representing about half the bakeries in Beirut and Tripoli, was strongly felt
by the poorer segments of the population, as the price of bread rose from LP 45
to LP 75 per kilo. The bakers agreed to terminate their strike following the
promise of the Minister of Labor and Social Affairs to give priority consideration
to their demands, which were:

1. Rescinding of the recent municipal decree regulating sanitary
conditions at bakeries, which the proprietors consider too strict;

2. Reduction in the government-set price of fuel oil used to fire
the bakery ovens, from LL 135 per ton to-LL 91, with refund of payments
in excess of the latter figure over the past 5 years;

3. Elimination of the LP 6 per kilo customs duty on imported flour;

4. Refusal of licenses for new bakeries in cities without the
approval of the Union;

5. Establishment of a joint Government-Union committee to supervise
the milling and mixing of flour in local mills. (HH)

TOURISM

8. UNCLASSIFIED - Optimistic Expectations re Tourist Season

The tourist season is in full swing and, according to official
estimates, promises to surpass last year's in expected benefits to Lebanon.
The Lebanese Ambassadors to Cairo and Baghdad report that substantial numbers
of visas for Lebanon are being issued both in the Egyptian region of the UAR

OFFICIAL USE ONLY
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and in Iraq: a daily average of 150 in Baghdad and 1,080 thus far in Cairo,
Alexandria and Port Said. The visas issued in Egypt are reported to be of
the collective type, each covering from 3 to 4 persons, aggregating an estimated
3,000 to 4,000 Egyptian summer visitors already in the pipelines. The
Government rates the recent Tourism Month a success.

OFFICIAL USE ONLY - COMMENT: According to reports reaching the Embassy,
several summer visitors expected from Kuwait have postponed their arrival
owingto the Iraq-Kuwaiti crisis. (LCT)

RENTS

9. UNCLASSIFIED - 2,562 Unrented Apartments in Beirut

According to official statistics released by the Municipality of
Beirut, as of July 5 there were 2,562 unrented apartments in the capital, most
of them in the expensive Ras Beirut area, where foreigners prefer to live.

OFFICIAL USE ONLY - COMMENT: The Embassy cannot vouch for the accuracy
of the newly released statistics. Previous unofficial estimates have placed the
number of empty apartments in Beirut as high as 7,000. Speculators construct
apartment buildings in the hope of selling them to Kuwaitis and:Saudis on the
basis of expected income. Income is calculated on the basis of fixed rents,
whether for rented or unrented apartments. The release of the low 2,562 figure
coincides with reports of new interest in Beirut real estate investment on the
part of Lebanese emigres resident in West Africa. Rents in luxury-type
apartments are rising. (LCT)

Ro ert McClintock

Contributors:
LCTihany, DRMorris, HKFerguson, HHaddad, KSalem

DEPT: Please pass to -AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA,
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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Enclosed is a revision of the World Trade Information Service
publication "Basic Data on the Economy of Lebanon," as requested in
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World Trade Information Service As Revised June, 1961

BASIC DATA ON THE ECONWY OF IEBANON

General Information

Georgraphy and Climate

Lebanon is located on the eastern shore of the Mediterranean Sea. It is
bounded to the north and east by the Northern Province of the UAR (Syria)
and to the south by Israel. Its area is approximately 3,977 square miles
(about the size of the State of Connecticut), its length in a north-south
direction is about 118 miles and its maximum width, some 47 miles.

The high peaks of the Lebanon Mountains, snow-tipped throughout half the
year, dominate the country throughout its entire length from north to south.
To the west of this chain lies the fertile coastal plain, averaging only
about 15 miles in width except in the southern and northern corners of the
country, where the hills curve up from the sea to form the coastal plains of
Tyre and Sidon, and of Tripoli and. Akkar.

To the east of the Lebanon Mountains lies the rich valley of the Bekaa,
Lebanon's chief agricultural area; beyond this fertile plain, drained to the
south by the Litani and to the north by Orontes rivers, rise the mountains
of the Anti-Lebanon chain. These peaks, some 40 miles from the Mediterranean,
form the boundary between Lebanon and Syria.

Mediterranean-type climate, with mild, wet winters and warm, hundait
rainless summers, prevails in this area. The coastal region is semitgsgij,,
but the mountain slopes and interior valleys are cooler, with frosts],d
snow occurring during the winter in the high elevations of both the Lebanon
and Anti-Lebanon Mountains. August is the hottest month, with a mean
temperature of 830 F. at sea level, while January is the coldest, with a
mean temperature of 570 F. at sea level.

The prevailing winds along the Lebanese coast are from the west across
the Mediterranean Sea, and precipitation is produced as a result of the
lifting of the moisture-bearing winds over the Lebanon Mountains. The
heaviest precipitation occurs on the west side of the Lebanon Mountains and
near their peaks, with the precipitation dropping rapidly once the crests
of the mountains are passed. Average annual precipitation varies from 30,4
inches on the coast to about 39 inches over the Bisri River basin to 59
inches at the .top of the Lebanon Mountains, down to 27.5 inches in the Bekaa
and less than 20 inches over the Anti-Lebanon Mountains. Usually no rain
falls from May to October.
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Population

The total population is estimated at 1,600,000. About 450,000 or
28 per cent live in metropolitan Beirut, the capital. Another 185,000
or more (11.6 per cent) live in the other four urban centers of Tripoli,
Sidon, Zahle, and Tyre. The remaining, roughly 965,000 persons (60.4
per cent), live in some 2,200 villages scattered throughout the rest of
the country. The proportion of the total population considered urban
might be increased to as much as 45 per cent by defining as urban those
who live in the mountain resort villages and small towns and derive their
principal income from nonagricultural occupations.

The population is crowded into slightly less than 4,000 square miles
of territory, a concentration of about 400 persons per square mile,

It is estimated that, in rural Lebanon, about 40- per cent of the people
are unskilled laborers, including farm laborers; 38 per cent, farm operators,
including small farmers and operators of farms owned by others; 5 per cent,
landlords; 3 per cent, engaged in trade; 3 per cent, skilled workers;
1 per cent, Government employees; 9 per cent,- disabled or retired; and
1 per cent unclassified.

The estimated distribution, by occupation, in urban centers is as
follows,'in percentages: Engaged in large and small business enterprises,
about 22; professional or semiprofessional persons, 10; engaged in
manufacturing clothing, furniture, etc., 9; in personal or protective
services 9; in trades such as metal, ceramics, construction, 8; in trans.-
portation, 8; in sales, 6; in clerical positions, 6; in the food industry "-
raising or processing 4; and miscellaneous, i.e., housewives, students,
unemployed, and retired, 18.

The population is composed of a variety of religious and ethnic groups
representing virtuialy all sects of Christianity and Islam, in addition
to Jews. According to official estimates, Christians predominate (54
per cent) while the Moslems constitute the largest minority (44 per cent).

Arabic is the language of the country but in the urban centers the great
majority of the people are also fluent in French or English or both. The
rate of literacy is high and the student population approaches one-tnth of
the total number of inhabitants. Government schools provide instruction to
about half the student body, mainly at the elementary level, while private
and church-affiliated schools account for the other half. Many of the
private schools which are sponsored and staffed by foreign institutions,
mostly American and European, follow the educational systems and grant the
academic degrees of their country of origin.
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The educational system is topped by three full-fledged universities.
The Lebanese National University, a governmentally established and
endowed institution, was founded in February, 1953. The other two
universities Wetse founded ,almost a century ago and offer education in arts
and sciences and in professional schools comparable with good universities
in the United States and France. They are the American University of Beirut,
chartered under the University of the State of New York, and the Universite'
St. Joseph, a French Jesuit institution. Both of these have an international
reputation and draw their students not only from the Near East area but also
from the Far East, Africa, Latin America, and the United States. A fourth
university,, chartered under the University of Alexandria, Egypt, started in
the 1960-61 scholastic year.

Form of Government

Lebanon is a Republic with a unitary Government. Legislative power is
vested in the unicameral Parliament (Chamber of Deputies), which has a
membership of 99 deputies elected directly by the people for -a term of 4
years. To maintain a balance among the several religious sects, the
electoral system provides for proportional representation in the Chamber of
Deputies by religion as well as by region.

The Parliament elects the
of the country) for a term of
(in common practice a deputy)
the persons, usually deputies

President of the Republic (the chief executive
6 years. The President designates a person
as Prime Minister. The Prime Minister selects
of the Parliament, to form a Cabinet.

The Prime Minister and the Ministers are appointed by the President, after
approval by the Parliament. Any time confidence in the Cabinet is revoked by
the Parliament the Cabinet is expected to resign. There are 14 Ministries:
Interior, Foreign Affairs, Health, National Econormy, Finance, Defense,
Information, Public Works, Social Affairs, Education, Post and Telecommunica-
tions, Justice, Agriculture, and General Planning. Each Ministry is headed
by a Minister, but one person may head more than one Ministry. The President,
with the approval of the Cabinet, can dismiss the Parliament and call for a
new election. The Prime Minis ter and the Cabinet are responsible to the
Parliament.

The Government organization is very centralized. All Government
employees belong to the Central Government and all appointments are by
Presidential decree. One law governs the entire country.

Lebanon is divided into four administrative districts (Muhafazah) in
addition to the City of Beirut, which stands as a district alone. Each
district is under the direction at a governor (Muhafiz) who is a direct appointee
of the Ministry of Interior.
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General Structure of the Econony

Historically, trade and agriculture have been the basic economic
activities in Lebanon and have provided the largest share of the national
income. During World War II, when Lebanon was separated from Western suppliers,
its industry expanded but it still remains a secondary activity. At present,

trade and services, including tourism, provide the largest share of the
national income of Lebanon, followed by agriculture and industry.

The national income was estimated at about LL 1,325 million in 1958 by
the Economic Research Institute of the American University of Beirut. The
distribution by economic sectors was as follows, (in millions of Lebanese

pounds with percentages shown in parentheses): Trade, 365 (28); agriculture,

forestry, and fishing, 219 (16); industry, 181 (14); services, 104 (8); real
estate, 155 (12); Government, 113 (8); finance, 93 (7); construction, 38 (3);
transportation, 57 (4).

Except for a heavy deficiency in cereals Lebanon produces most of its

food requirements and its major exports are agricultural products and

byproducts, chiefly, -fruits and vegetables, tobacco, hides, and skins. The
country is dependent on imports for most manufactured goods, fuel and cereals.
Its heavily unfavorable balance of trade is compensated for by invisible
items, including tourist expenditures and remittancesfrom numerous Lebanese
emigrants in several countries. Other substantial invisibles accrue from
the entrepot trade which centers on Lebanon's focal position in the eastern
Mediterranean area, and from international arbitrage operations in which
Lebanese merchants are very active.

Agriculture, Fishing, Forestry

Lebanon is a small country containing only about 2} million acres;

70 per cent of the area is mountainous and 30 per cent is cultivated.
According to Lebanese Ministry of Agriculture estimates, Lebanon'sland area

is classified as follows (in 1,000 acres): cultivated. land area, 674
(including irrigated, 119, rainfed, 469, and rainfed but irrigable, 86);

cultivable but uncultivated, 284; forest, 183; rocky and waste area,

1,373; and other, 47,

Lebanon produces a great variety of agricultural commodities, for the

variations in-altitude and climate make it possible to grow agricultural
crops found in both subtropical and temperature climates. Along the coast
and up to about 1,000 feet elevation subtropical crops of all kinds can be
grown, oranges, bananas, lemons, tangerines and medlars being the most

important. Olives are found in the dry coastal plain and extend into the
mountainous areas up to 3,000 feet elevation. Cereals are grown in all

parts of the country, but are a major crop principally in the interior
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sections. At altitudes of 2,000 to 4,500 feet are found apples, grapes,
pears, figs, peaches, cherries, apricots and plums. Apples were rarely
raised at an altitude of less than 3,000 feet until the late 1950's when a
great expansion of apple acreage resulted in plantings at 2,000 to 2,700
feet, in the fertile soil of the central Bekaa valley. Here atbW peaches

ate being used as an intercrop in the earlier years.

Citrus fruit production is confined to three muhafazat (provinces).
Of the total annual average of 90,000 metric tons produced during the four
crop years of 1957/58 through 1960/61, North Lebanon muhafaza produced
40,000 metric tons, (44%) South Lebanon muhafaza, 34,000 metric tons,
(38%), and Mount Lebanon muhafaza, 16,000 metric tons, (18%),

In decidious fruit production, of the total annual average of the four
crop.years of 1957/58 through 1960/61 (92,500 metric tons), Mount Lebanon
muhafaza contributed 34,600 metric tons, (37%), North Lebanon muhafaza,
26,900 metric tons, (29%), Bekaa muhafaza, 24,400 metrictons, (27%), and
.South Lebanon muhafaza, 6,700 metric tons, (7%).

Principal Products

Crops.-eOf the total estimated national income from agriculture in 1960
(LL 265,250,00) 82 per cent is attributable to fruit (45%) and industrial
crops (37%). Of the 37% earned by industrial crops 85% was earned by olives
which accounted for 31.5% of the total. Listed in order the main crops were
olives, oranges, grapes, apples, tobacco leaf, bananas, potatoes, lemons,
wheat and shell eggs.,

The Bekaa valley is the major vegetable producing area in Lebanon. The
most important vegetables were potatoes, tomatoes, onions, carrots, egg
plants and garlic.

Syria leads all other countries in the value of agricultural products
supplied to Lebanon. Other important supplying countries in 1959 were ;n
order of importance,,the United States, Turkey, Egypt, West Germany, Italy
and Jordan. Syria is likewise Lebanon's best customer for exportable
agricultural products; it purchased in 1959, LL 11.5 million worth of such
items; oranges, (LL 4.8), apples (LL 2.6), bananas (LL 1.4) and other
vegetables, pulses and fruit. Lebanon's other important customets for
agricultural exports in 1959 were Iraq, Jordan, Saudi Arabia, the United
States and Egypt.
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Table 1.....Gross Value of Agricultural Production,, 1960/61 Crop Year
(Volume in metric tons; value in thousands of Lebanese Pounes)

Item Volume Value Value

Dairy products:
Fresh milk

Total

Fruits:
Oranges
Apples
Grapes
Bananas
Lemons
Others

Total

Grain and feeds:

Wheat
Barley
Grain sorghum
Corn
Others (exclusively rice):

Total

Industrial crops:

Olives
Leaf tobacco
Sugar beets
Cotton lint
Sugarcane
Sesame
Others (exclusively cotton seeds):

Total

60000

.000

73000
40000
30000
16000
19000
24600

....

2400

2400

21900
15720
13590

6240
5700

10806

73956

5250
880
440
336
100

7006

52250
7350

880
430
216
210

80

61416

20000
4000
2000
1500
200

0..

38000
3500

16000
200

2700
300
400

0...

2400

73956

7006

61416
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Item Volume Value Value

buts:
Peanuts 1300 715
Green almonds 200 200
Others (exclusively walnuts): 30 30

Total ... , 945 945

Poultry and poultry products:
Shell eggs 2000 4000
Chickens.1 800 2300

Total .... 6300 6300

Pulses:
1. Seed Crops - Feed:

Kirsanni (Vicia Vetch) 200 70
Biqyi (Vicia) 200 41
Others 100 29

Sub-total ... 140

Seed Crops - Food:
Lentils 600 420
Haricot beans 500 300
Chickpeas 300 120
Others 300 178

Sub-total ... 1018

2. Green Food Crops:
Green peas 300 150
Green broad beans 700 140
Green French beans 300 135
Others 200 68

Sub-total ,.. 493

Green forage crops:
Alfalfa 1500 270
Others 100 5

Sub-total ... 275
Total 1926 1926

1/ Mainly from one day old imported chicks. It includes: 500,000 heads of
" broiler chickens and 300,000 heads of chickens for egg production.
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Item Volume Value Value

Vegetables:
Potatoes 30000 6000
Tomatoes 5000 2500
Dry red onions 7000 1050
Carrots 1500 270
Egg plants 800 240
Garlic 400 180
Others 4000 1061

Total 11301 -

Grand Total 165250

Livestock.- No census of animals has ever been undertaken in Lebanon -
and estimates are necessarily inaccurate owing to a continual migration of
livestock between Lebanon and Syria. The following estimate for the livestock
population in 1960 was obtained from the Section of Agricultural Statistics,
Ministry of Agriculture: Goats 500,000; sheep 75,000; cattle 70,000; buffaloes
200; camels 1,400; hogs 7,000; horses 3,000; donkeys 20,000; and mules 6,000.

Although goats destroy the young forest growth and limit reforestation
programs, they nevertheless contribute hair, meat, milk and skins to the village
economy. They need little care, provide an important source of food, and
supplement the meager income of village families. There are few sheep compared
with goats because of inadequate pasture lands for their support; however,
sheep provide milk and meat for the local market while the wool is largely
exported. Cattle are primarily draft animals, and only after their usefulness
in the field has ended are they slaughtered for their meat and hides. Of an
estimated 70,000 cattle, only one-fourth are dairy cows.

Milk production in Lebanon in 1960 was 30,000 metric tons of cow's milk,
26,000 tons of goat's milk, 3,500 tons of sheep milk and 200 tons of buffalo's
milk. Dairy products consisted of 50 metric tons of samneh (animal ghee); 22
tons of butter; S5tons of cream; 800 tons of white cheese; 4,000 tons of laban
(yoghurt); and 700 tons of labneh yoghurtt concentrate). Lebanon is a net

importer of dairy products.' In 1959 Lebanon's net imports of dairy products
totalled 5,800 metric tons valued at LL 10.4 million ($4.7 million).

UNCLASSIFIED

DECLASSIFIED
Authority B 4
ByETNARA Date7 o



UNCLASSIFIED

Page 9
Enclosure 1
Despatch g90039
Beirut

The Lebanese carpet (unimproved) wool production in the 1958 calendar

year is estimated at 200 metric tons, clean basis. Of this, an estimated 85

metric tons, clean basis was shorn wool and the remainder was pulled wool from

domestic skins. The 1958 total wool production estimate (210 tons) is the

lowest on record for the five year period, 1954 through 1958. On a greasy
basis, it is 90 metric tons below the second lowest production of 1957 and 260

metric tons, smaller than the highest 1955 production.

Fish and fisheries.- Lebanon's imports of fishery products barely repre-

sent 0.5 percent of total value of imports. The bulk of imports is fresh sea

fish and preserved and prepared fish (mainly canned sardines, tuna, salmon and

herrings). They'totalled in 1955 2,000 metric tons, valued at LL 2.2 million

and reached in 1959 about 3,000 metric tons valued at LL 4.1 million.

There are no exports of fishery products, and re-exports are negligible.

Domestic consumption of fishery products gradually increased from 4,700

metric tons in 1955 to 5,200 metric tons in 1959. Most of it is fresh sea fish.

Average annual per capita consumption is 5.6 kgs. for the years 1955-59. The

catch of fresh water fish is negligible, and the sea fish catch declined from

2,700 metric tons in 1955 to 1,600 metric tons in 1960. There is sponge fishing

off the coast at Tripoli, Tyre and Sidon, but only on a small scale.

Prospects for sea fishing in Lebanese waters are favorable, mainly for the

migratory sardine fish, according to an official study conducted in 1961.

Forests.- The once famous forests of Lebanon have undergone a gradual

process of depletion, being used for exportation, shipbuilding, and heating

purposes without much thought of replacement. The total forest area at present

is 198,000 acres, while an additional 494,000 acres are capable of afforestation.

The value of forests to Lebanon is not limited to their products, but extends

to the roles they play in soil and water conservation as well in attracting

tourists, who annually desire to see the "cedars of Lebanon".

GOVERNMENT POLICY

Objectives of Ministry of Agriculture, announced in 1960, may be summarized

as follows:

1. Strengthening of agricultural research work in propagation of a

new seed wheat, improvement of fruit production and quality,

biological study of harmful insects, and pathology.
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2. Reorganization and development of the agricultural extension service,
directed toward having a larger staff concentrate on field extension
service.

3. Reorganization of the cooperative department and amendment of the

cooperative law. Cooperative regional offices in the different
muhafazat (provinces) will be strengthened by the addition of personnel
and decentralization of responsibility to the regional offices. The

intention is to bolster and develop the program of cooperatives in

the country.

4. Implementation of working programs in the different agricultural sectors.

Fruit Board

On March 25, 1959 a Fruit Board was established as an autonomous public
institution by a presidential decree to be responsible for organizing and con-

trolling the export of Lebanese fruits, and developing and improving fruit

production in the country. The responsibilities of the Board concern, princi-

pally, citrus fruit, apples and other furit subject to export such as grapes,

olives and olive by-products. Known objectives of the Board include:

1. Adequate cold storage facilities for apples.
2. Packing and grading of export apples and citrus fruit.
3. Application of bilateral trade agreements concluded between Lebanon,

and Arab and other countries.
4. Search for new markets and development of existing ones.

The Board plans to exercise gradually a closer and stricter control over

fruit exports. It has used the services of two foreign fruit experts in cold
storage (American and French) to prepare regulations for adequate cold storage
facilities for apples.

Wheat

The government's wheat policy is generally aimed at safeguarding the com-

bined interests of all concerned, the wheat grower, the consumer, the miller and

the importer.

The drought and poor yields of the wheat crop in 1958 and 1959 led the

Wheat Office - government agency attached to the Ministry of 'National Economy
and Tourism - to the sale, in 1959 fall of its seed wheat holdings to growers

for prices below cost.
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Early in 1960 wheat flour imports became subject to a local labiany r

for a check on the required legal specifications. The tax on wheat flour

imports from the Continent for local consumption was increased from four piasters

to six piasters per kilo. Bromated flour was banned for importation.

Sericulture

The Silk Office, attached to Ministry'of Agriculture, is making a determined

effort to encourage the production of silk. A major obstacle to the introduction

of improved sericulture techniques is the limited education of most of the older

silkworm breeders which makes it difficult for them to grasp the newer methods.

At the same time, the new generation which is better educated tends to look down

on sericulture as an unworthy occupation.

Lebanon's official estimates of fresh silk cocoon production are 160, 120,

90 and 80 metric tons in 1957 through 1960 respectively. The decline in recent

years of fresh cocoon production in Lebanon is attributed to the civil disturbance

in 1958, The 1961 forecast is 100 metric tons of fresh cocoons.

Livestock Quarantine

A law was enacted on'May 12, 1961 allocating LL 1.5 million for the cons-

truction of a livestock quarantine in Tripoli. The quarantine is intended to

facilitate the importation of sheep and cattle into Lebanon from Africa to help

alleviate the chronic shortage of meat supply in the country.

Milk Plant

In February 1961 the Cabinet approved a UNICEF project in Lebanon providing

for the erection of a plant for the pasteurization and homogenization of fluid

milk. UNICEF agreed to supply free the equipment for this plant provided.that

twenty percent of the pasteurized and homogenized milk wlll be distributed free
to schools in Lebanon.

In addition to special technical assistance, The United States provided

18,000 metric tons of wheat, 1,000 metric tons of corn and 1,000 
metric tons

of barley, under P.L. 480, Title II Agreement of March 28, 1960 and 15,000 metric

tons of wheat for free distribution to persons in need under another P.L. 480,

Title II Agreement of December 12, 1960.

Credit

On April 29, 1960 the Cabinet was authorized to guarantee an 
agricultural

loan of LL 10.0 million contracted by BCAIF (Agricultural, Industrial and

Hotelry Credit Bank) with Banque de Syrie et du Liban. This loan was exclusively

confined to the expansion of agricultural credit to individual farmers.
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Industry

Lebanon is one of the most industrialized countries in the Middle East.

About 11 percent of its labor force are engaged in industry and, of these,

more than one-half are factory workers. With few exceptions, industries in

Lebanon are small and devoted chiefly to the production of light consumer goods,

among the most important being the textile industry. Table II gives Lebanon's

principal industries, capital investment and employment statistics for the

various' categories of industry for 1959. Of the few basic industries in the

country, the two-of chief importance are the Iraq Petroleum Company's topping

plant at Tripoli, which in 1960 processed over 111,370 tons of crude-petroleum

for consumption in Lebanon and Syria, and the two Chekka cement factories which

produced over 853,700 tons of cement.

Capital invested in the Lebanese industry is estimated at LL 550 million,

which includes a working capital of LL 350 million. The annual output is

estimated at LL 200 million of which LL 75 million represents the labor bill

for a permanent labor force of some 50,000 workers and employees.

Although Lebanon has no domestic petroleum resources it serves as a transit

and export point for both Saudi Arabian and Iraqi crude oil.

Saudi oil flows in a pipeline operated by Trans-Arabian Pipeline Co. (TAPLINE)

from Dhahran, Saudi Arabia, to Sidon in south Lebanon, a distance of some 750

miles. In 1960 TAPLINE shipped 86,893,542 barrels of crude petroleum form the

port of Sidon.

The Mediterranean Refining Co. at Sidon, opened on February 1, 1955, pro-

cessed in 1960 over 620,890 barrels of crude oil.

Iraqi oil flows through a pipeline operated by Iraq Petroleum Co. (IPC)

from Kirkuk, Iraq, to Tripoli in north Lebanon. In addition to this pipeline

IPC operates a topping plant at Tripoli. Of the 68.6 million barrels of crude

oil delivered over the IPC pipeline in 1960, 0.8 million were processed at this

plant into gasoline, kerosine, diesel, and fuel oil for markets in 
Lebanon and

Syria. The remaining 67.8 million barrels of crude petroleum were exported 
to

various world markets..

UNCLASSIFIED

DECLASSIFIED

Authority N"5U

By T NARA Date2N dot



TABLE II

Industrial Production Volume and Number of Employees, .1959

Industry

Food manufacturing
Beverage industries
Textiles
Clothing and shoes
Industries of wood

(except furniture)
Furniture
Paper and paper

products
Printing
Leather products
Rubber and by-products
Chemical products
Non-metallic mining
Ferrous and metallic

industries
Electrical machinery,

apparatus & appliances
Miscellaneous

Number of
Establishments

949.
186
144
216

230
78

38
175
120:
32

151
679

199

23
82

Declared
capital

LL 1,000

99.538

31.149
66.636
18.048

26.788
8.393

4.119
19.794
10.132
4.107
65.186
32.108

31.375

5.007
12.246

':Total Average num-
number of ber of workers
workers per enterprise

7.031 7
1.779 10
5.977 42
3.585 16

3.386 14
836 11

463 12
1.930 11
1.255 11

551 17
2.145 14
6.120 9

2.866 15

297 13
562 7

Average Invest-
ment per enter-
prise LL 1,000

100
173
460

83

120
100

100
110
85

120
430

47

157

217
149

Capital
Invested per
Person LL1,000

14
17.3
11
5.2

8
9

8.3
10

7.7
7
30
5.2

10.5

16.5
21

H

O

Total

Mean average

3.302 434.631 38.783

12 132 11

Source: Ministry of National Economy - Industry Section and "Commerce du Levant".
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Government Encouragement to Industry

Lebanon's economic policies are oriented toward providing a favorable climate
for private enterprise. This is reflected in Lebanese exchange and tariff regu-
lations, which provide for a free exchange market and a very liberal trade control
policy with low import duties on raw materials and noncompetitive items. Trade
and industrial interests often exert opposing pressure on the Government with
respect to tariff levels but the current trend favors industry to the point of
raising import duties on those relatively few items which compete with domestic
production.

These policies give private investors virtually a free hand for their operation.
As a further inducement to private foreign capital investment in the country, the
Government passed a law on December 29, 1953, which came into effect on February
10, 1954, granting exemption from' income taxes to certain new corporations or
companies for a period of 6 years. Before the expiration of this period in 1960
the law was extended for a further period of six years ending on February 3, 1965.
To enjoy the tax exemptions a company must (1) have as its object the exploitation
of a new project, to step up the national production, contributing at the same
time to the economic development of the country; (2) have a minimum initial
capital of LL 1 million invested totally in Lebanon; and (3) pay out a minimum
of LL 100,000 annually in the form of wages and salaries to Lebanese personnel.
If in any one year during the second six years, the company should fail to meet
any of the three basic conditions, it will be liable to pay double the amount of
tax due during that particular year.

J Present plans for expanded industrial development in Lebanon are limited.
A general lack of basic resources and skilled labor, plus unfamiliarity of local
investment capital in manufacturing enterprises, on the one hand and market
limitations on the other, are major handicaps to any substantial expansion in
local industries. The availability of low-cost power upon completion of the Litani
River development program may, however, provide certain incentives to increased
industrialization in the future.

Type of Ownership

The vast majority of industrial enterprises in Lebanon are privately owned,
with the Government operating only certain public utility companies; the post,
telephone and telegraph service, the Beirut water service; the Beirut electricity
service; the Chemins de Fer de l'Etat Libanais; the National Lottery, and the
Tobacco Monopoly. Principal foreign capital investments in Lebanon are French,
British and American. United States private capital investment is mainly in the
petroleum industry. A number of United States firms have regional representatives
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in-Beirut; these generally maintain rented offices and have little, if any,
capital investment in Lebanon.

Many private institutions, churches, foundations, and private citizens of
the United States have invested in a variety of church-affiliated schools,
colleges, hospitals, orphanages, and other philanthropic and charitable insti-
tutions in Lebanon.

Travel and Tourism

Lebanon, endowed with a long and colorful history, a good climate, and incom-
parable scenery, earns a significant percentage of its national income from
tourism and related activities. In 1959 Lebanon received 610,934 foreign visitors
of whom 260,000 persons came as passengers in transit, remaining in the country
up to three days.

The traffic of foreign visitors to and through Lebanon except for an
interruption in 1958, has been rising steadily and impressively since the 'com-
pletion of the Beirut International Airport in 1950. The composition of the visitors
traffic indicates a very high percentage registered by visitors from Arab coun-
tries many of whom are summer resorters. Western visitors in general, stay a
relatively short time in Lebanon. Their per capita expenditure however, is
believed to be higher than that of the remaining visitors.

The number of first-class hotels has been increasing markedly. Equipment
and services of hotels in general are improving and the income which the country
derives from this industry is increasing steadily. Owing to the open-door policy
which Lebanon follows, the up-to-date facilities of Beirut International Airport,
and the geographic location of the country, a large number of international and
regional airline services have been attracted to Beirut. The development of these
services in Beirut has contributed much to the increase in the number of Western
visitors to the country.

per

Facilities and Ownership

Electric power is generated and distributed in Lebanon by five government-
owned and operated plants, 24 relatively large private companies operating under
concessions granted by the government and a number of small private plants. One
of the large companies, operating since 1950,hydroelectric plant, on the Ibrahim
river, sells most of its energy wholesale to the government for resale to con-
sumers. A number of other plants serve solely to the government for resale to
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consumers. A number of other plants serve solely for the operation of large
industrial enterprises namely, the cement plant at Chekka, the Arida textile
plant and the Irgi Petroleum Company at Tripoli, the Trans-Arabian Pipeline
Company at Sidon etc...

Electric energy in Lebanon has two different voltages: a 110 volts 50
cycles innurban centers and some rural regions, and a 220 volts 50 cycles in
certain rural regions.

Generating capacity existing at the end of 1958, the most recent year for
which statistics are available, was 61,538 kilowatts for hydro-electric plants
and 54,540 for thermal plants. Production figures for the same year were
142,472,867 kilowatts for hydroelectric plants and 126,952,770 kilowatts for
thermal plants.

Development needs

A power survey of rural Lebanon undertaken by Miner and Miner Company early
in 1961 under the United States technical assistance program with a view to
determine the country's power requirements, first through 1972 and secondly
through 1992, arrives at the following findings according to designated load
areas:

(a) Beirut and vicinity

The annual consumption in 1972 is estimated to be 143,502,500 kilowatt hour
for 236 villages which constitute this area. In order to meet these needs addition-
al 63.5 kilometers of 15 KV lines and 40.6 kilometers of 69 DV lines will be
required and some LL 8,230,000 will be needed to expand the system accordingly.
Projection for 1992 puts annual consumption at 826,091,000 kilowatt hour and costs
for expansion at LL 18,601,000.

(b) Bekaa-Rachaiya System

The system would cover-in this area 250 villages and serve 63,400 consumers

with a need estimated at 54,689,000 KWH. Expansion of the present system to meet
this demand will require additional 525.5 kilometers of 15 KV lines and 91.7 kilo-

meters of 69 KV lines estimated to cost LL 8,751,000. Projection'for the-year
1992 puts the number of consumers at 94,500, annual consumption at 209,160,000
and additional expansion costs at LL 5,478,000.

(c) South Lebanon system

The villages to be served in this area are 371 and the consumers 57,750.
Their requirement in 1972 is estimated to be 64,935,000. Expansion of the system
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to meet this demand requires 441 kilometers of 15 KV lines and 72 kilometers of
69 KV lines for a cost amounting to LL 13,152,000.

Projection for 1992 puts the number of consumers at 81,728, consumption
at 291,951,352 KWH and additional expansion costs at LL 8,805,000.

(d) North Lebanon system

Villages to be served number 585 and the consumers 48,484. Their needs for
electric power in~1972 is estimated at 201,826,000, the satisfaction of which
would require 561.4 kilometers of new distribution lines and 21.8 kilometers of
new transmission'lines. Estimated costs for the needed expansion works amount
to LL 16,016,000.

Projection for 1992 puts the number of consumers at 72,299, consumption
at 767,500,000 KWH and additional expansion costs at LL 16,577,000.

Transportation

Highways

Lebanon's Ministry of Public Works is charged with the responsibility for
all highway construction and maintenance in Lebanon. There are no Provincial
highway departments. Government highway network policy is to connect Beirut with
important cities and villages of Lebanon by good highways in order to promote
trade and tourism.

The highway system is generally considered adequate for the economy as a
whole. All highways constructed within the past 15 years are in good conditions.
Apart from the annual national budget no subsidies are granted to implement the
execution of Lebanese highway policy. There are no special highway taxes.

The actual layout of Lebanon's road network is largely influenced by the
presence of the coastal mountain chain which ranges from a maximum elevation in
south Lebanon of 3,300 feet to a height of 10,000 feet in north Lebanon. The
two principal roads in Lebanon are: (1) The coastal road running from Nakoura On
the Israeli border (now closed) through Beirut and up through Tripoli to the
Syria border, and (2) the Beirut-Damascus road which climbs from Beirut over
a mile-sigh pass through the mountains.
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Secondary feeder roads run east from the coastal highway up to the mountain
towns. In north Lebanon these secondary roads are mot interconnected by any
north-south road other than the coastal road. A good road runs the length of
the broad Bekaa Valley and is connected with east-west highways at the three
passes across the Lebanon mountains at Marjayoun in the south, at Chtaura on the
Beirut-Damascus highway, and at Homs, Syria, on the Tripoli-Aleppo road. The
total length of highways is about 2,540 miles, of which some 2,312 consist of
improved roads, either asphalted or macadamized.

Highway transport is predominant in Lebanon as rail transport is slow and
is used mainly for the relatively longer haul shipment of goods to Syria and
Turkey. In 1960 there were 55,346 automotive vehicles in Lebanon (46,878 passenger
cars, 1,389 buses, and 7,079 trucks) as compared with 45,518 vehicles in 1959
(37,849 passenger cars, 1,310 buses, and 6,349 trucks).

There is no internal water transport.

There are no regulations governing the establishment of motor transport
lines. However, a permit must be obtained by the firm from the municipality
for the parking of vehicles outside taxi and bus stations. The Lebanese gen-
darmerie controls highway traffic. On each highway there are two or threemotorcycle policemen to control speed of vehicles. The Government does not
concern itself with competition between motor carriers nor in coordinating their
operations with other forms of transportation. More than 10 large commercial
transport companies operate out from Beirut with buses, trucks, and cars. The
heaviest traffic is normally found on the Beirut-Damascus road. Trucks carrying
grain from Iraq, Jordan, and Syria for consumption in Lebanon and for oversea
shipment from Beirut are usually loaded on their return trip with imported and
locally manufactured goods, fruits, and vegetables. In summer there is a
considerable increase in bus and automobile traffic.

International highway policy centers around the connection of Lebanon with
Syria, Jordan, and Iraq, Beirut being the major transshipment port for these
countries. The Israeli border has been closed since 1947.

There are no special agreements on international highways. Drivers coming
from a foreign country must obtain an entry permit for their vehicles from the
Lebanese authorities at the border. Goods loaded on these vehicles are subject
to customs duties and regulations.

The Lebanese railway system is primarily a freight carrier; freight accounts
for approximately 80 percent of the total traffic, most of which consists of
agricultural fuel oil products. The present system is not able to meet the
steadily increasing competition from highway transport, and its equipment is
largely antiquated, with much of the rolling stock over 30 years old.

UNCLASSIFIE

DECLASSIFIED

IlAuthityyS-: 7 ~,~
ByyTNARA Dat 23 d



UNCLASSIFIED

Page 19
Enclosure 1
Despatch Sm 39
Beirut

Three railroad lines serve Lebanony all are currently operated by the
Chemin de fer de l'Etat Libanais (CEL), as follows:

1. The CEL Nakoura-Beirut-Tripoli line, is standard-gage and runs southward
from Tripoli and Beirut along the coast to Nakoura on the Israeli frontier.
Although this line is connected to Haifa, since the establishment of Israel the

Nakoura-Beirut section of this line has been idle.

2. The CEL narrow-gage line runs from Beirut to Rayak in the Bekaa, and
thence to Damascus, Syria. At Damascus this line connects with the Hedjas rail-
way, which runs southward through Amman to Ma'an in Jordan.

3. The CEL standard-gage line which runs from Tripoli is connected through
the Syrian and Turkish railways with the European rail network all the way to the
English Channel. From Horns, Syria, a branch of the CEL line extends south and
reenters Lebanon, terminating at Rayak.

Total track ailes in Lebanon are currently estimated at 254 of which 203
are standard-gage and 51 are narrow-gage.

Tonnage on the Nakoura-Tripoli line is derived principally from cement mills
which are located at Chekka. Tonnage on the CEL Tripoli-Homs section is mostly
transshipments to Baghdad. On the Homs-Rayak line tonnage is virtually nil,

with two passenger trains daily handling most of the freight. Tonnage on the
Beirut-Rayak-Damascus line is principally transshipments for Damascus and Jordan.

The railways carried 57 percent more passengers and 27 percent more freight

in 1959 than in 1958, resulting in a 15 percent rise in revenue. Compared with
1957 however, the 1959 figures present substantial decline. The following
railway statistics-are for 1957 ( 1959 figures are in parentheses); number of
passengers carried, 118,000 (102,000); freight carried in metric tons, 733,000
(536,000); passenger receipts, LL 124,000 (123,000); freight receipts, LL 5,389,000
(3,511,000).

Agreements on administration levels have been reached by the several rail-
ways operating in Lebanon, Syria, Turkey, and Iraq concerning interchange of
traffic, equipment, and revenues. Under these agreements, equipment entering
one country from another should, after unloading, be returned direct, loaded 6r

empty to the country of origin without further operating in the country of
destination. Revenues from freight rates and passenger fares extending beyond
national boundaries are paid at the point of departure and distributed to railway
lines beyond the border by the collecting company. Customs formalities involving
passenger traffic are completed at frontier stations only; freight shipments are
subject to customs formalities, including export and import permits, at points of

departure and arrival.
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Except for the Beirut-Tripoli sector of GEL, on which rapid diesel engine
trolleys are operated, railway passenger traffic between Beirut and Damascus,and intermediate points, has been almost entirely eliminated by more rapid and
convenient motorcar and bus service. The CEL service is slow and the trains
have no comforts such as sleeping cars, dining cars, or air-conditioning, and
except for the first-class service the coaches are generally uncomfortable.
Competing truck transport in Lebanon and Syria increasingly encroaches upon the
volume of light freight handled by the CEL between Damascus and Beirut, and between
Beirut and Tripoli. Truck transport again has the advantage of greater efficiency
and greater frequency of trips between principal cities. Heavy freight, such as
cement, livestock, building materials, and machinery, continues to travel by rail

Seaports and Ocean Shipping

The two major seaports are the Port of Beirut and the Port of Tripoli. The
Port of Beirut, the principal one, originally operated as a monopoly by the French
concession Compagnie du Port des Quais et Entrepots de Beyrouth is now government
owned, but still operated by the same company according to an agreement signed
with the government late 1960. The port has two harbors which are well protected
by breakwaters and can be reached in all types of weather. Seven heavy tonnage
vessels can berth simultaneously alongside the quays while 10 other vessels can
be moored at the same time in the harbors. Preparations are being made for the
construction of a third harbor to cope with the increasing volume of traffic
through the port. Standard and narrow-gage railway tracks run alongside all
quays, beyond which are located the large, modern warehouses. A free zone is
operated by the company and the custom warehouses are also under company control.
A considerable portion of the goods arriving are destined for transshipment to
other commercial centers of the Middle East.

Tripoli is the country's second port but is shallow, and yet undeveloped
harbor inspite of some recent improvements, makes it relatively unimportant
except as a loading point for IPC petroleum which transits Lebanon via IPC
pipeline to waiting tankers. Similarly, the Port of Sidon serves as a.loading
point for TAPLINE petroleum. The ports of Byblos and Tyre, important in ancient
times, are currently used only by local fishing vessels.

Operations of foreign vessels at the Port of Beirut are reflected in the
following figures for 1960: 1,422,575 metric tons of merchandise unloaded and
280,484 tons loaded; 3,015 vessels calling at the port, with total registered
tonnage of 4,420,043 included 2,129 steamships with tonnage of 4,363,155; and
886 motorized sailing vessels with tonnage of 56,888. Of the 2,129 steamships,
372 were of Italian registry (645,718 tonnage), 133 British (243,237 tonnage),
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243 German (400,537 tonnage),103 American (481,126 tonnage), 136 Norwegian
(331,360 tonnage), and 109 Dutch (285,097 tonnage). American vessels accounted
for -47,043 tons, or 21.7 percent of the cargo received from the United States
and Canadian ports.

Lebanon has a fleet of about 60 wooden sailing vessels, providing feeder
line service in the Eastern Mediterranean trade.

The following data reflect the movement of passengers during 1960k 22,627
paying-passenger arrivals including 6,533 tourists; 25,132 paying-passenger de-
partures, including the same number of tourists and pilgrims as given for
arrivals. In additions there were 14,144 passengers in transit who remained on
board the ships during their stay in Beirut, or who disembarked provisionally
but departed on the same ship. There were also 827 nonpaying passengers including
boat officials, military personnel, indigent persons, and babies.

Air Routes and Airports

Excellent regional and international air passenger and cargo services are
provided Lebanon by 25 foreign airlines plus 4 national airlines (Air Liban,
Lebanese International Airlines, Middle East and Trans-Mediterranean Airways).

The principal airport, the Beirut International Airport, is located at
Khalde, some 4 miles south of Beirut. It is considered to be one of the finest
in the Near East, with two runways, ample taxiways, and a large administration
building. The latest safety devices for safe landings are installed at this
airport and customs facilities, restaurants, and a bazaar in a free zone exist
for the convenience of transit passengers.

Two other airports are located in Lebanon. One, at Kleiate, about 14
miles northeast of Tripoli, was used until 1957 as a base for the Iraqi Petroleum
Company. But it has been since then out of use. The other, located at Rayak
in the center of the Bekaa plain, is a military field.

All Lebanese airports are owned and maintained by the Lebanese government,
which also provides essential regulatory legislation, and daily administrative
guidance in the Lebanese Civil Aviation program, allocates air routes among its
national carriers and negotiates bilateral aviation agreements.

The Lebanese Supreme Aviation Council, established in 1959, has played an
increasingly important role in formulating aviation policy. It has shown itself
to be responsive to the requirements of national carriers, and at the same time
aware of the importance of foreign international airline traffic to Lebanon.
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There has been the equivalent of a Lebanese Directorate of Civil Aviationsince 1946, when a "Bureau of Aeronautical Communications" was establishedwithin- the Ministry of Public Works. 'The Bureau of Aeronautical Cornmunicationswas replaced in 1950 by a Department of Civil Aviation. In 1956 furtherlegislation placed the Director of Ciiril Aviation under the jurisdiction ofthe office of Director General of Transport and Civil Aviation within theMinistry of Public Works and Communications.

An aviation law passed on January 11, 1949, constitutes the basic
Lebanese aviation law. It defines Lebanese air space, and categories ofaircraft registration and aircraft registration symbols; describes the legalobligations attendant upon aircraft ownership; specifies basic conditions ofair worthiness and air safety; provides minimum standards for airport
construction; gives special rules regarding the transportation of air freightand passengers; and provides certain le gal obligations; procedures and penaltiesfor infractions of the aviation law, as well as for the settlement of legalproceedings that arise from the operation of aircraft.

Air traffic statistics for 1960 (1959 fi nres in parentheses) were asfollows: Number of movements, 33898 (33,750); air cango, in metric tons
16,213 (18,150); passengers landing, 270,267'(229;461); passengers departing,
244,509 (231,791); and passengers in transit, 741,423 (146,076).

There are no ~facilities for assembly and manufacture of aircraft, engines,
parts, and accessories in Lebanon. The Middle~ East Airlines engineering
department however, provides facilities for repair and overhauling of aircraft.,
Registration of aircraft is by the Department of Civil Aviation, which has
registered, in addition to the aircrafts of four national air carriers, aircraft
for private Lebanese owners, and the Aeroclub of Beirut.

CvMUNICATIONS

Telephones

Lebanon's telephone system is owned by the Government and is administered
by the Ministry of Posts, Telephones and Telegraph. The telephone system was
modernized on May 3, 1954, with the inauguration in Beirut of the automatic dial
system. There are about 34'380 telephones in Beirut, and 42,290 in other cities
and villages in the country. The dial system has been extended to Tripoli and
Sidon by utilization of a very high frequency communications installation between
Beirut and each of the two cities. There is underway at present a program for
extending the telephone system to all rural regions.

Local calls amounted ir 1958 to 64,770;000& and long -distance domestic andinternational calls together amounted to 10,007,000. Radio-telephone connectionswith foreign countries, through the Paris circuit, has been growing rapidly and
become an important source of telephone revenue.
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Radiotelegraph, Radio and Television

Radio-Orient, a French concession located in Beirut, operates a wireless
station having direct transmission to Europe and the United States. It is the

only private undertaking among Lebanese telecommunications organizations.

The Government operates a broadcasting station at Beirut, which is

equipped with 2,500 watts (medium-wave) and 1,000 watts (shortwave) transmitters
and serves Lebanon as well as a few of the neighboring countries. The
Government through its Ministry of Information, is constructing another more

powerful station which is expected to be in operation in 1961.

A small 500 watt television station owned and operated by a private
Lebanese firm started its programs in 1959. By the end of 1960 about 22,000
sets had been sold in Lebanon.

The Governnent of Lebanon permits a limited number of amateur radio
operators who must be approved by the Ministries of Interior and National Defense.

Many radio receiving and television sets and tubes and other components
are imported each year from Europe and the United States and assembled in
Lebanon. In 1959, radio sets imported from all countries were valued at

LE 2,735,829, while sets imported from the United States were valued at
LE 234,463.

INSURANCE

Supervision of insurance company operations in Lebanon is exercised by
the Companies' Control Office, which is part of the Ministry of National

Economy. Insurance companies are not permitted to do business in the country

unless authorized by the Ministry. Qualifying requirements for insurance

companies are laid down in a law enacted on January 26, 1955.

This law requires foreign insurers to deposit with an approved bank in

Lebanon a- sum equal to that which would be required of a Lebanese insurance

company operating in the home country of the foreign insurer; reserves must

be invested in Lebanon on the same "reciprocal" basis. Generally speaking,
the insurance business in Lebanon has been developed under French influence,
and underwriting practices are said to conform more or less to French methods.

There are three Lebanese insurance companies. The oldest of the three

companies was formed in 1944 and is extensively organized throughout the

Middle East, operating~ in-Lebanon, Syria, Jordan, Iraq, Saudi Arabia, Libya,
and the Sudan. A second company was formed in 1947 and operates in Syria as

well as Lebanon. Although these companies write all branches of insurance,
their principal business is reportedly fire, marine, and automobile. The

third company was incorporated in 1951 and operates in Egypt as well as Lebanon.

The number of foreign insurers in Lebanon has been growing rapidly. At

present 70 foreign insurance companies and agents for such companies operate
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Table 3.- Official and Free Market Rates of Exchange
(in Lebanese pounds per unit specified)

Unit

U.S. dollar

Pound sterling
(transferable)

Official 1955 1956 1957 1958 1959 1960

2.19 3.24 3.22 3.184 3.183 3.155 3.167

6.13 8.95 8.91 8.824 8.882 8.862 n. a.

1,000 French francs 6.26 9.06 9.03 8.271 7.200 6.428 n. a.

Source: General Statistical Bureau, Ministry of National Economy.
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in the country.- The majority of them are British and French. In the casualty
insurance field, the most important type written by the foreign insurers is
automobile insurance. There is reported to be a very limited market for
personal accident and general liability insurance. Burglary insurance is
written but the'rates charged, particularly for commercial risks, are said
to be very high. Virtually all of the foreign insurers operating in Lebanon
are represented by agents in Beirut, who, in turn, appoint subagents in other
localities.

FINANCE

Currency

The principal monetary unit is the "Lebanese pound" (Li) of 100 piasters.
The ~par value of the Lebanese pound is 405.521 miligrams of fine gold, as
announced by the International Monetary Fund, which is equivalent to the
official exchange rate of LL 2.19 per US$ at US$35 per fine ounce. Since 1948,
the free-market rate of foreign exchange has been declared legal and foreign
exchange for any country is readily available.

Beirut is the clearing center for many international financial transactions.
Transactions in gold and incrnvertible currencies of various types take place in
Beirut, which is'a center'of both commodity and-currency arbitrage. Transactions
in'gold declined, however, by approximately 50%, between 1957 and 1960. All
payments for both current and capital transactions take place through the free
market.

J '.
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The Beirut Bourse, established by law in 1920, has devoted itself to
foreign exchange and gold market transactions rather than to its original
purpose of serving as a stock or commodity market. On May 20, 1954, it was
reorganized by law, making it an obligation for an individual or concern
dealing in money, foreign banknotes, gold bullion and coins, bills of exchange,
and stocks to register as a member of the Bourse. Further reorganization of
the Bourse in favor of lower government fees on the volume of transactions and
lower deposit requirements for members, is now under consideration. There is
trading on the Beirut Bourse not only in gold and exchange but in several
domestic and concessionary company securities. Government securities handled
arenot on the open market. Lebanese Treasury bonds, valued at I& 43 million,
are deposited in the Bank of Syria and Lebanon largely as a partial guaranty
for the outstanding note issue.

Banking

There is no central bank in Lebanon. The Bank of Syria and Lebanon, a
foreign private institution, has the sole right of note issue and holds the
Government's accounts; in addition it offers regular commercial banking services.
Lebanon is also served by 46 other government accepted commercial banks, of
which three are American. These establishments provide through their home offices
or correspondents all kinds of banking services with any part of the world.

The legal maximum rate of interest is 9 percent per annum. But the
government permits up to 12 percent per annum. This rate is not adhered to
always. Most loans made by individuals or money lenders are for rates varying
between 15 and 30 percent. Loans are generally of the commercial variety,..
consisting of notes maturing in 90 days. It is an accepted custom for merchants
to discount their notes with private bankers who in turn discount them at the
larger banks. Agricultural, industrial and real estate long term loans are
made largely through state-owned establishments or by a subsidiary of the Banque
de Syrie, which specializes in such matters. In addition to long term loans

these institutions extend short and medium term loans as well, for rates not
exceeding 6 percent per annum.

UNCLASSIFIED

DECLASSIFIEDp Authority 5 6-1

ByT_ NARA Dat -



UNCLASSIFIED

Page 26
Enclosure 1
Despatch as 39
Beirut

Table 4. -

Year as of end
of December

1955

1956

1957

1958

1959

1960

Annual Money Supply in Lebanon
1955-1960 as of December 31
(in millions of Lebanese pds)

Bank notes in
circulation

266

333

356

399

400

431

Total notes

and coins

271

338

361

404

406

437

Demand*
deposits

444

440

551

559

778

1,280

Total money
supply

715

778

912

1,063

1,184

1,717

* Figures shown include only the demand deposits of approved banks, including
government deposits at the BSL, and excluding all foreign exchange deposits.

Source: General Statistical Bureau, Ministry of National Economy

Table 5.- Banking Activity, 1965-1960
(in millions of Lebanese pds)

Loans and discounts
in Lebanese pounds
as of December 31

495

564

601

622
744

996

Bank clearing
(entire year)

926
1,222

1,454

1,370

1,941

2,227

Source: General Statistical Bureau, Ministry of National Econonr.
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Balance of Payments

There are no official balance of payments studies for Lebanon. The
only recent study available at present represents estimates prepared by
the Embassy Economic Section. A summary of these estimates covering 1958

and 1959 would be as follows:

LEBANON: Balance of Payments Summary
in LL 1,000,000

for the years 1958 and 1959

A. Current Transactions

Credit
1958 1959

Debit
T959IMf5

Net Credit or Debit (-)
1958 1959

1. Merchandise trade
2. Non-monetary gold
3. Foreign Travel & tourism
4. Transportation & Insurance

5. Investment Income
6. Government, not included

elsewhere
7. Miscellaneous services

Total goods & services
8. Donations

9. Net capital movement
Total (A/B) (Balance

surplus or deficit -)

10. Monetary gold
11. Foreign exchange assets
12. Bank short-term liabili-

ties to non-residents

Grand total (A,B,&C)

117
45
62
59
49

152
128
87
93
55

673
52
22
11
10

762
137
25
15
12

47 55 4 4
98 145 * *

477 715 772 955
167 110 2 2

644 825 774 957

B. Capital Movement

116

760

18

156

- 556
- 7

40
48
39

43
7' 98

- 295
165

- 130

- 610
- 9

62
/ 78
' 43

/ 51
/ 145

- 240

108

- 132

. - $116 $156

981 774 957 14 ; 24

C. Balancing items

- - 33 - - 33
3 .. - 18 ' 3

- 6 4 - -4 $6

778 990 778 990 -

UNCLASSIFIED

)

i.

Fr

I:

1

t.

f
. .

I:

:1

i '
r . -,

(J

I
U

i.l1

:I
i

I

.-- --

;.

1



UNCLASSIFIED

Page 28
Enclosure 1
Despatch M 39
Beirut

These estimates portray a unique balance of payments position. A
large and rising deficit in the trade balance, a great dependence on
services to finance the larger part of this trade deficit, and a substantial
inflow of capital and donations which more than cover the outstanding
deficit on current account.

The 1959 trade deficit amounted to LL 610 million compared with LL 556
million in 1958. Services covered a large portion of this trade deficit and
reduced it to LL 240 million as compared with LL 295 million in 1958. In
other words the country depends on services to pay for about half of its
commodity imports, or slightly less than twice and one half the value of
its commodity exports.

Donations representing largely emigrant remittances finance over forty
per cent of the total goods and services deficit - IL 108 million out of a
LL 240 million deficit in 1959.

Capital movement favorable to Lebanon for many years still served to
finance the deficit on current account, and leave out a surplus amounting
in 1959 to LL 24 million, which has been used as usual largely for the
purchase of gold for the currency cover.

Because of nonavailability of information on capital movements this
item was calculated as a balancing item between all other credit items
and total debit items. As such it includes in addition to the net private
capital movement the balance of illegal trade, total value added to goods
admitted under "temporary entry" and errors and omissions. The actual net
inflow of capital may thereforeibe significantly inferior to the figure
shown in the summary t able.

FOREIGN TRADE ANALYSIS

Lebanon is known for a singularly high proportion of its national
income earned in the trade sector. It is estimated that 30% of itsmincome
arises in this sector because of its geographic strategic locationgthe
mercantile abilities of its people, and the open-door policy which-favors
services in general, Lebanon has developed into an entrepot and a middleman
for an extensive region.

The import trade sector is engaged largely in the obtaining of food,
textile, clothing and household appliances. In addition a good portion of
the consumers expenditures go to the purchase of imported petroleum products,
automotive equipment and of luxury items. The country's demand for these
latter products is growing more rapidly than the national income or total
national expenditures. This reflects the rising standard of living of the
Lebanese and the growth in the number of foreign visitors to Lebanon.

Lebanon's exports are largely fruits and vegetables and to a smaller
extent textiles and industrial products. Total exports constitute a small
percentage of the country's imports not exceeding 20%.



UNCLASSIFIED

Page 29
Enclosure 1
Despatch !B 39
Beirut

Foreign Trade of Lebanon, 1955-59 1/
(In millions of Lebanese pounds) Z/

Imports

530
561
627
518
700

Exports

121
146
152
111
139

Re--exports

16
15
26
16
25

lf Source: Statestiques du::Commerce Exterieur, 1959, Direction Generale des Douanes

2/ Imports and re-exports are
thirds of the market rate.
on-half times the recorded

valued at the official rate which is normally two
The actual figures will be therefore one and

figures.

Commodity Analysis

According to recent estimates Lebanon spends almost one-half of its national
income on imports. Table 7 shows the composition of these imports by commodity
groups. The major such groups are in order of importance: Gold and other
precious metals and stones, cereals, flour, starch, coffee, tea, spices, oilseeds,
etc......, textiles and clothing and petroleum products.

Table 7.- Lebanon's Foreign Trade, by Commodities, 1959
(In thousands of Lebanese pounds)

Commodity

Live animals
Animal products
Cereals, flour, starch, coffee, tea, spices, oilseeds,

guns, resins, etc.
Oils and fats
Sugar, beverages, alcobholic liquids, vinegars, tobacco
Petroleum products
Chemicals, pharmaceuticals, colors, fertilizers,

explosives, etc.
Hides and leather products
Rubber and rubber goods
Wood and wood products
Paper and paper-rgoods

Imports

52,060
22,295

86,801
4,107
22,922
61,762

37,020

7,949
7,522

14,659
12,046-

sports

share o94g a

s bu 3  1 a,
,ebanon gggr

,pb83

4,149
6,595

416
2,342
2,979
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Lebanon's Foreign Trade, by Commodities, 1959
(In thousands of Lebanese pounds)

(Cont'd)

Commodity Iorts Exports

Textiles and clothing 79,492 13,977
Shoes, hats, umbrellas, etc. 929 413
Wares of stone, glass, ceramics 11,768 6,090
Gold, other precious metals, and

precious stones 134,761 .16,898
Iron and steel products, other base

metals and products 55,579 6,513
Machines and electrical goods 60,511 6,546
Motorcars and spare parts 33,200 3,559
Precision apparatus 7,183 325
All other merchandise 7,923 751

Total 699,789 139,088

Geographical Trade Pattern

Table 8 shows the distribution of Lebanon's trade by region. It is clear from
this table that Lebanon is dependent largely on Western Europe for its imports and
on the hear East countries for its exports. About half of its imports are purchased
from Western Europe and slightly over one half of its exports are sold in the Near
Eastern markets. Imports from the USA although rising significantly, have been
declining as a percentage of total imports. Imports fram Soviet Bloc still
relatively insignificant, have been rising rather impressively. Lebanon's exports
to this area have been rising as well but not as rapidly. Table 9 shows Lebanon's
foreign trade by country of origin and destination and the relative share of each of
these countries in the Lebanese market as well as their relative position as
customers for Lebanon's exports. Syria holds the first place both as buyer and as
seller to Lebanon. Saudi Arabia follows second with its exports to Lebanon largely
weighted with petroleum products and its imports from Lebanon with vegetables and
fruits. Jordan holds the third place followed by France, and then the United States.

Lebanon's substantial and rapidly rising deficit in the trade balance is
financed very largely through a wide range of services including transit, re-export
and triangular trade operations. The volume of transit trade in recent years is
shown in Table 10 broken down into gold, petroleum and other merchandise. Gold
transit trade is shown to be declining considerably following a somnehow-long term
trend in reduced premia and increased restrictions on gold trade in many markets.
Earnings from this type of transit trade are relatively less important than those
from transit of other merchandise. But even this type of transit trade has been
declining due largely to political measures taken by neighboring countries to build
up and operate their own facilities for handling trade as well as other services
which Lebanon has been performing for them. Petroleum transit has as well declined,
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but relatively much less than gold and merchandise. Revenues from this type oftransit accrue in the form of oil royalties and operational expenditures in thecountry. These revenues have risen substantially as of 1959 because of revisionof the transit payments agreement between Lebanon and one of the two pipelinecompanies operating in Lebanon (IPC). Preparations for revising the agreementwith the other company (TAPline) are now under way. The position with respectto Lebanon's transit trade is such that a decline in Lebanon's earnings from thisactivity in the future is anticipated.

Table 8. -
Lebanon's Foreign Trade, by Areas, 1957..59

(In thousands of Lebanese pounds)

Area

United States
Western Europe
Near East
Soviet Bloc
Others

1957
Imports Exports

75,524
309,115
170,286
18,161
53,905

6,764
36,606
66,881
10,376
30,604

1958
Imports Exports

2
67,006

266,693
119,954

14,288
50,387

5,892
24,259
54,505
8,059

17,786

1959
Imports Exports

75,925
403, 527
132,078
20,495
67,764

9,279
23, 402
70,903
7,824

27,700

626,991 152,231 518,338 110,501 699,789 139,108

Table 9. -
Lebanese Foreign Trade, by Country

of Origin, 1958-59
(In thousands of Lebanese pounds)

1959
Percent Percent

Country of origin or Value of total Value of total

destination Imports

Syria
United States
United Kingdom
France
West Germany
Italy
Saudi Arabia
Iraq.
Belgium
Switzerland
Sweden
Netherlands
Egypt
Czechoslovakia
Jordan
Other countries

Total

I

!i

,

i

"ii

.i

l

'

'

',,
i

: !

54,008
67,006
86,668
47,334
38,581
31,906
24,134
22,168
14,868
12,029
11,763
10,642
8,708
5,150
3,451

79,922

10.4
12.9
16.7
9.1
7.4
6.2
4.7
4.3
2.8
2.3
2.3
2.1
1.7
1.0
0.7
15.4

62,166
75,925

171, 229
5b,649
55,904.
37,850
33,733
15,666
15,459
12,862
9,515

14,602
12,066
5,999
4,693

121,471

8.9
10.8
24.5

7.2
8.0
5.4
4.8
2.2
2.2
1.8
1.4
2.1
1.7
0.9
0.7

17.4

699,789 100.0

Total

L

t. 1.
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518,338 100.0
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1958 1959
Country of Origin or Value Percent Value Percent

destination of total of total

Syria 19,316 17.5 20,648 14.8
Saudi Arabia 13,499 12.2 17,390 12.5
Jordan 9,929 9.0 12,139 8.7
Trance 7,389 6.7 3,303 2.4

United States 5,892 5.3 9,279 6.7
Iraq 5,141 4.7 9,775 7.0
United Kingdom 4,514 4.1 4,427 3.2
USSR 4,360 3.9 6,501 4.7
West Germany 3,497 3.2 2,869 2.1
Italy 3,223 2.9 4,401 3.2
Greece 2,536 2.3 2,923 2.1
Iran 2,038 1.8 4,951 3.6
Cyprus 2,.69 1.9 3,049 2.2
Czechoslovakia 1,604 1.5 452 0.3

Belgium 476 0.4 894 0.6

Other countries 23,031 20.9 33,881 23.9

Total 110,501 100.0 139,088 100.0

Table 10. Value of Transit Trade, 1957-59
(In thousands of Lebanese pounds)

Commodity 1957 1958 1959

Gold 101,668 76,801 16,594

Petroleum 396,640 550,777 494,501

Merchandise 746,520 352,479 280,729

Total 1,244,828 980,057 791,824

Commercial Policy

Lebanon follows an open door policy inspired by the conviction that its

economy prospers best through a maximum possible degree of laissez-faire. In
accordance with this policy the authorities have sought in all negotiations and

conferences with neighboring countries, to remove trade barriers and restrictions
on the movement of capital and on foreign travel. On the domestic scene, however,
the conflicting interests of merchants and industrialists lead'the latter to exert
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considerable pressure on the government for taking measure to protect their
industries against foreign competition. The authorities gave way reluctantly,
by decreeing limited increase in the customst duties on imports of certain
commodities -- some types of textile products.

Moved by the substantial and steadily rising deficit in its trade balance,
and by pressure from fruit growers, and some industrialists, Lebanon continues the
attempt to organize its trade on bilateral agreement basis. Experience with the
new few years standing agreements has not been encouraging. Trade conducted
under their terms has generally shown no smaller adverse balance to Lebanon than
without them. The government is therefore reconsidering these agreements with a
view to amending them in the light of this experience.

DEVELOPMENT PLANNING

Lebanon has no comprehensive economic planning. It has very little
government planning limited to certain aspects of the economy. Emphasis is put
on the private efforts and the policy is to ensure a favorable environment for the
private sector.

The major aspects of the country's economic life where the government has
been interfering through some programming and with definite objectives are:
international trade, highways, rural development, irrigation and electric power

supply.

In the field of trade a mounting deficit in the trade balance has become of

great official concern. To deal with this matter the government has attempted to

organize its trade on the. basis of bilateral trade agreements. Experience with

the numerous agreements concluded has not been satisfactory and present efforts

are directed toward revision of these agreements.

For rural development the government has a Village Water Supply Project which

aims at improving living and health conditions in rural Lebanon by providing an

adequate supply of wholesome drinking water to villages which now obtain water from

inadequate and often contaminated sources. The project involves the construction of

a number of domestic water supply systems for individuals or groups of villages.

Six districts encompassing 218 villages with a total population of 179,000, in
addition to many tourists who'spend their vacations in some of these villages will

benefit from this project.

Works on this project was concentrated in 1960, on the installation of pipe

wnd other materials bought in preceding years and the completion of plans and

specifications for extensive future construction. USOM had previously agreed to

finance contracts for the construction of reservoirs, transmission and distribution

systems to serve about 300,000 persons living in villages lacking adequate water.

Plans and specifications for water distribution systems for 63 villages involving

65,000 Lebanese villages and for two main storage reservoirs were completed.
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Preparation of engineering data proceeded for transmission main lines,
distribution reservoirs, distribution systems, and pumping stations for these
additional water supply units which, when constructed, will bring water to an
estimated 170,000 rural people. This engineering is about 90 percent complete.

Another project for rural development aims at c onnecting the various Lebanese
villages with the highway system by asphalted secondary r oads. The government
has recently appropriated for this purpose Lb 84,000,000 and preparations are
being made to invite tenders for undertaking a technical survey of the project
and supervising its execution.

In the field of highway development there is no defined road development
project; but serious efforts, are being made to improve the main highway between
Beirut and Tripoli and the highway between Beirut and Syria in the direction of
Damascus. On the Beirut/Tripoli road a 10 kilometers modern dual highway has
already replaced the old narrow portion of the road s tarting at Beirut. Plans
for extending the new highway some 6 more kilometers have been completed, but the
starting of execution has not been fixed yet. On the Beirut/Damascus road
construction work for improvement of narrow and poor sections of the road is
underway.

Present Condition of the Litani Project

At the Karoun dam site geological surveys are being conducted to test the
water tightness of the reservoir and dam s ite. The tunnel connecting the Karoun
dam and Markabi power plant has been completed. This tunnel has been lined with
concrete. At the Markabi power plant site, two 16,500 kilowatt capacity turbine
and generator sets manufactured in Switzerland are being installed. Other
accessory equipnents are arriving at the Markabi power plant site where 3 to 4
contractors are installing them. The towers carrying the power from the Markabi
power plant to the Zouk Mikael plant have been finished. Most of the high-tension

wires have been laid with only a few kilometers not presently completed. The
16 1/2 kilometer tunnel between the Markabi power plant and the Awali power plant
2/3 of it has been dug. The cave-ins in this tunnel are being cleared away. The
tunnel from the Markabi end is being lined with concrete. There is virtually no
activity at the Avail power plant site. The contract of Groupment Francais du
Litani has been terminated and Electricite de France is taking over the job of
the contract management term to supervise completion of the project. The Italian
construction firm Astaldi has agreed to clear the Markabi-Awali tunnel at its

whole expense. It is anticipated that if satisfactory arrangements can be met

with Astaldi on its past failures, Astaldi will be retained as a construction firm.
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MARKETING CHANNELS

Beirut is the distribution center not only for Lebanon but. for the entire
Near hinterland. Most of the business of foreign producers or exporters is
handled in Lebanon by Lebanese importers who usually act as manufacturers'

agents. It is difficult for a foreign exporter to create a large volume of sales
without the appointment of a local importer as exclusive agent and in most

cases these importers also act as wholesalers. Very few foreign producers or

exporters are known to. maintain overseas branches in this territory.

Consumer and Producer Cooperative Societies

While the Government of Lebanon has encouraged the cooperative movement,

with but few exceptions the movement has not taken root. There is one actively

functioning agricultural cooperative located in the village of El-Abadiyeh,

whose services include grading and marketing of agricultural products in addition

to providing credit facilities and a general store for its members. Other

agricultural cooperatives are located at Kab-Elias and Ain-Anoub.

There are three producers' cooperatives in Lebanon known as "Association des

Exportations d'Agrumes," located respectively in Beirut, Tripoli, and Sidon for

the purpose of grading and exporting citrus fruit.

Aids to Distribution

Several advertising agencies and advertising concessionaires operate in

Lebanon and usually cover the other Arab countries. Press, television, and

motion-picture advertising is most used while road signs are employed to a

lesser extent.

There are no free ports in Lebanon, but Beirut has a "free zone" or foreign

trade zone, in which goods are accepted for trans shipment-or reexport free of

duty. The Beirut Free Zone has been greatly developed and expanded in recent

years, and a considerable number of general and private warehouses are maintained

in it. These warehouses provide adequate Acilities for importers or goods in

transit, as well as those intended for local consumption. In this zone

merchandise may, without being subject to the Lebanese customs law and regulations

relating td- the entry of merchandise; into customs territory, be stored, repacked,

assembled, graded, sorted, cleaned, mixed, or otherwise manipulated and exported

or entered into customs territory.

Arrangements for commercial credit in Lebanon are normally handled through

the banks.

Chambers of commerce and industry exist in Beirut, Tripoli, Sidon, and Zahle.

There is also a merchants' association in Beirut.
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No international trade fair has been held in Lebanon since the 19505.51 French
held international trade fair in Beirut, at which some 200 French firms were
represented, along with exhibits from a number of foreign countries. Preparations
however, are now underway for establishing in Tripoli an International Fair which
may start operating in 1963.

The Chamber of Deputies in 1954 approved an appropriation of Lb 150,000 for
the establishment at the Beirut International Airport of a Foreign Trade Zone to
be called the "International Bazaar". This bazaar, which was inaugurated in April
of that year, has 39 stands for thedisplay of domestic and foreign-made commodities
for sale to transit air passengers. Such goods are duty-free and are delivered to
their buyers on board the aircraft at the time of its departure.

Occasional foreign exhibits have been held in Beirut, and several foreign
chambers of commerce have offices in Beirut, notably the French and Italian, while
the Yugoslav Government maintains a trade promotion organization in Beirut. The
TT.S.S.R. also has a "trade mission" in Beirut, which is an integral part of the
Soviet Legation.

Government Purchasing

No direct purchasing is made by the Lebanese Government. Purchases are made
through bids of local merchants or representatives of foreign producers or exporters,
and presented to the "Section du Materiel" (Procurement Office) of the Ministry of
Finance, Beirut. Advance notice to bid is given through the press with an
indication as to the kind of products required, as well as the date on which the
bid falls due, and the office'where full specifications and conditions can be
consulted by prospective bidders. The Lebanese Government does not maintain a
trade promotion office in the United States.

French and English are generally the languages of correspondence..'

TRADE PRACTICES AND CONTROLS

Terms of trade. - United States business concerns usually require irrevocable
letters of credit on sales to Lebanon, and seldom grant any credits to Lebanese
importers. 'however, some of these American concerns ship toccertain local
distributors against documents in Beirut. Italian, German, French, Dutch, British,
and certain other European exporters grant credits ranging from 3 to 12 months on
consumer goods, and up to 3 years or more on industrial equipment.

Local sales on installment are increasing rapidly in Lebanon, especially in
the field of electrical household applicances. Installment sales are expected
to increase still further upon the expected issuance of more adequate legislation
covering such sales, now reported to be under consideration by the Lebanese
Ministry of Justice.
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Packing for export. - Goods should be packed in such a way that protection is
provided against extreme heat and humidity in summers, as well as pilferage and
rough handling. Boxes should be waterproofed inside and out and double-strapped
with metal bands. Simple crating of merchandise does not afford sufficient
protection from the weather and from inexpert stevedoring in the port area.

The metric system is used throughout Lebanon.

Controls. - There are few price or distribution controls in Lebanon at the
present time. However, the prices of certain commodities, e.g., gasoline,
kerosene, fuel oil, tobacco, flour, sugar, and salt, are controlled by the
Government and the importation and primary distribution of these products are
subject to certain controls.

Hours and holidays. - Government offices are open from 8 a.m. to 2 p.m.,

Monday through Friday; Saturday, 8 to 1. During the summer months (June to
October), office hours of the larger Lebanese banks are similar to the Government
office hours.

Commercial offices usually open from 8 or 8:30 a.m. to 1 p.m., and from

3 to 6 or 7 p.m. During the summer season most commercial offices close at
1 or 2 p.m.

The list of Government and bank holidays for the year 1955 fixed by a
special Government decree for the whole Lebanese territory is as follows: New

Year's 1 Day, January 1; Anniversary of the Arab League's Charter, March 22; Good
Friday (Gregorian Cajendar), April 8; Easter. Monday (Gregorian Calendar),

April 11. Good Friday (Julian Calendar, April 15; Easter Mondayl (Julian

Calendars, April 18; Labor Day, May 1; Lebanese Martyrs Day, May 6; Ascension

Day 1 , May 19; 1st and 2nd days of Ramadan, May 22 and 23; 1st and 2nd days if
Al-Adha , July 29 and 30; Assumptjon Day, August 15;: Moselem New Year's Day ,
August 18; The Prophet's Birthday , October 28; All Saint's Day, November 1;
Lebanese Independence Day, November 22; Christmas Day, December 25 (observed

on following Monday.
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Official Lebanese statistics for the first quarter of 1161 were not released
until the middle of June. The Bureau of General Statistics of the Ministry of
National Economy, whose staff has been reduced to two employees, will. not be
able to release second-quarter statistics before the end of August. The present
Summary consequently places heavy reliance on Embassy and other unofficial
estimates as well as on personal observations.

ITRIODUCTTITN The Lebanese Economy as a whole.

During mid-1961 Lebanese observers of the local economic scene were still
undecided whether the recessional business trend of the first semester, which
by June began showing signs of abating, should be identified as a "calm," a
"stagnation," or a "crisis." The bustling aspect of Beirut, rising customs
receipts, unrestrained construction activity, the increasing number of automobiles,
brisk business in labor-saving and luxury goods, an extremely high level of bank depo-
sits, the formation of new incorporations, modernization of commercial establish-
ments and other si;;ns of urban prosperity appeared to belie the "crisis" diagnosis.
or could they be regarded as characteristics of a national economy in "stagnation."

On the other hand, the drop in port activity, coupled with a continued
though decelerated decrease in transit trade, seemed to support the analysis .of
those who held that all was not well with the economy. As additional symptoms
of a dornwrard business trend, observers could cite some poor trading, reluctance
to embark on large-scale commercial ventures, a limited commercial demand,
difficult credit facilities, nervousness on the Stock Exchange, a lack of
financial liquidity, and a steady appreciation of the Lebanese pound vis-a-vis
foreign currencies. During the last week of the quarter, perhaps under the
additional impact of the Kuwait crisis, this appreciation pressed the US dollar
down to a sixteen-year low.

High hopes of a good agricultural year, generated by adequate rainfall
during the first quarter, were apparently not quite to materialize. New setbacks
in the growing areas compelled the Embassy to revise its estimate of the coming
wheat harvest downward to a 35,000 MT level, below the normal average, but better
thai the 1960 yield.

The generally advanced public explanation for the limping economy of
the first 1961 semester was the tight money situation. The government was
blamed for creating a lack of financial liquidity by delaying the launching
of development and public works projects. Some observers claimed that delay
in this sphere of economic activity was due to reluctance on the part of "the
high authorities" to release public funds lest they be "misallocated"; other
stated that the government was experiencing difficulty in coming to constructive
decisions as to how, where and when to spend its considerable reserve funds.
Official spokesmen, on the other hand, pointed to the deleterious effects on
the Lebanese economy of dirigisme beyond the borders as the basic reason for
existing economic evils at home. These effects,. it was claimed, were most
adverse on transit trade, petroleum revenues, and tourism. Transit trade was on
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[he decline owing to the competition of new favored ports built by Lebanon 's
neighbors and to unsettled conditions along the Syrian-Iraqi frontier. Petroleum
revenues had decreased, because the new Syrian refinery at Homs no longer made it
necessary for the Northern Region to satisfy its needs by buying up 55 percent of
the production of refineries in Lebanon, as once had been the case. Tourism
could not develop at a possible and desirable rate of growth, because the move-
ment and travel funds of visitors from neighboring countries to Lebanon were
subject to controls and restrictions by the authorities at the points of origin.
In assessing the state of the Lebanese economy during mid-1961, it was not advisable
to dismiss any of the foregoing explanations.

One more ingenious theory should be taken into consideration in analyzing
the mid-1961 state of the Lebanese economy. This theory holds that current
economic ups-and-downs in Lebanon are due not so much to effects exerted by
conscious agents as to a process of inevitable transformation from an exclusively
trading and servicing type of existence to a more complex and diversified economy,
in which developing agriculture and industry are beginning to play roles more
influential than heretofore. The embassy would like to see more evidence of
development in Lebanese agriculture and industry before accepting this interesting
explanation.

The new cabinet, which :came into existence during the quarter, appeared to
be proceeding beyond the theorizing and planning stage toward the field of
remedial action. Its new five-year--plan of development and its announced vast
projects of public works held the promise of progress in the direction of
reinvigorated ; and more evenly distributed prosperity. With 1961 half gone,
the timing of execution appeared to be of the essence.

I. FPTANCE

(a) Monetary-Fiscal Situation

Sometime toward the middle of June the local money market for the first
time in many months began to show indications that it was becoming looser.
Perhaps it was the change in Government on May 20. Thereafter there appears to
have been a moderate pick-up in business activity. The interbank interest rates
dropped by half a percent. Apparently, the public was convinced that the new
Government was going to do something finally after repeated assurances and
promises to

1) allocate LL 15 million ($z4.8 million) to the municipalities
ahead of schedule;

2) introduce a bill to permit the Banque de Syrie et du Liban (BSL)
to loan the Banque de Credit Agricole, Industrielle et Foncier
(BCAIF) LL 10 - 12 million ($3.2 - $3.8 million) for agricultural.
improvements;
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3) prepare a bill to grant the security forces LL one million 7
(022,580)in salary augmentation; and

4) pay LL 14 million ($4.5 million) to the Beirut Port Company for
land near the old airport.

Earlier the Government had ordered the Exchange Stabilization Fund to resume
its purchases of foreign exchange. In addition to the foregoing measures, the
Government indicated its willingness to spend huge sums for various development

-- projects as described in Section XI.

Although the stepup in Government expenditures is still not reflected in
the note issue of LL 431 million (x139 million) at the end of June 1961, the
declining rate of growth of the money supply was probably reversed. in June. If
it was not, then it will be certainly very soon. Although there is no statistical
confirmation, it is believed that government deposits at the BSL probably declined
after reaching a peak in April-May. They were reported at LL 266 million
(;85.8 million) at the end of March 1961). These deposits were, however, offset
by further increases in foreign reserves, which facilitated continued credit
expansion.

A Lebanese-French tax treaty was concluded in Paris to eliminate double
taxation for citizens of the two countries. This treaty complements the Monetary
Agreement of June 23, 1959, between Fr-ance and lebanon. The new tax treaty goes
into effect upon its ratification by the legislatures of the two countries.

(b) Banking.

Private bank credit, which had been increasing though at a decreasing rate
during 1960 -- for example, 7.2 percent and 4.7 percent in the third and fourth
quarters respectively -- increased by 6.6 percent during the first quarter of
1961 mainly because of expansion of installment credit. Although second quarter
data are still unavailable, it appears that there was a slight increase in the
rate of bank credit expansion. In any event, the loan deposit ratio at the end
of March 1961 was 94.1 percent, whereas at the end of December 1960 this ratio
was 93.3 percent. The value of bank clearings in the first quarter was LL 573
million ($184.8 million) or LL one million ($322,580) less than the previous
quarter.

Foreign exchange deposits increased during the first quarter by only
LL 19 million ($6.1 million) as compared with LL 85 million (27.4 million)
during the fourth quarter of 1960. Following March 1960, however, foreign
exchange deposits increased by LL 194 million (362.6 million). Most of these
deposits were either in sterling or dollars, shifting from one to the other
in response to interest rate movements in London and hew York. Bank reserves
came under strong pressure with a tendency for the banks to move their funds
from foreign currencies into Lebanese pounds. At the same time, however, Lebanese
demand for foreign currencies was dropping in view of slow business conditions.

L I
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On April 24, one, sinall bank in Zahle was forced to close its doors as. a resuT
of mismanagement. More than a score of banks had loans outstanding to this bank.
A committee composed of prominent bankers and others has been working on a plan
to liquidate the bank's "frozen" assets. This is the second bank to close its
doors in the last two and a half years. Such cases support the stand of those
Lebanese who stress the need of a banking law under which banks would be closely
supervised by the Government.

An International onetary Fund mission visited Lebanon in early April and
urged the Government to establish a currency commission which would undertake
studies for the drafting of a banking law and for the formation of a new central
bank. The mission offered the services of an expert on banking statistics and
another on central banking. The Government indicated some interest, but is
apparently not willing to take action onthese proposals because of opposition
from some quarters. Minister of Finance Gemayel subsequently contacted the
German Embassy about the possibility of having Dr. Ijalmar SCIACHIT, the German
financial expert, assist Lebanon on these matters. It is not knovn how Dr.
Schacht and the two IMF experts would coordinate their activities. During the
quarter there was no action on the part of the Government to implement the
heretofore dead decree of June 1959 establishing the Council of Money and Credit.

Article 103 of the Banking Secrecy Law was strengthened when Parliament
unanimously approved a provision specifically exempting banks from placing at
the disposal of Government tax agents all their records. Other businesses are
still required to show their books to the proper authorities.

The Government is maintaining its ban on new incorporations of banks. The
Development Bank, whose incorporation the Council of Ministers had approved,
opened its doors for business at the Starco Center on May 12, 1961. Its President
is planning to open several branches in Lebanon and to make his bank a regional
development institution with funds borrowed from abroad.

The Lebanese Government is giving high priority in the extraordinary session
of Parliament to the enactment of a law authorizing the doubling of its subscrip-
tion to the IBRDfrom :34.5 million to X9.0 million.

(c) Gold and Foreign Exchange

The Government, through its Exchange Stabilization Fund (ESF) intervened on
two occasions during the quarter in the local exchange market to help relieve
business from a "lack of liquidity." The ESF operations increased the quotations
for the dollar suddenly from LL 3.10 to LL 3.12 on April 29, but thereafter the
rate dropped back to LL 3.09 and even lower since its purchases were so small in
relation to the large inflow of foreign funds. Coincidentally with the Kuwait
crisis at the end 'of June, the dollar dropped to LL 3.06. The rate for the dollar
at the end of the quarter was the lowest on record at the disbursing office of
the Embassy. Apparently, the inflow of Arab oil money, reportedly augmented by
capital inflow from Venezuela and real estate investment from Lebanese emigrants
in West Africa, was causing a steady appreciation of the Lebanese pound.
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7 The appreciation of the Syrian pound continued until May when its quotations
hit a peak of LP 86. Thereafter, it drifted down to the LP 82-83 level. The

buying rate for the Egyptian small bank notes is currently fluctuating at about

LL 5.90 - LL 5.92. The global wealmess in sterling was reflected in the rate for
external sterling, which dropped as low as LL 8.625.

(d) Stock Exchange

The second quarter was a very quiet one for the Beirut stock exchange. A
total of 86,635 shares valued at LL 2,858,072 (3915,507) were traded. In view
of the improved economic outlook, prices of most shares edged higher. The Casino

shares, as usual, were the most actively traded, followed by Lebanese Television
and the Beirut Port Company in that order.

The Parliamentary Finance Committee approved some amendments to the proposed
draft law reorganizing the Beirutshock exchange. The Ministry of Finance accepted
the amendments. The way now seems to be clear for Parliament to pass the bill.
If enacted, the draft law should go a long way toward making the stock exchange

a source of industrial funds by tapping the savings of small investors. Their
interests would be safeguarded through controls and reporting requirements on the
Board of Directors of the listed company.

The American stock brokerage firm of Hayden, Stone & Co. opened its office

in Beirut. This is the second American firm dealing in securities in Lebanon,
the first being Fahnestock & Co., which opened its local office in March 1956.

Both these firms hope to attract Lebanese and Arab oil money from the hinterland

for investment in American companies.

(e) Foreign Loans

The National Litani Office (NLO) has drawn down to date approximately $11
million under the $27 million IBRD loan. As soon as the Council of Ministers

approves of the revised construction plans drawn up by the Electricite de France

for the Litani project, the NLO will probably ask the IBRD for an extension of

time to draw down the balance of the loan.

Out of the 35 million line of credit from the Development Loan Find BCAIF had

.drava down approximately $646,380 by the end of June, or a sum of $294,059
during the quarter. BCAIF has now granted loans totaling about $980,000 based

on 'the drawdowns. Only 65 percent of each loan is from the DLF line of credit.

To date a majority of these loans are for eligible items physically located in

Lebanon.

In May BCAIF initiated disbursements under a letter of commitment through
the Bank of America, Beirut Branch, rather than the direct reimbursement procedures.

Since this "trial run" worked out well, the Bank of America opened letters of

credit for another amount in June. BCAIF is trying to encourage subborrowers to

finance projects under the letter of commitment procedure, so that they will

utilize DLFfunds to the extent of 100 percent for approved sub-loans in comparison

to only 65 percent for eligible items.
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The Societe pour 1'Industrie des Ietaux (SIDmj) opened a letter of credit
for ,232,000 under its DLF loan of .400,000 for the 1500 ton aluminum extrusion
press, which arrived in the port of Beirut on June 9. Final arrangements are
now being completed for a DLF loan of x500,000 to the il-Bared electric company
after many months of time and effort by DLF, El-Bared and USOLI to overcome the
difficulties previously encountered.

By the end of June the Phoenicia Hotel Corporation had drawn down a total
of $1,175,000 on the Eximbank loan of approximately $2,275,000 for the purchase
of muerican manufactured equipment for the hotel. Hotel officials hope to have
it open for business by the end of the year although some work will still be in
progress.

The Council of Ministers at its meeting of June 21 formally approved the
loan of five million pounds sterling concluded last February 16 between the
Municipality of Beirut and the Kuwait Government. The loan agreement still
requires ratification by Parliament.

II. FOPIGN T1DE AND E0OOIC RELATIONS

Customs receipts during the period under review showed an increase to
LL 31.6 million ($10.2 million) from the LL 27.5 million (x8.9 million) of the
previous quarter and from the LL 28.6 million ($9.2 million) recorded at the
end of the second quarter of 1960. Unloadings at Beirut Port, however, dropped
to 317,875 IW from the 374,749 MT achieved during January-March 1961. The
decrease was not as precipitous as it would appear at first blush, because the
first quarter figure of 574,749 IT included 15,000 MT of PL-480, Title II grain
shipments. Consequently, the 1961 second quarter 317,875 IT figure indicates
an approximate 40,000-50,000 MT drop from the high unloadings during the second
half of 1960 and during the first quarter of 1961. Decreasing port activity
was signalled also by the drop in Beirut loadings, to 52,065 L3 from the 70,287 MT
registered during the previous quarter, to the lowest level on record since the
troubled year of 1958.

The converse trends of second-quarter-port activity and customs receipts
indicate that the customary pattern of Lebanese foreign trade, in which these
two factors showed chronologically parallel rises or drops, has been disturbed.
A new pattern seems to be emerging, in which decreasing port unloadings are
accompanied by increasing customs receipts. After.subtracting the 15,000 LT

PL-480, Title II item from the first-quarter unloading figures, statistics
for the 1961 second quarter indicate a 41,934 MT quantitative import decrease,

which is accompanied by an LL 4.1 million ($1.3 million) increase in customs
receipts.

Weight and value, of course, are not necessarily functions of each other.

In analyzing the newly emerging pattern, however, the Embassy is inclined to
believe that it is the result of rising prices in exporting countries and of an
increase in the percentage of luxury goods imported into Lebanon. The Government.

thus gets more revenue, the. consumer pays higher prices, but the importers'
rofit margin is in danger of being cut. For the. effects on domestic business
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F this new quantity-quality foreign trade relationship, see Section VII.

Transit trade continued its steady decline, although the drop to 60,507 Mr
from the 62,150 :IT of the previous quarter was only about 12 percent of successive

quarterly decreases registered at the end of 1960 and early in 1961. Should the

second half of 1961 bring proof of a stabilization of, or even of a greatly

reduced rate of decrease in, this activity so vital to Lebanon's national

economy, one might look forward to Beirut 's resumption of its classic and pro-

fitable role, probably on a more modest scale, as commercial gateway to the

Middle East.

The Lebanese Merchants' Association continued protesting to the Government

against what it described as unfavorable treatment meted out to Lebanese merchants

established in other Arab countries, in comparison with the equal treatment other

Arab merchants are said to be receiving in Lebanon. This question of lacking

reciprocity was brought to the attention of the Seventh Arab League Economic

Council Conference, which took place in Damascus during the second half of June,

through the medium of a memorandum submitted by the Lebanese delegation. In the

course of the major debate at the Conference -- the UAR - proposed Arab economic

union as contrasted to the Iraqi - suggested scheme of Arab economic cooperation --

Lebanon exp-ressed sympathy with the Iraqi suggestion rather than with the UAR

proposal. As a positive step in the direction of increased Arab economic

cooperation, the Lebanese Fruit Board began making plans for intensified
marketing of Lebanese apples and citrus fruit in Iraq and in Persian Gulf sheikh-

doms, by means of large American-type refrigerated tractor-trailers, which would

make use of the overland route from the Mediterranean to the head of the Gulf

via Baghdad. Statistics available as of the end of June indicated that, except

for cherries and bananas, Lebanese fruit exports show a substantial decrease as

compared to the results of last year's fruit season. In the case of citrus fruit

the decrease was 6,000 MT (70); in apple exports, 15,000 MT (26j).

At the end of May Lebanon signed a protocol with East Germany, renewing for

three years the 1955 trade agreement between the two parties. The protocol provided

for increasing the annual volume of trade from LL 7.5 million (32.4 million) to

LL 11.0 llion ($3.5 million) and placed on the East Germans an obligation to

purchase/annual quantity of 8,000 HT Lebanese citrus fruit. The East Germans

also undertook to spend 65 percent of their Lebanese export receipts on Lebanese

agricultural and industrial products, and the remaining 35 percent on goods

handled by Lebanese middlemen or in transit through the Free Zone of the Port

of Beirut.

During the second half of May a non-governmental Italian economic mission

visited Lebanon. In conferences held with Lebanese merchants and industrialists,

the members of the mission sought to lay the foundations for increased economic

and commercial relations between' Lebanon and Italy.

During mid-May the Executive Board of the Federation of the Arab Chambers of

Commerce, Industry and Agriculture met in Beirut. The Board decided to send to

West Africa in July a delegation consisting of representatives of Arab economic,

inancial, industrial and agricultural organizations. The possibility of trade
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Fi th, and increased economic activity in, the newly independent states of West
Africa continued to occupy the thought of knowledgeable Lebanese during the
quarter.

III. AGRICULTURE

Rainfall during the quarter reached the seasonal average along the Lebanese
coast, but remained inadequate in other areas. On the higher altitudes rainfall
was insufficient. In areas where the average rainfall is usually low, subsoil
moisture was reduced to a minimum. In these areas precipitation. for the season
stayed on a level one-third below average.

A cold spell in April caused damage to the blossoms of the fruit crops. In
the rainfed lands of the northern part of the Bekaa valley and in the southern
part of the western slope of the Lebanon range, excessive daytime heat during
early May contrasted with cool nights and produced a wheat crop, the bulk of
which consisted of shrivelled grain, fit only for feed. The unfavorable weather
also reduced the size of the different fruit crops, including the industrial
olive crop. It also stunted the growth of the tobacco leaf crop. 'winter grains and
feeds in the extreme northern part of the Bekaa valley were reduced in yields.
In this area late plantings of rainfed lands in the fall, mainly of wheat and
pulses (lentils, vetches and vetchings), could not reach maturity and dried up.
The earlier plantings in the fall did not miss the adequate rainfall at the
beginning of the season and produced below-average yields.

In the extreme southern part of the Bekaa valley, in most of the area of
medium altitudes on both slopes of the Lebanon range, on the western slope of the
Anti-Lebanon range, and in the extreme southern part of the Bekaa valley, the
winter grain, feed and pulse crops were below average. In the irrigated areas
of the eastern slope of the Lebanon range, on the western slope of the Anti-
Lebanon range, in the Bekaa valley, and along the central and southern parts
of the coast, the winter grain feed and pulse crops were good. In the fertile
soil of the central Bekaa valley and along the northern stretch of the coast,
the winter grain, feeds and pulses produced bumper crops.

In general, livestock was in better condition than during the last three
drought years. Unharvested grain and feed crops increased pasture lands. The
livestock of nomadic tribes are mainly concentrated in pasture areas, where water
supply was satisfactory during the period under review.

The watertable of underground water dropped to a lower level than a year ago,
to the lowest of the last three drought years. This led farmers in the central
Bekaa valley to adjust the supply of irrigation water from deep wells by drilling
them to a greater depth. Some of the shallow wells were enlarged to increase
their dwindling supply of irrigation water.

The infestation of the senn pest continued in the northern part of central
Bekaa valley. It caused some damage to the wheat crop in the area. Grasshoppers
damaged some of the vegetable crops and the grape crop in the central Bekaa valley.
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In spite of these difficulties, the 1961 agricultural crops are expected to
be generally better than in 1960. Current estimates for 1961 are : 35,000 MT for
wheat, 8,000 h.T for barley, 2,800 T for corn, 2,400 MT for grain sorghum, and
200 MT for rice (clean basis). In 1960 corresponding figures were : 20,000 LIT
for wheat, 4,000 I T for barley, 1,500 MT for corn, 2,000 IMT for grain sorghum and
200 1.2 for rice. The leaf tobacco crop is expected to reach 3,800 MT. This is
comparable to a tobacco leaf crop of 3,600 tons in 1960. The orange and lemon
crops are at present estimated at 75,000 and 20,000 1T respectively. In 1960
they were 67,000 tons for ora.nges and 18,000 tons for lemon. The 1961 production
estimates of apples, grapes, peaches, pears, plums and apricots are 42,000, 38,000,
4,000, 3,500, 2,400 and 2,000 1T respectively. Estimated 1960 crops were
47,000 ,T for apples, 30,000 T for grapes, 2,700 MT for peaches, 2,600 IIT for
pears, 1,300 L1T for plums and 1,200 1lT for apricots. The 1961 fresh olive
production is estimated at 35,000 iT as compared with an olive ?production of
38,000 1,T in 1960.

IV. INDUSTRY

At the end of the quarter the proposed new industry law which would regulate
the establishment of new factories, was still under discussion by the idinistry of
National Economy. There is apparently some opposition from those who feel that
the bill would be too restrictive on prospective entrepreneurs. Yet, most
industrialists feel that, after investing large sums in a new industrial enter-
prise, they should be granted a modicum of protection from others who may wish
to establish similar facilities. In a small country like Lebanon with its very
limited market, duplication of manufacturing facilities readily leads to excess
capacity. Carrying of high overhead expenses in relation to a small output
renders a Lebanese company extremely vulnerable to the effects of competition
from cheap foreign imports.

The Association of Industrialists compiled a comprehensive directory of
Lebanese industries and hopes to have it printed by the end of July 1961. Some
1,700 finns with their names, mailing addresses, location of plant and brief
historical background are included in this second directory. The first directory
was published in 1949 and included an incomplete list, of only 500 firms.

The brewery industry in Lebanon may soon witness an expansion and moderni-
zation program. There are now two breweries in Lebanon, Almaza and Laziza, both
with an annual capacity of about 60,000 hectoliters. After operating at capacity
during World Tar II, the two breweries have been operating for below capacity.
Last year, each produced 22,000 hectoliters of beer. This year Almaza concluded
an agreement with the Dutch firm Amstel, under which Amstel is buying 10 percent
of the shares outstanding of Almaza. Almaza has begun aLL 1,750,000 ($565,000)
expansion and modernization program financed largely by an increase of LL 1.5
million ($484,800) in its capitalization. The enlarged plant will have an annual
capacity of 100,000 hectoliters and is expected to start producing beer under the
Amstel brand name in April-iay 1962. Almaza's success in tying up with Amstel
has made it difficult for' IRCAF (Industrie de Recuperation et Conservation des
Produits Agricoles et Fruitiexs) to conclude a similar arrangement with another
foreign firm.
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Construction begun on a synthetic detergent plant, the first of its kind in
Lebanon,just south of Beirut. A Lebanese company will manufacture Tide under a
licensing agreement with Procter and Gamble. Twelve months from now, when the
plant is completed, its output will be sufficient to supply all of Lebanon's
requirements plus additional amounts for export to neighboring countries. About
35 employees will be continuously employed at this new plant.

Principals behind the proposed chemical fertilizer plant, which would use
the off-gases from the oil refinery at Zahrani, are wondering whether the proposed
plant will be able to manufacture fertilizers at a sufficiently low cost to compete
with cheap imports.

The 1,500-ton aluminum extrusion press of SJJki , financed by a :DLF loan, was
unloaded in the port of Beirut on June 9. On April 21, however, the Conseil
d 'E'tat handed down a decision cancelling the import license granted by the iinistry
of National Economy on the grounds that the Government should not have issued
the license because the present market, domestic and foreign, cannot keep the
tio presses busy, especially if they are the same size. The second press was
purchased under an Eximbank loan and was imported earlier this year by the
SCIALLE Co.

. Cotton textile mill owners are highly pessimistic about the future, now
that they have been forced to grant wage increases. They are talking of having
to reduce their working force and to ask for more duty protection. Business is
apparently not too bad since there have been no reports of mass dismissals thus
far.

During the quarter 19 new industrial incorporat ions with a total share
capital of LL 24010,000 ($7,745,1.61) were reported.

V. COiNSTRUCTIN AND E TS

Statistics for cement production and for the issuance of building permits
are not yet available qt this writing. The Embassy has noticed no slackening in
the vigorous building activity which is one of the characteristics of today 's
metropolitan Beirut. If reports circulating in Beirut to theeffect that Lebanese
emigrants resident in !est Africa have begun to invest in the local real estate
market are true, one may expect an intensification and probably a prolongation
of the construction boom. According to knowledgeable business circles, the boom
is now restrained by the fact that the law restricting non-Lebanese Arabs to
real estate holdings of 5000 sq. meters in the cities and of 10,000 sq. meters
in rural areas has a dampening effect on potential livwaiti investors.

In mid-June Parliament, after a heated debate, prolonged the existing rent
law until December 31, 1961, leaving the rental situation as reported in the
Summary for the first quarter of this year (i nbdesp 835, May 8, 1961). In
the course of the parliamentary debate several deputies attacked the current
law because of its inefficacy to maintain reasonably low rents; others, however,
defended it because it permits a continued rise in rents, thus stimulating
cpital investment in real estate and through it an increase in the national incom]e

UiTCLASSIFIE
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At the end of the quarter it was officially announced -that the number of
unrented apartments in the city of Beirut (most of them in the Ras Beirut area,
where foreigners prefer to live) stood at 2,562. Previous unofficial estimates
have placed the number of empty apartments in the city as high as 7,000. Vacancies.
have no effect on rising rents. One apartment vacated by a departing Embassy
Officer is being offered for rent at LL 12,000 ($4,000) instead of the old rental
of LL 8,750 ($2,823); newly'arrived Embassy personnel in search of living quarters
are asked to pay rents from 25 percent to 50 percent above those paid by the last
tenant. Another Embassy Officer has been informed by his landlord that, upon
expiration. of his .current lease, his rent will be raised from LL 8,500 ($2,742)
to LL 10,000 ($3,330). The Commerce du Levant, Lebanon's and the Near East's
leading economic journal, in its issue of July 12,1961, described the steady rise
of rents during the first half of 1961 as one of the most significant elements
in the increasing local cost of living. It cited UN statistics to prove that
by mid-1961 Beirut has become as expensive a city to live in as Rome, London,
Geneva, Bogota, Colombo and Lima.

VI. TOURISM

The current tourist season, which opened with the arrival on Easter Sunday
of a large US ocean liner carrying 400 cruise passenger, is expected to surpass
last year's in number of visitors and in economic benefits to Lebanon. According
to official figures released at the end of the quarter, Lebanon was visited during
1960 by 942,000 foreigners, oftwhom 233,000 were tourists, 330,000 transients, and
379,000 Syrians.

"Tourism Month," which opened on May 25 and saw, among other attractions,
the elections of Miss Europe and Miss Lebanon as well as an international film
festival, was officially rated as a success. Speakers at the Sixth International
Congress of the VWorld Organization of Tourism and the Automobile (OTA), which was
held in Beirut during May and to which the American Automobile Association (AAA)
sent a distinguished delegation, paid tribute to Lebanon as "an invaluable gold
mine in the form of tourist potentiality," though gently hinting that customs and
visa formalities were still acting as deterrents to a large-scale entry of tourists.
A significant step forward in providing de-luxe accommodations for future visitors
to Lebanon was the announcement for December 15, 1961 of the opening of the new
Phoenicia Hotel, the latest link in the chain of Intercontinental Hotels Corp.
(a Pan American subsidiary), now approaching completion on the Beirut seafront.

At the end of June the press reported the opening of the Iraqi-Syrian border
to Iraqi summer visitors to Lebanon, and a pledge of cooperation by the Syrian
authorities in extending all facilities to such visitors on their way to the
Lebanese frontier. According to these same press reports, however, the amount
Iraqi tourists will be able to take out of Iraq this year has been decreased to
200 dinars ($520) as compared to the 300 dinars (5780) allowed last year. A
tourism agreement signed in Cairo on May 30 by UAR and Lebanese representatives
permits an unlimited number of Egyptians to suimer in Lebanon and to bring with
them travel funds up to a maximum of LE 100 ($260) per person, to be exchanged
at the favorable rate of LL 8 for one Egyptian pound. At the end of the quarter
the Lebanese ambassadors in Cairo and Baghdad announced that substantial numbers

L}
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of visas for Lebanon were being issued in both the Egyptiain region of the UAR
and in Iraq : a daily average of 150 in Bathdad and 1,080 as of the end of June
in Cairo, Alexandria and Port Said. The visas issued in &ypt were reported to
be of the collective tyTe, each covering from 3 to 4 persons, aggregating an
estimated 3000 to 4000 Egyptian summer visitors already in the pipelines.

As the quarter closed, preparations were being completed for the annual
International Baalbek Festival, which is expected to attract a significant number
of foreign visitors to Lebanon this year. The Festival will open on July 19
and offer such spectacles as two classic French plays performed by a troupe of
the Comedie Francaise, a onterverdi opera by the Chamber Opera Company of ilan,
the Royal Ballet of London with Dame argot Fonteyn, and the famous Baalbek
ensemble of Lebanese folk-dancers.

In an effort to stimulate the Lebanese tourism industry, US0/L signed
two project agreements with the Government during July, providing LL 690,000
(-222,580) of PL-400 wheat money to be used for labor in connection with the
restoration of antiquities.

VII. DOiESTIC TUSINSS

Internal commercial activity during the second quarter, especially beginning
with June, showed an improvement over the sluggish conditions observed during the
first three months of 1961. The approach of summer and the arrival of foreign
visitors, and also the spread of installment buying, stimulated the sale of :goods
and services. In sampling opinions as to prevailing business conditions among
local distributors, dealers and tradesmen, abassy officers found "business is
slow" a characteristic response in lines dealing in nationally basic essentials
(capital goods,' agricultural machinery, etc.); and "we are doing well" among
merchants selling articles of individually labor-saving, pleasurable or conspicuous
consumption (household electric-electronic appliances, TV sets, automobiles, etc.).
Since most goods in the latter category are sold on the installment plan, a
prominent businessman and deputy publicly excoriated "this American invention,"
which he blamed partly for Lebanon's present "economic pli;ht." Installment
buying is stimulated by the fact that the profit margin of the importer-distributor
is in danger of being cut, owing to rising prices in exporting countries and to
the increase in the percentage of luxury goods imported into Lebanon, unless he
resorts increasingly to selling on the installment plan. In effect, the dealer
becomes a part-time banker lending at rather high interest rates, which restores
his profit margin. In the final analysis, the internal structure of the trade-
services sector, basic to Lebanon'is prosperity, becomes more brittle, because the
capital of commercial entrepreneurs is distributed among a luxury-minded consumer
group whose welfare is dependent upon an undisturbed state of high-level economic
activity.

The textile market was rather dull during most of the period under review,
although June witnessed a. slight rise in Beirut demand. Inquiry among village
workers, however, revealed that, owing to the absence of extensive public works
projects, most of them were unable to buy new clothing for their children either

r Easter or for summer. J
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On the other hand, the demand for refrigerators, television sets, tape
recorders, transistor radios, washing machines, automobiles, and other attributes
of the rising middle class, continued on the brisk level of the first quarter.
Competition was becoming increasingly lively, as indicated by promotional sales
campaigs and prize-winiing contests in various publicity media, including TV.
Competition was so keen that some aggressive retailers advertised that they
would not charge the installment buyer interest for the first twelve months.

In the foodstuff market competition and the increase in the number of
importers greatly reduced the profit margin. The Lmbascy heard that, in certain
cases, importers' profits did not cover their overhead. Particularly in the line
of canned goods, a wholesaler-retailer arrangement appears to have developed, under
which such goods are placed on consignment with the latter, for weekly payments
to the former up to the extent of current sales.

Of 1,955 new passenger vehicles registered during April-May 1961, only 281
were US-made automobiles. The four best-selling American passenger cars during
this period were Ford (91 units), Chevrolet (41 units), Buick (40 units) and
Pontiac (28 units.) The best-selling American car was outsold by the following
seven iropean makes : Opel (309), Mercedes (233), Simca (175), Peugeot (162),
Fiat (135), Volkswagen (125), and Renault (109). This order of precedence appears
as further indication of an apparent trend in which the big American automobile
is being replaced by the European-built small car rather than by the US compact.
Among the 143 new trucks and pickuns registered, Ford came first with 11 units,
immediately follow.ad by GIC with 8 units. Out of 35 buses registered, Fargo led
with 15 units. Among the reasons for the decreasing share of US automotive imports
in the Lebanese market are high ocean freight rates, the congested traffic and
parking conditions in downtovrn Beirut, and the price of gasoline (1 US gallon
sells for about 45 US cents).

The Third Beirut Industrial and Commercial Exposition took place during the
first half of June and was attended by about 49,000 visitors. US commercial
exhibits occupied approximately 28 percent of the total exposition area, as
compared with 25 percent in 1960. Large household appliances, such as refrigerators,
r nges, laundry machines, and television receivers dominated the Exposition and
received most of the visitors' attention. The Exposition may be expected to play
an increasingly important role in Lebanese commerce, at least until the still
distant opening of the planned Tripoli Fair, both as a vehicle for introducing
new products to a large audience and in a place where consumers can view and
compare under one roof the newer luxury items, for which there is a growing
market in Lebanon and which currently constitute the backbone of the domestic
market .

VIII. AVIATION

The quarter under review was characterized by an absence of newsworthy
developments in the field of civil aviation.

The Lebanese airlines acquired no new aircraft and, with the exception of
Lebanese International Airlines, which inaugurated three flights weekly to Baghdad
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Konfined themselves to exploiting their existing routes. Air Liban continued
throughout the three-month period without a managing-director, a condition which
has obtained since February. Middle East Airlines announced that the airline had
made a profit of 25,000 pounds sterling in 1960, but the report was received in
most knowledgeable Lebanese quarters with open disbelief.

Although the International Airport of Beirut continued to be used heavily
during the quarter, no air traffic statistics have been published since January 1961,
and hence can only be assumed to have enjoyed traffic comparable to that of the
past (177,552 passengers, 4,459 T of freight during April-June, 1960). No new
significant projects toward airport improvement were initiated or completed
within the quarter.;

The Civil Aviation Directorate confined its activities almost solely to day-
to-day affairs. The new Lebanese fifth freedom policy that was recommended to
the Lebanese Cabinet (cf. Embdesp 419, December 13, 1960) continued to await
Cabinet approval. Inconclusive air talks were held with the Pakistanis and
Moroccans. Services authorized by the Lebanese-Czech air agreement, signed by
the Lebanese Foreign Minister in May, have not yet been initiated by either.party.

IX. PETROLEgJI AFFAIRS

Tapline crude oil throughput dropped sharply in the second quarter from a
first quarter average of 431,440 b/d, not far below rated capacity, to 245,000 b/d.
Tapline sources in Beirut attributed the drop in throughput to the seasonal
decrease- in European demand for oil and a reduction in tanker rates. Other
sources have indicated that some of the parent companies had second thoughts
about the effect of a new US tax law, which was originally thought to have eliminated
a potential threat of double taxation on the line's profits if retroactively
shared with Saudi Arabia. Also, loading facilities at Ras Tanura have been improved.

*The Iraq Petroleum Company is completing an expansion of its loading faci-
lities at Tripoli to take care of expected increases in receipts from its pipelines.
Formerly. there were four berths at Tripoli, three with twin 12" sea lines and one
with:ttin 16" lines. Now there will be two berths with single 32" lines, capable
of loading at the rate of 4,000 long tons per hour (30,000 bbls), one with twin
24" lines, which can load at 7,000 tons per hour (52,000 bbls) and one unchanged
with twin 16" lines, .capable of 1,600 tons per hour (12,000 bbls).

Storage capacity at Tripoli is being increased from six 12,000 ton tanks to
eight 27,000 ton tanks.

X. LABOR

The relative calm of the labor situation which prevailed during the first
quarter of 1961 was rudely shattered in late May by a general wave of unrest
growing out of the promulgation of the first new wage legislation to be enacted
since 1946. This law, passed by Parliament in April and finally published in the
Official Gazette in May, provides for a 15 percent cost-of-living increase to

ver price increases during the years 1955 to 1959, and an increase in the J
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Action to obtain implementation on the part of the employers of the new law

was initiated by several UUE! affiliates, culminating in strikes by the Textile
workers and the Port Company Employees Unions. The textile strike, involving
more than 4500 workers, began on May 19 and ended on June 3 with a settlement
providing for the application of the cost-of-living increase on a 5' - 15; sliding
scale. A four-day strike at the Comnanie du Port de eyrouth ended on June 6
with an agreement providing for improvement ,nd a 12; increase, but imposing a
lower limit of LL 20 and an upper limit of LL 65 per month, retroactive to January
1961.

Without resorting to strike action, the Lebanese Cement Company Workers
Union reached agreement on an increase providing for the addition of funds equal
to 121 percent of the Coimpany's payroll, which will be apportioned among the
employees under a formula later to be jointly determined by both parties. Beirut 's
rival printing trade unions joined forces to win wage increases under the new
law covering their members employed in newspaper publishing and job printing.
The newspaper agreement provided for an increase cf 5 > to 10O>. The agreement
with the Print ing Press Owners Association brought a flat LL 12 per month wage
increase for all employees of firms represented by the Association.

A walkout of 1200 non-professional employees and workers at the American
University of Beirut (AUB) was narrowly averted by an agreement on May 31. The
unaffiliated AUB Employees Union came to terms with the University administration
under which employment conditions were improved and the full 15 percent increase
would be applied effective January 1, 1561.

Txcept for the AUB employees settlement, agreements reached with other unions
provided for substantially less than the 15' cost-of-living increase stipulated
in the law. Several unions, mostly those in the petroleum industry, are not
eligible for increases under the law, for their wages already exceed the new
minimum, and they have received annual increases, clearly earmarked as dost-of-
living, over the required five-year period. Unions representing employees of
Goverrnment-operated enterprises, i.e., tobacco monopoly, railways, Beirut tramways,
customs clearing house, have already received wage adjustments as required by a
separate law covering wages and salaries of Government employees.

The quarter also saw a change in affiliation by the Shell Workers Union from
the Jami 'at federation to the UUEW. The most significant development affecting
oil workers unions was the formation of a Petroleum Workers Council comprising
all nine of Lebanon's unions in that industry.

Two Jami'at unions affiliated with International Trade Secretariats(ITS)
during the quarter. The Commercial Employees Union joined the International
Federation of Commercial,,Clerical and Technical Employees, while the Printing
and Bookbinding Workers Union became affiliated to the International Graphical
Federation. Other Lebanese unions are members of the petroleum workers' and metal
workers' IS.
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An eight-man team composed of trade union leaders sponsored byUSOI/L 7
departed for a six-week visit to the United States to study labor-management
relations and trade union administration. It is expected back in Lebanon around -
July 6.

Issam SHAIHHAL, FUL Secretary-General and member of the Executive Board of
the Confederation of Arab Trade Unions (CATU), resigned his union offices to
continue his full-time employment at the government 's Tripoli Labor Health Center.

Although Government price statistics for June have not yet been published,
it appears certain that the steady, moderate increase in prices is due to spurt
sharply as a result of wage increases granted under the new law.

XI. EC ONOMIC DEVELOPICrxTT AND FORIGN T AID

As a result of distributions during the quarter by the Banque de Credit
Agricole, Industriel et Foncier (BCAIF) (see Section I e), about $980,000 has
thus far been channeled into small and medium size Lebanese industries with DLF
assistance.

Two new commitments from the 1L 480 wheat fund were signed in June. One is
for LL 450,000 (i146,580) to pay for the labor costs of restoration work at
historical sites such as Byblos, Baalbeck and Sidon. The other provides
LL 240,000 ($78,175) for labor to excavate and restore portions of the ancient
city of Anjar on the eastern side of the Bekaa Valley. In addition to improving
the tourism value of these historical sites, the two projects will provide work
opportunities for Lebanese farmers and villagers whose incomes have been adversely
affected by the prolonged drought.

The United Nations team financed by the Special Fund completed its preliminary
survey of Lebanon's groundwater resources, and recommended that the government
institute a thorough investigation of the country's groundwater situation. The
four-man team, headed by Dr. V.11. Yevdjevich of Colorado State University, found
Lebanon's geology to be exceedingly complex. Of particular concern was the Bekaa
area, where the underground water table has been dropping because of uncontrolled
pumping and the three-year drought; and the Akkar plaih, where the underground
fresh water was found to be lying on top of salt water. Unregulated pumping in
this latter area could lead to displacement of fresh water by salt water. The
team found a potential untapped source in undersea fresh water springs along the
coast between Beirut and Tripoli, which could possibly be traced to their mainland
source.

In April, representatives of Kinoshita and Co. Ltd., a major Japanese trading
firm with branches and offices throughout the world, and Public Relations Japan,
a Japanese public relations consulting firm, entered into exploratory discussions
with government official and prominent Lebanese banking and business leaders
concerning possible Lebanese-Japanese commercial cooperation in the newly emergent
nations of West Africa. The discussions centered around the possibility of
combining Japanese capital and technical assistance with Lebanese capital and
managerial ability (using resident overseas Lebanese) to form small industrial
enterprises, such as a tannery, a fish processing plant, a rolling mill to J

UITCLASSIFIED
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manufacturee steel rods, a sugar refinery, etc. Considerable interest was shown
by the Lebanese, who plan to send a group to Vest Africa for a closer look at
opportunities there. Further talks are expected to take place in Tokyo this fall.

A silk expert from the Japanese Ministry of Agriculture arrived in April on
a three-month technical assistance mission to help Lebanese silk-worm growers,
whose production has decreased over the past few years. All his expenses are
being paid by the Japanese government. Lebanon has also requested Japanese
assistance in the development of her handicraft industry and is sending an official
of the Office of Social Development to Japan to survey the types of work most
suitable for exploitation in Lebanon.

In May the Government extended its contract with the French Centre Interna-
tional de Formation et de Recherches en Vue de Developpement Harmonise (IRFED)
for an additional three years. It has been reported that IFEiD will draw-up a
long term development plan for Lebanon on the basis of the recently submitted
report on its comprehensive economic and social survey of the country.

President Chehab signed into law on May 9 legislation authorizing the
expenditure of LL 84 million ($27 million) for the extension of the secondary
road network of the country to some 600 villages still unreachable by motor
transport. LL 54 million ($17.4 million) of this sum are earmarked for the
laying out and construction of new roads, while the remaining LL 30 million
( 9.7 million) will be used to complete roads already begun. This project,
representing the largest outlay ever appropriated for public works in Lebanon,
will be of fundamental importance in the development of these economically
isolated communities.

In early June the Council of Ministers submitted to Parliament legislation
calling for the appropriation of LL 450 million (;145.2 million) for a five-year
development plan to commence in 1962. The draft law places primary emphasis on
extension of the electricity supply and road networks, providing potable water to
some 638 villages now without water supply systems, and doubling the amount of
land under irrigation in the country. The cost of financing the scheduled projects
will be met partly from petroleum receipts and partly by ordinary budget appro-
priations. The government 's plan will certainly be closely studied by the
Chamber of Deputies before approval.

XII. GOVJfGlMTil T POLICY.

The new cabinet, which took office on May 20, 1961, presented its economic
program to Parliament on May 31, summarized in the following two paragraphs

"We shall earnestly continue seeking a solution for major and
minor problems, drawing up and carrying out projects and public
utility works in all of the regions for the benefit of all the
classes of people. We shall appropriate for the carrying out of
these projects the largest amounts possible within the shortest
time and take into consideration the faat that State money must
maintain the countryIs economy, but we shall. control expenditures
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in such a way as to avoid inflation and a rise in prices.

We place at the top of our cares the application of the last
stage of the Administrative Reform and the preparation of anything
that may serve general planning for the advancement of the country,
and its economic and social development. In our work, we shall be
assisted by Lebanese experts and technicians. We. have decided to
set a time for the realization of each project and to insure as
much as possible rapidity as well as coordination in order to over-
come difficulties and the cause of tardy progress."

In order to accelerate progress toward the general objectives set by the
cabinet 's declaration of economic policy, the President of the Republic on June
15, 1961 promulgated by decree a bill pending before Parliament since April 18,
1961, providing for the establishment of a Commission des Grands Travaux (CGT ),
responsible to the Minister of Public 'Works. The new CGT, the members of which -
were quickly appointed, was charged with surveying and carrying out development
projects, to settle invoices not exceeding LL 10,000 ($3,225), to sign private
controls not in excess of LL 50,000 ($16,130), and to invite tenders for contracts

by LL 200,000 ($64,500) or less. The sum of LL 3 million ($967,740) was placed
at CGT Is disposal from the Government 's Reserve Fund to cover the cost of such
technical surveys of development projects as may be referred to it by the Council
of Ministers (see Embdesp 970, June 29, 1961).

During the month of June the new government gave repeated proof of its serious
preoccupation with remedial measures to reinvigorate the country's sluggish eco-

nomy. On June 7 the Council of Ministers approved a draft law providing for an
LL 450million ($145 million) five-year plan of national development (see Section
XI) to begin in 1962. The government contract with the French research organiz-
ation IRFD (see Embdesp 351, November 21, 1960) was renewed for a- 3-year term
in order to continue the recent survey and analysis of Lebanon's development
needs. A draft law granting a government loan of LL 10 million ($3.2 million)
to the Banque de Credit Aricole, Industriel et Foncier (BCAIF) for the purpose
of agricultural credit was approved. Arrangements were made for quick payment
to the Lebanized Port Co. of LL 14 million ($4.5 million) for real estate taken
over by the government early in 1961, and of another LL 17 million ($5.5 million)
to the municipalities as an advance. of their gasoline-tax share. The Exchangs
St'abi1-iationlu.id was instructed to purchase foreign currencies in order to
reestablish reasonable rates of exchange. The Ministry of Public Works began
issuing invitations to public bids and promised the execution of forty work projects
within the period of a month. The business upturn" in June coincided with these
and other psychologically stimulating indications of the government 's policy to
terminate the period of tight-money conditions and to start the long-delayed
development projects.

To demonstrate its concern with the po lution of the air, the government
on June 10, 1961 decreed the application of 1956 law prohibit'ing the circulation
in Lebanon of Diesel-propelled vehicles, to take effect gradually over a period

from 6 months to three years. It has been estimated that, upon the full entry into

force of the ban on such vehicles, the government may be able, at the present rate

L
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taxation, to collect an additional LL 14 million ( 4.5 million) in fuel taxes.
~iM ,Some observers have predicted, however, that, in an attempt to placate owners

and drivers transferring from diesel fuel to gasoline, the government may event-
ually reduce the tax on the latter. The present tax on gasoline is PL 427 ($$1.38)
per 20 liters, as compared with PL 37 ($0.119) per 20 liters of diesel fuel.

At the June Damascus Conference of the Arab League Economic Council the
Lebanese delegation gave preference to Iraq's plan of inter-Arab economic

cooperation over the UAR's project of an Arab economic union. Lebanon's position
at the Conference, however, was rather of a third-force character by virtue of

the proposals made by its delegation to suspend nationalization measures taken
in Arab countries against companies of another Arab nationality end to establish

practical reciprocity among Arab countries in the treatment accorded to their
merchants.

Government members and spokesmen showed concern with Lebanon's large trade

deficit, which for 1960 stood at LL 636.5 million ($205.3 million). During May

a government committee reviewing Lebanon's foreign trade relations reportedly
recomLiended a 25 percent increase in duty on certain goods in an attempt to

protect local industries without curbing imports or interfering with the basic

principle of free trade.

In order to promote interest in Lebanese handicrafts and touristic attractions,

the government early in May accepted invitations to participate in international

trade fairs to be held in Munich (May 1961), Cyprus (June 1961) and Chicago (July

1961). Final decision has not been reached as yet on Lebanon's participation in

the New York World's Fair of 1964-65, but after the Damascus Conference of the

Arab Lea.;ue Economic Council in June expressed preference for joint Arab particip-
ation at this event,. it appeared possible that Lebanon may choose to share a

common Flushing Meadow pavilion with its neighbors in 1964-65. The government

showed limited interest, without concrete commitment, in sending a display to the

1962 Century 21 Exposition in Seattle.

During the period under review the government evinced more than usual concern

with economic affairs and economic policy. A report prepared by the Higher
Economic Council at the behest of the President of the Republic, which might be

considered as a basic economic guideline for government planning and action,
stressed the immediate necessity of evenly distributing among Lebanon's population,
socially as well as geographically, the benefits accruing from national economic

activity. In order to reach the objective of a balanced economy and an evenly

distributed prosperity, the report proposed the .promulgation of laws and regulations.

to encourage industry and trade, the establishment of vocational training centers,
the revision of existing tax laws with a view to lightening the burden now borne

by people in the lower income brackets, and the acceleration of administrative

decentralization. At mid-year government policy appeared to be taking on a more

definite shape toward the attainment of some of these objectives.

ar dI. rson
Charge d'Affaires, a.i.

L ___I
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Customs receipts
Currencybissue

Public Debt
Internal
External
Demand Deposits (Aver.)
Lebanese currency acce
Foreign currency ace.

Time Deposits (Aver.)
Lebanese currency ace.
Foreign currency acc.

Loans (Average)
Lebanese currency acc.
Foreign currency ace.

Discounts (Average)
Lebanese currency
Foreign currency

Bank clearings
New incorporations
Cost of living index
Wholesale price index
Cement production
Building permits
Beirut Port Movement
Fright unloaded
Freight loaded

Total Transit Trade
Movement

Unit

ill. LL
" t

"t t

it "u

LEBANON - EC ONOIoC EL I)ICATORS

1960
2nd 3rd 4th

Quarter Quarter Quarter

28.6 26.2
416.0 427.0

45.7
25.6

45 o7

25.6

"i 869.0 916.0
210.0 241.0

if 91.0 102.0
47.0 51.0

" "I 642.0
"I "i 102.0

"I "I 207.0
" " 6.0

"I "i 549.0

19
519

i.:. Tons 204,899
Number 266

704.0
107.0

225.0
7.0

529.0
9

528

223,136
296

31.9.

431.0

45.7
25.6

954.3
283.3

105.7
49.7

755.0
13507

235.3
9.7

560.0
18

536

229,398
270

1961
1st 2nd

Quarter Quarter

27.5
431.0

43.7
25.6

996.0
345.0

121.0
57.0

804.0
164.7

239.4
10.6

573.0
32 _l/

532

202,156
243

i. Tons 327,392 368,071 358,034 374,749
" 65,043 65,281 63,770 70,287

11 i 79,701 88.942
AircraftPasseng'er iHovement
excc uding transients
Arrivals Number 79,098
Departures 68,943

New Vehicle .Registration
Passenger cars 2,446
Trucks 131
Buses __21

1 Revised figures; Total share capital : LL
Total share capital : LL 24,010,000

,* J'T-

85,597
56,534

2,388
155

43
92,770,000

75,441

85,092
67,955

2,295
128

7 0

62,150

31.6
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43.7
25.6

r;
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19 _2
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60,507
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7 1. HIGHLIGHTS - UNCLASSIFIED

TAPline has brought in an expert from Jersey's Fawley refinery
in England to advise on clearing up the beach pollution, which resulted from
the rupture of a loading line at its Sidon terminal on July 1 and A
consequent loss of 33,593 barrels of crude to the sea. -(BER 14). Meanwhile

the ban on swimming was lifted by the Minister of Health on July 15, although
the condition of the beaches is still not good. Many frivolous claims for
damages have been made against TAPline, including that of a store which sells

bathing suits, and it is not possible to estimate the total sum for which the

company and its insurers might be ruled liable. The company's approach to

the problem is that it would be better for it to supervise actual removal of

the polluted sand than to pay damages to the beachowners who might not use
the money to clean up the situation. If the sand is not removed, there is

the possibility that residues may rise to the surface year after year.

The Minister of Public Health announced on July 12 the reduction

in prices from 20% to 60% of a wide range of antibiotics. The new retail
prices, which still leave a reasonable profit to pharmacists and importers,
are very low (e.g. LP 40 or 13$ for 400,000 units of procaine penicillin or

of one gram of streptomycin) and will undoubtedly favor European manufacturers
of these items, whose selling prices are lower than U.S. suppliers.
(See Embdesp 33, July 14, 1961).

The dollar rate in Beirut remained essentially unchanged over
the past two weeks, with today's transfer quotation at LL 3.0725. The pound

sterling was quoted at LL 8.555. (DRM)

AVIATION

2. UNCLASSIFIED - Special Aviation Committee Appointed

The new Minister of Public Works and Transportation, Kamal

JUMBLATT, has appointed a four-member committee to survey civil aviation in
Lebanon and to recommend minimum standards to be met by Lebanese airlines.

The Committee is composed of the Director General of Transport, two Lebanese

economists and the Lebanese delegate to ICAO, who was recalled to Beirut to

serve on the Committee. The Committee is to report its findings by
September, 1961.

LIMITED OFFICIAL USE - COMMENT: The Committee was appointed by the
Minister at the behest of Sheikh Najib ALAMUDDINE, Chairman of MEA, who also

selected its members. Jumblatt and Alamuddine are known to be 'old friends and

both are Druze, a circumstance of which Sheikh Najib obviously intends to take

full advantage. It is the Sheikh's apparent hope that the Committee will either

recommend standards of airline operations that MEA alone can meet; or that it

will recommend new controls and restrictions that will seriously handicap
MEA's Lebanese competitors. (JHE)
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AVIATION (cont'd)

3. UNCLASSIFIED - New Lebanese Restrictions Placed on Charter Flights

The Minister of Public Works and Transportation has decreed that

the Director of Civil Aviation is no longer authorized to approve charter

flights, except -for those air carriers already specifically authorized 
by

Lebanese internal law or bilateral air agreements to operate air charter

services to or from Lebanon. All other requests for air charter operations

must be referred to the Supreme Aviation Council for decision.

LIMITED OFFICIAL USE - COMMENT: The ministerial decree was instigated

by Middle East Airlines for reasons to be reported more fully by 
separate

despatch. Judging from the circumstances of its birth, however, the decree

will operate to prevent Lebanese businessmen from developing specialized

charter services with other than already established Lebanese carriers. It

seems likely that, if it is applied literally, the decree will have the

incidental effect of seriously delaying Lebanese authorization of charter

flights to or from Beirut by any foreign carriers. The Council now meets

irregularly and sometimes at three to four-week intervals. (JHE)

4. UNCLASSIFIED - PAA Vice-President Visits Beirut

Norman Blake, PAA vice-president and former PAA regional director

for the Middle East, stopped at Beirut July 11-15 on vacation. His visit has

occasioned speculation in local circles that PAA may plan to buy shares 
in

Air Liban, or Air Jordan, both of whom are known to be shopping for help.

OFFICIAL USE ONLY - COMMENT: According to Mr. Blake, his visit to

Beirut had no business significance. (JHE)

5. OFFICIAL USE ONLY - MEA and TMA Apply for Prague Traffic Rights

Both Middle East Airlines and Trans-Mediterranean Airways,

referring to the recently signed Lebanese-Czech air agreement, have applied

for traffic rights to Prague.

LIMITED OFFICIAL USE - COMMENT: Comments by senior Lebanese aviation

officials suggest that both these applications will probably 
be denied in favor

of Air Liban, if Air Liban (which applied some months ago) signifies that it

still seriously intends to operate to Prague. In this connection, the owner-

director of TMA has claimed privately to have a firm contract to transport

four tons of air freight weekly from Prague to Beirut, Cairo 
and points in

the Congo. (JHE)

LABOR

6. UNCLASSIFIED - Dockers Union Leaves Jami'at Federation

The Beirut Port Dock Workers announced its withdrawal from the

ICFTU-affiliated Jami'at federation this week and its intention of joining

L
LIMITED OFFICIAL USE
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the Federation of Independent Trade Unions (FITU). A charter member of the
Cairo-based Confederation of Arab Trade Unions, the FITU is the smallest of
Lebanon's four licensed federations.

LIMITED OFFICIAL USE - COMMENT: Ali HOUMANI, Docker's president, is
reported to have become incensed over Jami'at President Hussein Ali HUSSEIN's
severe censure of the Dockers' independent May Day celebration. (See Embdesp
831, May 4, 1961). Publicly, Houmani charges Hussein with poor leadership of
the federation, particularly with reference to seeking implementation of the
new wage law for Jami'at affiliates. In the opinion of the Embassy, Houmani
is seeking more congenial company in the FITU which contains many Communist
and Progressive Socialist elements; and Houmani was probably influenced by
the PSP's Assad AKL who failed in his attempt to take over the Port Employees
Union in the spring. (HDS)

7. UNCLASSIFIED - Kerosene Vendors Now Eligible for Wage Law Benefits

A decree issued by Minister of Labor and Social Affairs
Mohammed SAFIEDDINE on July 17 reinforces a decision of the Labor Court
changing the status of kerosene vendors from self-employed salesmen to
employees of the individual oil companies. The decree went even further by
renaming the union the Oil Distributors Union in place of the original name
whose literal English translation was Petrol Salesmen's Union.

OFFICIAL USE ONLY - COMMENT: The Court decision and the ministerial
decree are the outcome of a two year fight by the Union to compel the oil
companies to bargain with it. Thus far, none of the oil distributing companies,
including ESSO and Mobil Oil, have recognized the Union, although the court
decision preceded the decree by almost a month.

As employees of the companies, the kerosene vendors thus become
eligible for increases under the new wage law, although it will most likely
take some time for agreement on their basic wage to be reached. (HDS)

ECONOMIC DEVELOPMENT

8. UNCLASSIFIED - Italian Firm Low Bidder for Road Network Engineerinq
Contract

The Italian construction engineering firm MANFREDI was low
bidder for the Ministry of Public Works contract for the engineering survey
phase of the Government's LL 84 million project for the extension of the
secondary road network of the country. (BER 10). The Manfredi bid for the
planned 1,120 kilometers of roadway was LL 2,338,840 ($762,000). Thirty-two
other firms of various nationality, including the American firm of THAMES,
took part in the tender. According to the terms of the contract, all survey
work is to be completed within one year. (DRM)

LIMITED OFFICIAL USE
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I FOREIGN AID

9. UNCLASSIFIED - Aqreement Signed for Rayak Airport Extension

A project agreement allocating LL 1 million ($325,700) of
Point Four Title II wheat funds to defray labor costs of.overlaying and
extending the runway of the military airport at Rayak in the Bekaa valley
was signed July 10 by the Lebanese Minister of Defense and the Director,
USO4/L. Extension of the Rayak installation will permit transfer of
Lebanese Air Force jet operations from Beirut International Airport,, thus
easing the potential safety hazard to the steadily increasing commercial
air traffic, and will provide suitable emergency landing facilities for
international traffic. Moreover, transfer of the Air Force support facilities
from Beirut International Airport to Rayak will provide additional, badly
needed space for rapidly growing commercial ground support operations there. (DRM)

FOREIGN TRADE

10. UNCLASSIFIED - Brazilian Depot at Beirut Free Zone

On July 16, a five-man Brazilian commercial delegation, headed
by R.G. ALMEIDA, President of the Brazilian Federation of Commercial
Associations, arrived in Beirut for negotiations toward the establishment in
the Free Zone of the Port of Beirut of central warehouse facilities to handle
the distribution of Brazilian coffee in the Middle East. The group, which
includes representatives of industrial groups, has called on senior Lebanese
officials and industrialists. In addition to concluding an agreement
establishing the facility in the Free Zone, which has already been approved
in principle by the Council of Ministers on July 12, the delegation hopes to
lay the groundwork for future commercial relations between Brazil and Lebanon,
and for a possible extension of the coffee distribution facility to handle
other Brazilian export products, such as cacao and vegetable oils. (DRM)

11. UNCLASSIFIED - Lebanese Join Arab Commercial Delegation
in Africa Tour

Two representatives of the Lebanese Chamber of Commerce and
Industry joined delegates from Jordan, Iraq, Kuwait, UAR, Tunisia, Saudi
Arabia and Morocco in Cairo on July 18 for preliminary discussions prior
,to a 45-day tour through West Africa. The tour, organized by the Federation
of Chambers of Commerce, Industry and Agriculture of the Arab Countries, will
include visits to Nigeria, Ghana, Liberia, Sierra Leon, Guinea, Senegal, Mali,
Upper Volta, Niger, Dahomey, the Cammerouns and the Ivory Coast, where the
delegation will discuss possibilities of increasing commercial relations
between these countries and the Arab states of the Middle East.. The Lebanese
members of the delegation are Malek CHEHAB, Technical Counselor of the Beirut
Chamber of Commerce, and Wagih ABU ZAHR, president of the Sidon Chamber of
Commerce. (DRM)

LIMITED OFFICIAL USE
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FOREIGN TRADE (cont'd)

12. UNCLASSIFIED - Unloadincgs Drop but Customs Receipts Rise

During the past several months the Embassy has noted that the
customary pattern of Lebanese imports, in which customs receipts and port
unloadings showed chronologically parallel rises or drops, has been disturbed.
A new pattern appears to be emerging, in which decreasing port unloadings are
accompanied by increasing customs receipts. For example, during the second
quarter of 1961 customs receipts rose to LL 31.6 million, as compared to
LL 27.5 million during the first quarter; while Beirut port unloadings dropped
to 317,815 MT from 374,749 MT. After Subtracting the 15,000 MT PL-480 Title II
shipments included in the first-quarter unloading figures, statistics indicate
a 41,934 MT quantitative import decrease, accompanied by an LL 4.1 million
increase in customs receipts.

OFFICIAL USE ONLY - COMMENT: Weight and value, of course, are not
necessarily functions of each other. In addition, the Embassy believes that
rising prices in exporting countries and an increase in the percentage of
luxury goods imported into Lebanon are responsible for the newly emerging
pattern. As a result of this pattern, the Government gets more revenue, the
consumer pays higher prices, but the importers' profit margin is in danger
of being cut. Consequently, the importer-distributor concludes that it is
more profitable to lend at interest than to sell for cash and becomes something
of a banker, in the sense that he increasingly resorts to selling on the
installment plan. This psychological reaction on the part of the importer-
distributor is confirmed by the ascending curve of time purchases in the local
retail market. In the final analysis, the internal structure of the trade-
services sector, basic to Lebanon's prosperity, becomes more brittle, because
the commercial entrepreneurs capital is distributed among a luxury-minded
consumer group, which may not be able to meet its financial obligations in
the event of a political-economic upheaval comparable to that of 1958. (LCT)

Evan M. Wilson
Charge d'Affaires a.i.

Contributors:
LCTihany, DRMorris, JHEnnis, HDSnell

DEPT: Please pass to - AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA,
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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r 1. HIGHLIGHTS - UNCLASSIFIED

At a meeting August 2, the Council of Ministers promulgated by decree
several laws on which the Parliament had not acted before adjourning the day
before, including the important LL 450 million five-year development plan
submitted to Parliament in June. (Embdespatch 996, June 27, 1961) The Council
also appointed a young Tripoli engineer, Hazen JISR, as President of the Council
of Administration for the Tripoli Fair, replacing Saadi MOUNLA who resigned
recently over delay on the part of the government in making preparations for
the fair. The Council, at the same time, agreed on the site for location of
the fairgrounds, and charged the Minister of National Economy with responsibility
for seeing thatexpropriation, planning and construction proceded as rapidly as
possible. (BER 5).

In ceremonies at the Free Zone August 2, the Brazilian Ambassador to
Lebanon and the President of the Beirut Port Company inaugurated the 3,362 square
meter warehouse to be operated by the Brazilian Coffee Institute for regional
distribution of the Brazilian product. (BER 15).

The quotation on the Beirut market for the US dollar remained at about
the same during the past two weeks, closing on August 2 at LL 3.06. The pound
sterling rose slightly, closing on August 2 at LL 8.5825. (DRM)

FOREIGN TRADE

2. UNCLASSIFIED- Imbalance in Lebanese-Soviet Trade

Some two months after entry into effect of the renegotiated Lebanese-
Soviet Trade agreement (BER 3), Intrabank, the designated clearing agent for
Lebanese exports, has refused to clear any new accounts pending redressment of
the present imbalance in favor of Lebanon. Under the terms of the agreement,
the Lebanese Government guarantees up to LL 2.5 million ($817,000) of outstanding
balances in the Lebanese account. This limit has been reached and the bank is
unwilling to allow any overage without the payment of interest charges,
permission for which the government has refused. The agreement provides for
clearing by shipment of goods with the provision that, if the accounts are not
cleared within six months of the lapse of the agreement (which is for two years),
the.balance is to be settled by payment of foreign exchange.

UNCLASSIFIED - COMMENTs This situation, of course, may change at any
time with the import of Soviet goods. It is interesting to note, however, this
imbalance in Lebanon's favor so soon after negotiation of the new agreement.
Although in 1959 Lebanese exports to the USSR outran imports (LL 6.5 million
vs. LL 5.4 million) in 1960 the situation was markedly unfavorable (exports
LL 5.3 million, imports LL 10.2 million). (DRM)

3. OFFICIAL USE ONLY - Syrian Barley

Late in July, the Embassy received several letters and a telegram
from Lebanese importers of American grains alleging the sale in Syria for



SPage 3 of
e _ _"""_ _LIMITEDOFFICIALUSE__KEEncl. No.

Desp. No

From Beirut

export to Lebanon of some 16,000 tons of PL 480 gift barley for $32-35 per ton
as compared with the $47-50 world market price normally paid for imports of
American barley. According to the Lebanese Wheat Office, import permits
(which have not yet been granted) have- been requested by several Lebanese
merchants for barley totaling 15,700: tons. Investigation by Consulate General
Damascus revealed official approval of the sale of about 5000 tons of American
barley purchased by the Northern Region under Title I in 1959, which, under the
terms of the agreement, can legally be resold any time after July 31, 1960.

OFFICIAL USE ONLY - COMMENTs While there is nothing illegal, from the
Lebanese point of view, about the alleged transactions, these sales, if carried
out, will disturb the local market and prejudice the interests of regular
Lebanese purchasers of American grains. The Embassy will continue to cooperate
with Consulate General Damascus in an effort to clear up the matter. (JCW)

URIM

4. UNCLASSIFIED - Many Iraqis But Few Eavotians

According to an official announcement, 12,000 Arab tourists have
visited Lebanon this summer, as of July 31. Of the 12,000 Arabs, 4000 are
Iraqis. Egyptian tourists are less in evidence.

OFFICIAL USE ONLY - COMMENT:.The reported presence of 4000:kaqi summer
visitors in Lebanon this year is indicative of Iraqi-Syrian cooperation in
facilitating tourist movements to Lebanon across Syrian territory. It may also
show Iraqi appreciation for the Lebanese vote at the recent Damascus Economic
Conference for the Iraqi resolution on Arab economic cooperation rather than for
the UAR proposal of Arab economic union. It should be noted, however, that the
individual Iraqi visitor can spend less this summer in Lebanon than he could in
previous years; his officially allowed travel funds have been decreased from
300 dinars ($780) to 200 dinars ($520).

The tourist income from Egypt is apparently not up to expectations this
summer. In the first place, knowledgeable Lebanese question the claim made by
their ambassador in Cairo that 3000-4000 Egyptian summer visitors to Lebanon
were in the pipelines by the end of June. In the second place, Egyptian tourists
are allowed to bring with them only half as:uach money as the Iraqi visitors:
LE 100 ($260), exchanged at the favorable rate of LL 8 for one Egyptian pound
(the Egyptian pound is currently quoted in Beirut at LL 6.80 to,:LL 6.85 and can
be bought on the free market for about $2.00. (LL 6.12)). In view of this
situation, the Minister of Finance (who at the moment is the extreme anti-UAR
Phalangist leader Pierre GEMAYEL) recently addressed a communication to the
Minister of National Economy, pointing out that, due to this year's Lebanese
Egyptian tourism agreement, Lebanon is suffering an annual loss of LL 350,000
($112,903) to LL 40,000 129,032) and that "it may be opportune to reconsider
the terms of this Ltouri agreement." (LCT)

LJ
LIMITED OFFICIAL USE MI--
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5. UNCLASSIFIED - Dockers Threaten Strike

At a general membership. meeting on July 28 the Port of Beirut Dock
Workers Union voted to go on strike August 4 if the Port Company refuses their
demands. They asks

(1) A 10% wage increase based on 1960 wage rates (presumably in accordance
with the new wage law).

(2) Payment of minimum wage to daily paid workers.
(3) Casual workers' assignments to be made on the basis of seniority.
(4) The creation of more permanent jobs.

OFFICIAL USE ONLY " COMMENT: Already the recipient of other generous
settlements on the part of the new Port Company's management, this Union is now
presenting demands which have little merit and which would be most difficult to
implement. Since the vast majority of the 600-odd workers have not been employed
on a permanent basis for the five-year period which would entitle them to the
15% wage increase specified in the law, the Union's demand for a 10% wage increase
based on 1960 wages is highly unrealistic. Lebanon's minimum wage law does not
apply to daily paid or casual workers, hence the demand for a minimum wage for
such employees is insupportable. It may not be unreasonable to expect work
assignments to be made on the basis of seniority, but the economic feasibility
of adding to the Company's permanent cadre is highly doubtful.

The Dockers Union now appears to be passing through a new period in its
political orientation with Baathist, Communist and Progressive-Socialist elements
combining to create unrest at the port. Having disaffiliated from the Jami'at
Federation, they have alienated themselves from the powerful political support
of Jami'at President Hussein Ali HUSSEIN. (See BER 15) Veteran politician
Henri PHARAON, President of the Port Company's Board of Directors, has assumed
temporary charge of the negotiations. Some observers feel that his intervention
will head off a work stoppage. (HDS)

6. UNCLASSIFIED - Hotel Emolovees to Ballot on Strike August 4

The Communist-dominated Hotel and Restaurant and Coffee Shop Employees
Union has set the date of August 4 for its membership to vote on a strike,
provided the Union's demands are not met by that time. These demands include:

(a) 15% wage increase and the application of the new LL.125 per month
minimum wage for all men and women employees.

(b) An increase in the share of the 12% service charge to all employees.
This charge is added to all checks for meals.

(c) Payment of family allowances.
(4) Severe restrictions on the employment of foreigners.
(e) Free uniforms and maintenance of same.
(f) Four paid holidays per year.

L -
LIMITED OFFICIAL USE dl%
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OFFICIAL USE ONLY - COWENTs Faced with vigorous competition from
the rival free Hotel Establishments Employees Union, it is doubtful that the
Communist union will vote to walk out. In the tug-of-war between the two
unions, the free organization would appear to hold a slight advantage in coming
to terms with the employers. Ahtoine TOHME, President of the Hotel Establishments
Union, expresses confidence that his organization will negotiate for settlement
of its more moderate demands, thus taking the initiative away from the Communists.
He does not feel that a more reasonable settlement will result in Communist charges
of a sell-out to employers. If Tohme proves to be correct, this will give his
union another boost in its fight with its red led opponents. (HDS)

INDUR

7. OFFICIAL USE ONLY - Receivershio for Lebanese Industrialist

Selim NAJJAR, Lebanese industrialist and owner of the SCIALE aluminum
extrusion plant, filed with the Baabda Tribunal last weekend for a concordat to
provide him with a three year moratorium on his outstanding debts, said to amount
to about LL 9 million ($2,941,000). Najjar has received assistance in his
enterprises from both the Export-Import Bank and from the Development Loan Fund
(through BCAIF). The Embassy understands that 70% of his $226,000 Eximbank loan
has been repaid. He has drawn down $123,300 of an authorized $190,000 line of -
credit from BCAIF, which holds a LL 5 million first mortgage on the SCIALE
installation.

OFFICIAL USE ONLY - COMMENT: There has been some speculation that
Najjar chose this time for his declaration of semi-bankruptcy in order to
emphasize his contention that there is room for only one aluminum extrusion
plant in Lebanon and thus further to prevent import of the extrusion press by
SIDEM. (BER 11) According to Najjar's rival, Hacho of SWDEM, the possibility
of fraudulent bankruptcy proceedings against Najjar should not be excluded. (JCW)

AVIATION

8. UNCLASSIFIED - MEA May Face Military Court

Beirut's Arab nationalist weekly AL HURRIYA alleges in a recent issue
that Middle East Airlines will soon be charged before a military court with
having contravened Israel boycott regulations in transporting Israeli cargo to
London from some point outside Lebanon. According to the article an MEA aircraft
was seen at London unloading tomato cases labeled "Produce of Israel." (JHE)

9. UNCLASSIFIED - Aero-Club Buvs Cessna-150

The Lebanese Aero-Club has purchased a single-engined Cessna model 150
(trainer) from Cessna's Beirut agency. The purchase brings the Aero-Club's fleet
to a total of three aircraft.

LIMITED OFFICIAL USE K
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OFFICIAL USE ONLY - OMMENT: The agent has informed the Embassy thatin order to make the sale he was compelled to divide his commission with theAero-Club official who case the decisive vote. (JHE)

10. UNCLASSIFIED - Lebanon-Liberia Sian Aviation Aareement

Delegates from Liberia signed a bilateral air agreement with Lebanon
on July 27.

UNCLASSIFIED -tOMMENTs Inasmuch as Liberia has no airline as yet, the
agreement will have no immediate effect other than to regularize Air Liban's
traffic rights on its weekly flight to Monrovia. (JHE)

00MMUNICATIONS

11. OFFICIAL USE ONLY - Lebanese Television Co. and Time-Life Affiliation

Announcement will be made simultaneously in Beirut and New York on
August 3 of the decision reached on July 27 by the Board of Directors of the
Lebanese Television Co. (TCL) to approve participation in TCL by Time-Life
Broadcasting Inc.

LIMITED OFFICIAL USE - COMMENTs The Embassy has expended considerable
effort in assisting Sami SHOUCAIR, local financial wizard, in his campaign to
bring about affiliation between TCL and an American company, first CBS and then
Time-Life. As a result of US commercial participation in both Lebanese television
companies (TCLE, the other Lebanese TV company, is affiliated with ABC) not only
American business interests will be advanced but also ample communications
outlets will be assured for telling our story in this part of the world. (LCT)

ECONOMIC DEVELOPMENT

12. OFFICIAL USE ONLY -Lebanon To Aolv for New IBRD Loan for Litani

The Embassy has been informed by the Acting Chairman of the National
Litani office (NW) that, in the course of negotiations which will begin in
Washington on August 7 with IBRD, NW will ask for a new loan of $10 million to
$20 million for the completion of the Litani project. According to the same
informant, work on the first stage of the project, which includes the upstream
sector and is now proceeding according to schedule, will be completed by
January 1962.

LIMITED OFFICIAL USE - COMMENTS According to the NWA Acting Chairman,
the Lebanese Embassy in Washington has been instructed to obtain from IBRD a
minimum loan of $10 million representing about 1/3 of the additional amount
allocated by the Lebanese Government for completing the Litani project. The
Embassy has under preparation a despatch summarizing and analyzing latest Litani
developments. (LCT)

L
LIMITED OFFICIAL USE
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On August 2 the Council of Ministers promulgated by decree the opening
of credits in the amount of LL 450 million ($145.2 million) for the five-year
development plan to start in 1962. The largest items in the list of allocations
are public roads, electric power, irrigation and wells (see Embdesp 966, June 27,
1961). The sources of financing have been stated as government reserves, current
revenues, and petroleum royalties.

UNCLASSIFIED - COMMNT: The decree becomes legally valid when published
in the OfficialGazette, probably on August 9. Upon publication, the Commission
es Gra ndsTax, charged with surveying and carrying out development projects(see Embdesp 41, July 19, 1961, p. 19), will proceed to invit e.- tenders. The
effect of pouring LL 450 million into the money-starved national economy should
be reinvigorating. (LCT)

Evan M. Wilson
Charge d'Affaires a.i.

Contributors:

LCTihany, DRMorris, JHEnnis, HDSnell, JCWeisert

DEPT: Please Pass to - AMMAN., ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA,
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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1. HIGHLIGHTS - UNCLASSIFIED

The dollar rate went down even farther during the past two weeks,
closing on August 16 at LL 3.0525. The sterling rate dropped one point to
LL 8.575.

The major airlines have, since August 1, pegged their official
rate for the dollar at LL 3.06, rather than the former LL 3.18. This, in
effect, results in a 4% decrease in the price of tickets bought with Lebanese
currency. For example, the Beirut-Paris ticket, which is fixed by IATA at
$348.00, will now cost in Lebanon LL 1065 instead of LL 1106.

LABOR

2. UNCLASSIFIED - UUEW Opposes Governments Social Security Plan

In an- extraordinary meeting last weekend, officials of the UUEW
decided to threaten general strike action unless the government agreed to
consider the Union's objections to the draft social security law approved
last week by the Council of Ministers for transmission to the Parliament at
its next session. The UUEW's principal objections are:

a) That the proposed legislation calls for payment by employers into
the central social security fund the accrued dismissal indemnities of their
workers. The fund would have the use of these moneys and would pay out
indemnities on behalf -of the employers when due. The UUEW apparently has
little confidence in government custody of its members' money.

b) That participation in the social security project would be compulsory
for all workers. The UUEW believes the benefits now enjoyed by most of its
members outdistance those provided by the proposed legislation, which it fears
will displace current arrangements.

c) That provisions for sick pay and other benefits are inferior to
those provided by the labor code.

d) That the draft legislation does not rest on a sound actuarial basis
and that proposed benefits and proposed payments into the central fund by
workers and employers bear little relation to each other.

e) That the draft law contains several vague and ambiguous provisions
which will require subsequent ministerial decisions and interpretation. The
Union feels the issues should be more carefully thought out before the law
is enacted.

UNCLASSIFIED - COMMENT: Minister of Finance Pierre GEMAYEL, longtime
proponent of social security legislation, has agreed to meet with Union

officials to discuss the bill, which has not yet been sent to Parliament.
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LABOR (Item 2 - cont'd)

The other major trade union federations have adopted a wait and see attitude
toward the draft law. Their membership, in general not as well off as UUEW
members, have a lot more to gain from such a program. (HH)

3. UNCLASSIFIED - Bakers' Union Again Threatens Strike (BER 14)

The Union of Bakers, which represents more than half of the bakeries
in Beirut and Tripoli, has threatened to strike if by August 22 the Government
does not make good on its five-year old promise to reimburse bakery operators
for the difference between the government regulated retail price of LL 135
per ton for the fuel oil used to fire the bakery ovens and the former price of
LL 91 per ton. When the price of fuel oil was raised, the government agreed
to refund the difference between the old and new prices to the bakery owners
in order to prevent a rise in the price of. bread, the staple in the diet of
the poorer inhabitants of the cities.

UNCLASSIFIED - COMMENT: Although the Union's other demands (Item 7,
BER 14) have not yet been met, the Union has apparently decided to tackle
one problem at a time, beginning with the most serious,.' . (HH)

4. UNCLASSIFIED'- Hotel Emplovees Strike Postooned (BER 16)

Although the Communist-dominated Hotel, Restaurant and Coffee Shop
Employees Union adopted a strike motion at its August 4 meeting, the Union
leadership has postponed action pending study of the Union's demands by a
negotiating committee composed of the Director General of the Ministry of
Labor, a representative of the Tourism Office, two representatives of the
Hotel Owners Association and the President of the Union. Meanwhile, a
similar committee is studying the more moderate demands of the rival Hotel
Establishments Union. Its membership includes, in addition to the Director
General of the Ministry of Labor, the President of the Hotel Owners Association,
the Union President, and the President of the UUEW.

UNCLASSIFIED - COMMENT: Early reports indicate that the employers
will agree to the Unions' demands for increased fringe benefits such as
uniform allowances and family benefits, but will balk at the requests for
higher pay. (HH)

5. UNCLASSIFIED - Dock Workers End Eiaht-Day Strike (BER 16)

The Port of Beirut Dock Workers Union ended .its eight-day walkout
on August 11 after obtaining a 6% across the board wage increase for permanent
employees (thus raising the minimum monthly wage for this category of workers
to LL 132.50), and a guaranteed six hours pay per day for temporary workers
who are paid on a hourly basis. The Company also agreed to pay permanent
employees for the eight strike days, although deducting five days from annual
leave. (HH)

LIMITED OFFICIAL USE
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LABOR (cont'd)

6. UNCLASSIFIED - Arida Workers Strike (BER 12)

Workers in the ARIDA textile plant struck following notice by the
Company on August 14 that 300 workers would be discharged because of loss of
sales due to competition from foreign textiles. On August 16, the ASSEILY
plant followed suit with notice to 110 of its workers. Negotiations under the
supervision of the Ministry of Labor are now underway.

UNCLASSIFIED - COMMENT: This action by the textile manufacturers is
another in a series of endeavors to put pressure on the government to increase
the protective tariff on foreign imports, against which the technological
obsolescence of their plants makes free competition impossible. (HH)

FOREIGN TRADE

7. UNCLASSIFIED - Lebanon Anorehensive of UK-ECM Tie

Official statistics of Lebanon's foreign trade, now available for
1959 and 1960, indicate converse trends for commercial exchanges with the six
nations of the European Common Market (ECM) on the one hand, and with the
seven countries of the European Free Trade Association (EFTA) on the other.
While, during 1959-1960, ECM exports to Lebanon rose from 25.25% of the total
to 27%, ECM imports from Lebanon dropped from 8.75% to 4.5%. During the same
period EFTA exports to Lebanon dropped from 30% to 26.6%, but EFTA imports
from Lebanon increased from 5.25% to 10%. Lebanese exports to the UK in
1959-60 conformed to the general EFTA pattern, showing an absolute increase
from LL 4.4 million ($1.4 million) to LL 6.2 million ($2.03 million), though
registering a slight relative drop from 3.16% to 2.89% of the total.

UNCLASSIFIED - COMMENT: Impending negotiations for British entry
into ECM ae causing a certain amount of official uneasiness in Lebanon because

they may portend a European generalization of ECM's buy-less and sell-more
external trade pattern at the expense of EFTA sell-less and buy-more trend.
The UK was Lebanon's fourth best supplier (not counting gold exports) and
eighth best customer in 1960. A European generalization of the ECM pattern
would further accentuate Lebanon's highly unfavorable balance of trade
(LL 1,012 million or $331.8 million in 1960, in real value, according to the
new statistics). Officially, therefore, Lebanon shares the apprehensions of
other developing countries concerning ECM and the further spread of its
external trade pattern. On the other hand, these apprehensions are probably
not shared by the Lebanese commercial elite, whose prosperity, and through
whom Lebanon's high though unevenly distributed prosperity, depends on imports
valued at a low, fictitious rate of exchange ($1.00 = LL 2.19) by the Customs,
but sold domestically and elsewhere on the basis of a cost accounting in which
one dollar now equals about LL 3.05. (LCT)
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INDTRY

8. LIMITED OFFICIAL USE - Time-Life Affiliatioh with Lebanese TV
(BER 16)

The affiliation between Time-Life Broadcasting (TLB) and the
Lebanese Television Company (LTC) was formally announced on August 3.
Time-Life is acquiring 30,500 shares of LTC and in return will name three
directors to the company's board of twelve, name the station manager, and
program American material on an equal-time basis with Lebanese and French.
TLB's participation will add half a million dollars to LTC's working capital,
as well as the prestige and "know-how" of Time-Life. (See Embdesp 102,
August 16, 1961). (JCW)

9. OFFICIAL USE ONLY - No Progress on SIDEM Aluminum Extrusion Press
(BER 9)

The $230,000 Baldwin-Lima aluminum extrusion press purchased
several months ago by Joseph HACHO of SIDEM with the aid of a DLF loan,
continues to collect dust in a Beirut customs shed. The Commission for
Industry and Commerce, under the chairmanship of the Director General of
the Ministry of National Economy Abdul-Rahim TAYARA, still withholds permission
to withdraw the machinery from the Free Zone, in spite of the efforts on Hacho's
behalf by President Chehab and Minister of National Economy Boulos. The latest
excuse is that the Commission is awaiting the return this week of Fuad ABI-SALEH,
chief of the Ministry's Industry Section, from Chicago where he has been in
charge of the Lebanese Exhibit at the Annual Trade Fair.

OFFICIAL USE ONLY - C0MMENT: Hacho has stopped all work on his new
plant and for the first time in the months-long hassle seems genuinely
discouraged with prospects for entry of his machine. As pointed out before,
Hacho's rival NAJJAR of SCIALE (see Embdesp 86, August 7,1961) will stop at
nothing to maintain his monopoly. It will take a brave Abi-Saleh to rule in
Hacho's favor. (JCW)

10. UNCLASSIFIED - Survey of Lebanese Industry

A survey made by the Bureau of Industry, Ministry of National Economy,
and published this week discloses that there are in Lebanon 3,744 factories
employing 43,355 workers, in which LL 521,643,000 ($170,000,000) are invested.

LL D I
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The following table shows Lebanon's industrial distribution:

Type of Industry Number of
Plants

Foodstuffs 1,019
Flavored drinks 208
Textiles 172
Clothing and shoes 274
Woodwork plants 287
Furniture 90
Printing 220
Tanning factories 125
Rubber factories 38
Chemical products 174
Non-mineral products

extracted from
the subsoil 300

Electric kitchen utensils 27
Miscellaneous 820

Number of
Workers

6,536
1,907
6,099
3,704
3,801
1,351
2,222
1,551
525

2,259

4,270
207

8,923

Capital
Invested

LL

110,871,000
28,956,000
86,373,000
18,718,000
24,618,000
12,644,000
21,326,000
10,497,000
5,221,000

65,728,000

55,201,000
2,696,000

78,594,000
(MJ)

11 UNCLASSIFIED - Leann to Air Grievances at Inter-Arab Meetinas

The Lebanese delegations to the Arab Civil Aviation Conference,
which opened in the Lebanese summer resort of Bhamdoun on August 15, and

to the Arab League Economic Conference, which will open in Casablanca in

September, are reported to be prepared to voice their country's grievances

concerning economic discrimination practiced against Lebanon by other Arab

states. The two main items on the Bhamdoun agenda are creation of a unified

Arab aviation company (see BER 3, Item 5) and the establishment of a

meteorological center for the Eastern Mediterranean; the Casablanca meeting

will continue the deliberations of the Seventh Arab League Economic Conference,

held in Damascus last June (see BER 13, Item 13), on the subject of Arab
economic unity as opposed to Arab economic cooperation.

UNCLASSIFIED - C0MMENT: It is reported that the Lebanese delegation:
to the Bhamdoun meeting has been instructed to ask for cancellation of the
LS 50 ($11.80) surcharge Syrian authorities have been levying on aircraft
overflying the territory of the Northern Region; and, in the event of non-
compliance, to raise the issue of reciprocal treatment of UAR aircraft by
Lebanon. Another point which will reportedly be brought up at Bhamdoun is
the UAR's violation of bilateral agreements with other Arab countries in
allowing foreign airlines to carry passengers to and from Arab states.

L I
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ECONOMIC RELATIONS - Comment cont'd

At Casablanca the Lebanese delegation will probably bring up the rumored
UAR-Jordan-Iraqi "boycott" against Lebanon, and particularly the refusal of
these three countries to accept certain goods unless they are shipped directly
to their national ports but not indirectly via Beirut. (LCT)

F INANCE

12. UNCLASSIFIED - Gedeon Insolvency

On July 27, 1961 the Lebanese firm of Alfred Gedeon, engaged mostly
in the trade of bathroom fixtures, stopped its payments. Some type of

receivership will be worked out by the Courts to liquidate an indebtedness

reported to be LL 4,700,000 ($1,566,666). This is the second major insolvency
to occur in July, the other being that of the aluminum firm of SCIALE reported

in BER 16.

OFFICIAL USE ONLY - COMMENT: No American creditors are known to be

involved. However, the American regional manager of Ideal-Standard told the

Embassy last week that Ideal-Standard was very lucky to have disenfranchised
Gedeon about nine months ago in a general shake-up of their Beirut agents.

Although Gedeon was a large operator, he was also a notorious playboy who

neglected his business for junkets about Europe with various ladies, all of

which cost his business in excess of LL 300,000 ($100,000) a year according

to the Embassy's reliable Ideal-Standard informant. The point of this is

that personal extravagant mismanagement may have more to do with both the

Gedeon and SCIALE insolvencies than any basic economic conditions. (JCW)

For t e Ambassador:

Evan M. Wilson
Counselor of Embassy

Contributors:-
LCTihany, DRMorris, HHaddad, MJalkh, JCWeisert

DEPARTMENT: Please pass to: AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA,

KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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tnhile speaking of irrigation tae President said tae Lovornraent
already was undertaking to covolop tne uater resources of the !ier~ael.
He nad not wind of a :yrian scioeu.ie to start irrigation works in the
Anti-Lebanon which bright involve tapping some of the sources of the
Orontes. To forestall the :yrians, the Lebanese Government had
itself undertaken its own development of the Grontes springs, using
the bases provided by the ancient Romaan canals. The President said
with a smile that if Lebanon and Syria rot into difficulties over the
division of these waters it would resemble, on a small scale, the
troubles with Israel over the diversion of the Jordan river.
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August 25i, 1961
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1. HIGHLIGHTS - UNCLASSIFIED 7
The Beirut Municipal Council this week adopted the proposed five-year

plan of public works and civic improvement for the Greater Beirut area, with a
budget of about LL 235 million ($77 million), (see Embdesp 21, July 13, 1961).
At the same time, the government approved the grant of loans to municipalities
throughout the country for public works projects, setting as the sole condition
for the loans the ability of the municipality to repay within a prescribed
time period. The Office of Social Development has received an appropriation of
LL 500,000 to be used for encouraging the development of handicraft industry
in Lebanese villages.

On August 25, the Misdemeanor Court handed down a verdict of not
guilty in favor of the three defendants in the Litani case, who were charged
with bribery, neglect and misappropriation of public funds. The Public
Prosecutor lodged an appeal against this judgment the following day. If the
request is granted, the Court of Appeals will retry the entire case. (BER 7).

The imbalance in Soviet-Lebanese trade (BER 16) was redressed this
week as a visiting Soviet trade delegation concluded an agreement with Lebanese
exporters for the purchase for LL 2 million of 4,000 tons of Lebanese apples
for delivery in November. Fuller details of the deal will be reported when
obtained.

The demand for foreign exchange remained weak this period. The
US dollar continued to drop gradually, closing August 30 at LL 3.045. (DRM)

ECONOMIC RELATIONS

2. OFFICIAL USE ONLY - Effect of UAR Nationalization Measures on
Lebanese Economy

The economic effects in Lebanon of recent UAR nationalization measures
will probably remain rather insignificant; social effects are not likely to
manifest themselves as widespread discontent among the working classes. Accord-
ing to semi-official figures, Lebanese holdings in Syria consisted of about
LL 100 million ($33 million) and in Egypt of about LL 30 million ($10 million).
Under the impact of the Syrianization measures last spring, Lebanese banks and
their affiliates doing business in Syria took adequate precautions, so that the
recent nationalization decrees did not catch them off guard. In the event of
promised compensation not being paid (which is expected to be the case), the
total loss of Lebanese banks and their affiliates in the UAR will probably not
exceed LL 10 million to LL 12 million ($4 million). In the socio-economic
field several members of the Beirut commercial-industrial elite have expressed
the opinion that the new UAR policy of assigning a 25% share in corporate profits
to labor, the army and social security will have a disturbing effect on Lebanese
workers; local labor specialists, on the other hand, contend that the reactions
of Lebanese labor to this specific UAR measure will be determined by union
affiliation, in conformity with existing pro- or anti-Nasser union leadership.

OFFICIAL USE ONLY
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ECONOMIC RELATIONS (Item 2 cont'd)

OFFICIAL USE ONLY - COMMENT: Both the Embassy and the Ministry of
Foreign Affairs have under preparation separate studies summarizing the
effects of UAR nationalization measures on the Lebanese economy, and have
informally agreed to exchange and share the results of their investigation.
The Embassy hopes to be able to report the study results to the Department
in despatch form during September. (LCT)

3. UNCLASSIFIED - Tourism and Boycott Agencies Shifted

By September first two important government agencies, the Commissariat
General of Tourism and the Lebanese branch of the Boycott of Israel Office will
be operating, respectively, as parts of the Ministry of Information and of the
Ministry of Foreign Affairs. Both agencies have been transferred from the
jurisdiction of the Ministry of National Economy.

OFFICIAL USE ONLY - COMMENT: The transfer of the tourism agency, which
is now formally charged with world-wide touristic propaganda on behalf of Lebanon,
is in line with government effort, long urged by the Embassy, to intensify the
promotion of Lebanese tourism. It remains now to be seen whether the influence
of Dr. Boutros DIB, energetic Director General of the Ministry of Information,
will make itself felt. The attachment of the Boycott Office to the Ministry of
Foreign Affairs is the first concrete evidence of implementing the recommendation
of certain cabinet members to make the operation of the boycott "more effective
while sparing the legitimate interests of Lebanon," (see Embdesp 835, May 8,
1961, p. 16). (LCT)

TRADE FAIRS

4. UNCLASSIFIED - Tripoli Fair Site Chosen (BER 2, 5)

Prime Minister Saeb SALAM, during a visit to Tripoli on August 17,
made the final selection of the site for the proposed International Trade Fair
from among four possible locations recommended by a group of foreign experts
who surveyed the area in and about Tripoli some months ago. Situated a little
to the west of the main road connecting Tripoli proper with the old port town
El Mina, the fairgrounds will occupy some 400,000 square meters (800 meters by
400) of terrain now covered with orange groves. With this action taken,the
way is now clear for condemnation proceedings and purchase of the land, with
construction of the fairground buildings scheduled tentatively for completion
in time to allow opening of the fair in the summer of 1964. LL 5 million
($1.6 million) has already been appropriated by the government for the fair
project with the hope that another LL 10 million can be raised from private
capital in the North Lebanon area.
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TRADE FAIRS (Item 4 cont'd)

UNCLASSIFIED - COMMENT: The government had delayed for several months
selection of the fairground site, hesitating to expose itself to charges of
favoritism toward the proprietors of one or the other of the possible locations,
even though constantly accused of procrastination by former Prime Minister
Rachid KARAME, Tripoli's favorite son, who had originally selected Tripoli as
the site for the fair. Salam has, of course, been criticized by proponents
of the unchosen sites, but, as one editor has pointed out, this would be the
case no matter which of the four alternatives he had selected. (DRM)

PETROLEUM

5. UNCLASSIFIED - Service Station Owners Threaten "Strike"

The gasoline service station owners of Lebanon have threatened a
twenty-four hour"strike"starting the second of September unless the number of
service stations is restricted and unless they can pay for their gasoline on
the basis of its volume at 150C (600F). They claim the companies pay the
refineries for the gasoline on this basis, which is true, and that the companies
have thereby made an unjustified profit of 60 million Lebanese pounds over the
past 12 years, which is extremely doubtful.

The companies are strongly opposed to any restriction on the number of
stations because of the many new roads which are being opened in the country and
because of the 35% increase in consumption between 1959 and 1961.

They claim that it is completely impracticable to sell gasoline to
service stations on a basis of the volume adjusted to 60°F and say that this is
done nowhere in the world. The station owners now buy on the basis of volume at
ambient temperatures--and sell on the same basis. Furthermore, they are given
a one-and-a-half percent allowance designed to take care of this problem, as
well as evaporation and leakage., Mobil's company-owned yardstick station
actually showed a slight overage of 0.1% during the past twelve months; that is,
it sold 0.1% more than it received from tank trucks.

OFFICIAL USE ONLY - COMMENT: Company sources do not believe the strike
threat will be carried out now during the profitable tourist season, but are
resigned to the possibility that they may have to increase dealer margins,
which now amount to 17 Lebanese piasters per 20 litres, or approximately
3 cents per US gallon. (CJD)

AVIATION

6. UNCLASSIFIED - USAF Considers Commercial Maintenance Contract in Beirut

A representative of the Materiel Division, USAFE, is currently in
Beirut surveying the maintenance facilities of Trans-Mediterranean Airways

LFC U N
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AVIATION (Item 6 cont'd)

and Middle East Airlines with a view to employing one or the other to maintain

USAF aircraft in the Middle East following the closing of the USAF facility

at Dhahran. MAAG, military attache and other aircraft to be maintained total

approximately 23, predominantly C-54s and C-47s.

OFFICIAL USE ONLY - COMMENT: We are hopeful that the USAF contract,

if closed,-will encourage the development of an air maintenance facility at

Beirut. capable of providing maintenance services for American-built aircraft

throughout the region. (JHE)

7. UNCLASSIFIED - MA Buys out BOAC's Holdings

The Chairman of the Board of Middle East Airlines has announced that

MEA has purchased BOAC's 48.5% interestin MEA, (see Embtels 173 and 178, and

Embdesp 118). Reasons assigned for the move include: MEA's "desire to become

financially independent and 100% Lebanese;" its resentment of BEA's growing
competition in the Middle East; and its recognition that British partnership
has adversely affected MBA's relations with the airlines of other Arab

countries, and the support the airline receives from Lebanese authorities.

MEA visualized that its self-Lebanonization will enable it to enter
into new pooling agreements with other Arab airlines, to obtain traffic rights

it has in the past been unable to acquire, to play a more prominent part in
the creation of a pan-Arab airline, and to achieve the support of the Lebanese

authorities in writing Lebanon's five airlines into one strong "United
Lebanese Airline."

OFFICIAL USE ONLY - COMMENT: Although MEA's statement has received

wide press coverage and editorial acclaim, aviation circles manifest considerable

skepticism. They take the view that so long as MEA's aircraft are fully

mortgaged to the British, the airline will be neither financially independent

nor 100% Lebanese, public announcements notwithstanding. They further observe
that MEA has not paid cash for BOAC's holdings in MEA but has merely entered

into a purchase agreement whose term will run for more than a decade. (JHE)

AGRICULTURE

8. UNCLASSIFIED - Lebanese Silk Production

In 1961 Lebanon's fresh cocoon production totalled 90 metric tons,
10 metric tons more than 1960, and 70 metric tons below the record production

of 1957.

UNCLASSIFIED - COMMENT: In an effort to improve sericulture in Lebanon
the semi-autonomous government Silk Office, established in February 1956 and
attached to the Ministry of Agriculture, has decided to centralize its activities

by regrouping in Beirut, its departments currently located in the four muhafazat

L _
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AGRICULTURE (Item 8 cont'd)

of Beirut, Bekaa, Mount Lebanon and North Lebanon. It is also planning to
renew and expand its laboratory facilities in the near future, and to purchase
a fully automatic Japanese modern automatic silk cocoon reeling plant. The
total amount allocated for such purchases is fixed at LL 300,000, with
LL 200,000 allocated for new laboratory equipment and the remaining LL 100,000
earmarked for the reeling plant. (MB)

INDUSTRY

9. UNCLASSIFIED - The Side Case (BER 17)

The Industrial Committee which was to decide whether or not DLF
borrower SIDEM's $230,000 aluminum extrusion press (BER 9 and 17) would be
allowed to enter the country, met on July 24, but adjourned without a decision.
SCIALE, the rival company fighting against admission is circulating the story
that the committee is deadlocked. Mr. HACHO of SIDEM says the committee
adjourned because it could not form a quorum. Mr. TAYARA, Director General of
the Ministry of Economy, declined the chairmanship of the committee passing it
to Mr. Halim NAJJAR, Director General of Agriculture, who went to the AUB
hospital for a gall bladder operation. The chairmanship then passed to
Mr. Zaidan BITAR, Chief of Economic Affairs of the Foreign Ministry. The
committee is scheduled to meet again on Thursday, August 31, and this time
is expected to produce a decision.

OFFICIAL USE ONLY - COMMENT: The intensity of the local heat generated
on this issue is reflected in the buck-passing. The President asked the Minister
of Economy to decide. The Minister asked a committee headed by his Director
General to decide. The Director General declined in favor of others and the
others are leaning on the economic report of Mr. Fuad ABI-SALEH, Chief of
Industry, in the Economic Ministry. Abi-Saleh at this writing is definitely
for the admission of the press and thinks he can swing the committee to his
point of view. On a high level, the Ambassador, and on the working level,
Embassy and USOM officers have expressed their concern with the continued
exclusion of the extrusion press, financed with DLF funds in order to promote
the economic development of Lebanon. (JCW-LCT)

10. UNCLASSIFIED - The Kassib Case - Alleged IhreatenedIExprooriation
of Property of U.S. Citizen

The Jounieh Electric Company is owned by an American citizen,
Mr. Ernest W. Kassib, (see Embdesp 969, June 27, 1961). The company, in
addition to its regular territory, has a four year concession on a region
adjoining Jounieh called "Fotooh Kessrouan". This concession expires
August 31, 1961 at midnight. The Ministry of Public Works advised Mr. Kassib
on August 26, 1961 that it proposed to take over the lines and equipment of
the Fotooh concession on September 1, 1961 and that it would reimburse him
later for his investment. This investment is estimated by Mr. Kassib to be

L_71,126 Lebanese pounds ($23,708).

OFFICIAL USE ONLY
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Mr. Kassib wrote the Embassy and asked that a formal protest be
made against payment after take-over. The Embassy made appropriate
representations to the Ministry of Public Works and was assured that Mr.
Kassib's legal rights would be fully protected. They said they had just
sent Mr. Kassib a letter stating this fact. In further conversation with
Mr. Kassib, he said that he was satisfied for the present with the Embassy's
intervention and the letter from the Ministry. (JCW)

FOREIGN TRADE

11. UNCLASSIFIED - Adjournment of Lebanese Trade Negotiations with
Poland and Czechoslovakia

For the second time, trade negotiations have been adjourned with
these two countries. The discussion of a new commercial agreement with
Czechoslovakia has been put off until October and the conversations with
Poland for a revision of the present commercial agreement has been agreed
on for September.

UNCLASSIFIED - COMMENT: Perhaps the proposed "apples for runways"
barter with Czechoslovakia, reported on in an earlier despatch (Embdesp 747,
April 4, 1961, p. 19), is foundering on the high price the Lebanese are asking
for their apples. In the meantime, Czechoslovakian air rights at the Interna-
tional Airport of Beirut granted by Lebanon in the Lebanese-Czech Air Agreement
negotiated this spring have not yet been implemented. (JCW)

REAL ESTATE

12. UNCLASSIFIED - "Adonis" Real Estate Development

This development, near the President's Palace on the road to Tripoli
in a locality called SARBA, was opened to the public on June 3, 1961 in a
"barbecue and balloon" kind of opening reminiscent of good U.S. practice.
About five hundred parcels of land were offered as residential homesites. The
developer, Societe Libanaise d'Amelioration Fonc , is a joint stock company
capitalized at 4 million Lebanese pounds ($1,333,333) and has two American
citizens on its Board. Water and electricity are available everywhere in 'the
development and access is by newly paved roads. Lots were offered on three
year terms and home-builders were given as long as eight years to pay. These
are fairly generous terms for Lebanon. (JCW)

Evan M. Wilson

Charge d'Affaires a.i.
Contributors:

LCTihany, DRMorris, CJDwyer, JHEnnis, MBekhash, JCeisert

DEPARTMENT: Please pass to AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA,
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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I Begin CONFIDENTIAL

In a recent press release Minister of Fiance GEMAYEL presents facts
and figures to prove that the Lebanese national economy is "perfectly
healthy" and not in a state of crisis. The Minister points to a steady
rise of bank deposits, an ascending curve of customs receipts, a mounting
volume of Stock Exchange activity, an increase in new car registration,
and the high number of new incorporations. He denies the rumored flight
of capital from Lebanon and asserts the contrary; he defends the government
against charges of blocking credits for public works by presenting
statistical evidence for commitment, as of the end of July, of 55% of the
appropriations.

Although essentially correct, in spite of some specious statistics,
the Gemayel release is politically motivated due to the gathering
oppositional campaign to unseat the SALAM cabinet. Arab nationalist
criticism, which has always claimed that the Lebanese economy is not
individually and independently viable, has now been reinforced by attacks
from Salam's opposition, Christian and Moslem, which is attempting to prove
that the Lebanese economy is not viable under Salam's stewardship. The
Gemayel release must, therefore, be viewed in the light of the author's
cabinet membership, defending the government against the opposition; and of
his political-ideological affiliation, refuting Arab nationalist criticism.

In essence the Gemayel release presents only the vigorous and Esitive
aspects of the Lebanese economy, while omitting the adverse psychogical
political factors which are responsible for the current recessionaltrend
and for a basic economic fragility. The Embassy believes that, ingewpf
these adverse factors, the Gemayel release should be complemented 4 a in
statement to the effect that, in spite of a diagnosis of currently' *
"perfect health," Lebanon's economic future is not without forebodes.
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CONFIDENTIAL Encl. No. --
Desp. No A145
From Beirut

Beain UNCLASSIFIED

The Embassy transmits, as an enclosure to this despatch, an article from
the French-language daily L'Orient, containing a summary of a statistically
supported assessment of the Lebanese national economy at the present juncture;
released to the press on September 5, 1961 by Minister of Finance Pierre GEMJYEL.
In his lengthy press release the Minister of Finance categorically denies the
contention of those who claim that Lebanon is currently in a state of economic
crisis and supplies figures to prove his thesis that the Lebanese national
economy is "perfectly healthy" and, thanks to liberal policies, developing
satisfactorily toward general prosperity.As an explanation of the impressive
viability of the Lebanese economy, the Minister refers to the system of free
enterprise and economic liberalism prevailing in Lebanon. In his discussion
and analysis of the present state of Lebanon's economy, he proceeds step by step
to comment upon (a) monetary liquidity, (b) foreign trade, (c) Stock Exchange
activity, (d) symptoms of prosperity, (e) influx of capital, (f) recent
bankruptcies, and (g) the state budget.

The Minister states that the alleged economic crisis, which has been
attributed to a lack of monetary liquidity on the market, does not exist,
because bank deposits, including credits granted and not yet utilized, are
constantly increasing. The recent "difficulties" of a small number of private
enterprises are temporary phenomena and have no bearing on the general economic
situation.

Customs receipts show an ascending curve: the increase for the first seven
months of 1961 amounts to about LL 5 million ($1.65 million) in relation to the
corresponding period of 1960, and to approximately LL 21 million ($6.93 million)
as compared to the similar period of 1959.

On the Beirut Stock Exchange the volume of transactions for the first seven
months of 1961 has increased by LL 6 million ($1.98 million) over actions
registered during January-July 1960.

Other signs of prosperity are provided by the continued rise in new car
registration (6,300 new vehicles during the first half of 1961 as compared to
4,976 during the opening semester of 1960); and by fifty new incorporations,
representing a total investment of LL 107 million ($35.31 million), during
the period January-June 1961.

There is no flight of capital from Lebanon; on the contrary, foreign
capital is flowing into Lebanon, causing a depreciation of foreign currencies
on the Lebanese market.

Recent bankruptcies have not been due to the general economic situation
but rather to the "particular conditions" of the firms concerned, some of which
have abused credit facilities and resorted to questionable'methods of financing.

L *1
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The Government has, as of the end of July 1961, committed 55%, or
LL 243,556,548 ($80,381,700), of the total budgetary and extra-budgetary
-appropriations for public works. No public works credits are blocked in the
state coffers; the Government is increasing its expenditures for economic
development, in the interest of the general prosperity.

From the foregoing it is evident, the Minister concludes, that

(a) in-spite of a rather unfavorable international situation, the Lebanese
economy is not only prospering but also constantly developing;

(b) the basic soundness of the Lebanese economy is a result of economic
liberalism, which fosters and encourages private enterprise; and

(c) official economic policy will continue to direct'Lebanon along its
present path, toward continued prosperity; keeping in mind, however, that
liberalism should not be allowed to degenerate into anarchy.

End UNCLASSIFIED * * * * * * * * *

Beain CONFIDENTIAL - COMMENT:

The Embassy has checked the statistical basis of the Gemayel press release,
and, with the exception of budgetary data, found no discrepancy with its own
figures. The statistics of the budget, as given in the Gemayel release, do not
correspond to the Embassy's previously submitted figures because the former
incorporate new appropriations voted by Parliament during the first six months
of 1961.

The statistics of the Gemayel release thus appear to be correct, although
specious in the matter of establishing the existence of monetary liquidity.
Bank deposits consisting of credits granted but not yet utilized owing to the
Government's reluctance to release them, may be proof of potential but not of
actual liquidity. Similarly, as far as Government expenditures for public works
are concerned, the release skirts the real issue by referring only to amounts
appropriated and committed, but not to those which have actually been spent.

Critics of the Gemayel release have not failed to spot these vulnerabilities.
Raymond EDDE, leader of the oppositional National Bloc, has challenged the Minister
on his statement that 55% of the 1961 credits for public works have been "committed"
("engag4s"), calling on him to reveal the proportion of credits which have been
"expended" ("d dens s"). Antoine GHORAIB, economic analyst of the independent
Arab-language daily AN NAHAR, has expressed disagreement with the Gemayel release
as far as quoting increasing customs receipts as evidence of prosperity is
concerned. Ghoraib concludes that the economic situation in Lebanon, although
not dangerous, is still unsatisfactory.

CONFIDENTIAL
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The Embassy notes that the Gemayel release was issued at a juncture between
a recessional business trend and a gathering oppositional capaign to unseat the
Salam cabinet. Pierre Gemayel is a member of this cabinet and also leader of
the Christian, Lebanese nationalist Phalange Party. At the present juncture
Arab nationalist criticism, which has always claimed that the Lebanese national
economy is not individually and independetly'viable, and should therefore be
incorporated in that of the ideal Arab commonwealth, has now been reinforced
by the attacks of Prime Minister Salam's opposition, Christian as well as Moslem,
which is determined to prove that the Lebanese economy is not viable under Salam's
stewardship. Gemayel's apology for Lebanon's economy must be viewed in the light
of his cabinet membership, defending the government against the opposition; and
also of his Phalangist leadership, refuting Arab nationalist criticism of one
of the bases of Lebanon's independence.

The Embassy's main criticism of the Gemayel release is its politically and
ideologically motivated one-sidedness. It presents only the vigorous and positive
aspects of the Lebanese economy, while omitting the adverse psychological-
political factors which are primarily responsible for the current recessional
trend and for a basic economic fragility. In the Embassy's opinion a politically
unbiased and objective assessment of Lebanon's economy at the present time would
have to take into account, in addition to signs of continued prosperity, such
countervailing symptoms as the drop in port activity, the decrease in transit
trade, poor domestic trading, reluctance to embark on large-scale commercial
ventures, the limited commercial demand, rather difficult credit facilities,
nervousness on the Stock Exchange, and a relative lack of governmental dynamism
to hasten economic recovery. An objective economic appraisal would also have to
make mention of the fact that, in the final analysis, Lebanon's economy is at the
mercy of forces operating beyond the national frontiers, whether in the surround-
ing macrocosm of the Arab states or in the arena of world politics, and therefore
also beyond the control of the Lebanese. The Gemayel release should thus be
complemented by a statement to the effect that, in spite of a diagnosis of
currently "perfect health," Lebanon's economic future is not without forebodings.

Evan M. Wilson
Charge d'Affaires a.i.

Enclosure:

Newspaper article from "L'Orient", Sept. 5, 1961.

DEPT: Please pass to - AMMAN, BAGHDAD, CAIRO, DAMASCUS, JIDDA.
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P. GEMlAYEL: "Situation financiare parfaitement saine"

(L'Orient, Sept. 5, 1961)

Pour rEpondre a l'inquistude suscitse par des analyses incompletes de la
conjoncture au Liban, le Ninistre des Finances dEmontre, statistiques a l'appui,
que l'economie nationale conserve son dynanisme et poursuit son developoement.

Il n'est pas question de porter atteinte au regime liberal suivi depuis
1' independence

De nombreux commentaires etant, depuis quelque temps, publics au sujet de
la situation economique au Liban, et le mot de "crise" ayant mame etE employee,
le ministre des finances, M. Pierre Gemayel, a fait parattre, hier, une im-
portante declaration d~montrant que la situation du march est narfaitement
saine.

La declaration traite des questions ci-apres2

Les Liquidits

La prstendue crises, dit M. Gemayel, est attribute, dans les commentaires
de presse, au manque d'argent liquid sur le march.

Les liquiditss representent non seulement les billets en circulation et
les dep6ts a vue, mais aussi les credits consentis et non utilises et toutes
autres disponibilitss aissment utilisables. Les liauidites constituent une no-
tion relative et dependent de chaque particulier et de chaque entreprise; elles
sont fonction du capital investi et de la gestion de l'entreprise. Ainsi, un
homme riche peut avoir a faire face a des difficultss de tresorerie, tandis
qu'un autre aux moyens plus modestes peut se trouver dans une situation aisse.

Or, l'augmentation constant des depots bancaires, la position des banques
vis-a-vis de l'institut d'emission, le volume des investissements nouveaux,
tout cela prouve que la situation est particuliarement saine, et que les diffi-
cultes auxquelles un petit nombre d'entreprises.privses ont a faire face sont
passageres et n'ont aucun rapport avec la situation sconomique generale dans
le nays.

Les circonstances exceptionnelles que le pays a traverses en 1956 et 1958
mises a part, les depots des banques aupres de l'institut d'Emission ont toujours

UNCLASSIFIED
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excede lesretraits; d'autre part, ces retraits ont, de leur c6te, ete toujours
inferieurs a la valeur des credits ouverts aux banques.

L'ActivitE Generale

Le fait que les liquiditss sont suffisantes est prouva par l'activits
general du pays dans les divers secteurs.

1. Le commerce exterieur:

Le daveloppement du commerce exterieur peut ttre suivi grace au tableau
ci-apres montrant la courbe ascendante des recette douanieres (en milliers de
livres):

Mois

Janvier
Fevrier
Mars
Avril
Mai
Juin
Juillet

Total

1959

6.200
5.500
6.300
7.400
7.600
7.050
7.800

47.850

1960

8.300
7.600
9.550

10.400
9.700
8.600
9.450

63.600

1961

9.100
8.240

10.130
11.130
9.850

10.840
9.080

68.170

Soit, pour les 7 premiers mois de 1961, une augmentation d'environ 5
millions de livres sur la periode correspondante de 1960, et de 21 millions de
livres sur la periode correspondante de 1959.

2. La Bourse de Beyrouth

Le volume general des transactions pour les 7 premiers mois de
augments de 6 millions de livres sur les chiffres de 1960,. comme le
tableau ci-apres (en milliers de livres):

Mois

Janvier
Fevrier
Mars
Avril
Mai
Juin
Juillet

1960

4.41
5.613
9.617
9.198
6.463
6.305
4.933

46.570Total

1961 a
montre le

1961

12.304
15.949
9.051
4.960
3.030
2.805
5.694

53.793
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Par ailleurs, en depit d'une conjoncture international peu favorable, les
cours de la Bourse sont, dons 1' ensemble, en amlioration.

3. Signes divers:

- 6.300 vshicules nouveaux ont Ete enregistres durant la nremiare moitis
de 1961, contre 4976 pour la periode correspondante de 1960, soit une augmenta-
tion de 1324 vehicles.

- 50 socist s anony'ies nouve, lles oat E cr ees durant la premiere moitie
de 1961, representant des investissemonts de 1' crdre de 107 millions de livres.

Fuite de Canitaux

La declaration de . Genael fait ecalement stat des runeurs relatives a
des fuites do canitaux, libanais et strangers, en raisin de la situation
economique.

Si on suit l'evolution des cours des devises etrangsres sur le iarche local.,
on ne peut que constater que 1 on se trouve devant un afflux de capitaux
strangers au Liban, et non pas une fuite de capitaux en dehors du Liban. La
baisse des cours des devises nest pas due a l'absence de demande, vu que le
commerce exterieur du Liban est en developoement constant; ce sent los capitaux
strangers qui, en grand nombre, cherchent toujours refuge au Liban.

Difficulties Particulieres

Des commentaires pessimistes relevent que des faillites ont eu lieu cette
annee "en raison de la mauvaise situation 'cnomique g n rale". La r ponse a
cela est que des faillites ont lieu chaque ann~e et nartout dans le monde; les
faillites enregistrees au Liban ne sont nullement dues a la situation .economiaue
generale, mais aux conditions, oarticulieres des entreprises en cause. Il est
du ressort de la justice de determiner les causes des faillites enregistrees
et de sEvir centre los coupables en cas de manouvres frauduleuses.

Il faut, par ailleurs, constater que certains ont parfois abuse du credit,
et ont eu recours a des modes de financement neu sains: le r6le des banques
peut etre ici determinant: elles pourraient ttre plus coulantes en vue de
stabiliser, dons ce domaine precis, la situation et de maint-enir leur contri-
bution a la prosorits genrale.

Le Budget de l'Etat

On accuse l'Etat de no pas executer suffisamment de grands travaux et de
bloquer les credits dans ses caisses.

La v~ritE est quo l'Etat, aprs une periode preparatoire, a engage de
nombreux travaux et augments sensiblement ses dspenses au cours des quelques

Lderniers mois.
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Le tableau ci-apres prouve que jusqu'3 juillet 1961, 55 des credits 7
budretaires et extra-bud etaires prevus our le rasont exercice, ont t d;i3engafes. La balance sera elle aussi enasee d'ic la fin de l'ann"e. conforis-
ment an pro rramne e=tabli:

Credits nrfus dans Credits affects Credits
le budp-et a fin jui.llet restants

lre rartie: 192.327.841 121.156.343 71.171.4982erne artie: 86.566.190 37.571.098 4R.995.092
eme rartie: 72.663.609 66.411.113 6.252.495

4eme nartie: 57.411.398 13.265.125 44.146.273
Hors budget: 33.616.456 5.152.869 28.563.587
Total 442.585.494 243.556.548 199.128.945

(soit 55 %) (soit 45 %)
Conclusions

La declaration se termine sur les conclusions ci-api'Ns:

- MHalre une conjoncture international tries peu favorable, 1' economie
lihanaise est non seulement prospere, mais en developnement constant.

- La solidity de base de 1'economie libanaise est due au rerrime liberal
adopte aui laisse le champ libre an enie libanais et a initiative privse.
Toute atteinte a ce regime affecterait le niveau de vie r 4 neral de la population
et le revenu national

- Liberalisme ne vent pas dire anarchic, mais action organisse et utile.
La politione economique libanaise se maintiendra dans cette voie qui a fait la
prosperity du pays.

Sur le marchE de Eeyrouth, on fait observer d'autre part, ce qui suit:

- Les deux entreprises drives imoortantes actuellement en difficulty ont
des chances de beneficier d'un concordat prrentif qui lui permettra de poursuivre
leur activite.

- Mme dans une economic aussi prosp3re que celle de l'Allemagne Occidentale,
des entreprises imoortantes peuvent ttre en difficulty: ainsi, la fabrique
d'autos "Borgeward" se trouve, selon les depeches d'agences internationales, dansune situation qui l'aurait menee a la faillite sans une intervention du gouverne-
ment federal.

L
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SUBJECT: GENERAL ECONOMIC - Businessmen's Assessment of Lebanese National Economy.

r Begin OFFICIAL USE ONLY
SUMMARY

A sampling of probably representative opinions in commercial-
industrial circles may indicate that the Lebanese business elite, or at
least its objective members, agree with the Government on the non-exist-
ence of an economic crisis, while holding the Government and the banks
responsible for prolonging the current recessional trend. Such a
collective frame of mind may have far-reaching consequences in the
political arena and for the eventual establishment of a Central Bank.
END OFFICIAL USE ONLY.

Begip UNCLASSIFIED

In order to complement the official assessment of the present state
of the Lebanese economy, reported in the Embassy's despatch under reference,
there are submitted as enclosures to the present despatch two press statements -4
published in the September 4, 1961 issue of the Beirut Weeklv. The first
press item submitted summarized the views of two prominent Beirut businessmen,
Mr. Anis YASSINE and Robert KFOURY; the second, those of the Secretariat
General of the Beirut Merchants' Association, all on the subject of the
present state of Lebanon's national economy. Messrs. Yassine, Kfoury, and
the Secretary General of the Merchants' Association, as well as many other
businessmen, have personally expressed to the reporting officer opinions
similar to, and agreeing with, those quoted in the two enclosures.
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Mr. Yassine* is quoted by the Beirut Weekly as stating that the Lebanese
economy is not in a state of crisis, although there is a current "standstill,"
which, however, is normal after a "number of years of progress." The Lebanese,
who are accustomed to a high living standard, find the "standstill" irritating
and exaggerate it. While pointing to the abundant bank reserves and to the
high level of the Lebanese pound as indicators of an economy in good health,
Mr. Yassine warns that the large liquid deposits in Lebanese banks, originating
in other Arab countries, should not be considered as symptomatic of prosperity,
because they are only transiting Lebanon and, in any event, may be withdrawn
at any time.

Mr. Kfoury's** statement deprecates the tendency to use banking activity
as a criterion of financial prosperity. The present state of the economy,
according to him, requires the unfreezing of government credits, the launching
of long-term development projects, and the establishment of big industries
which will relieve unemployment.

The Secretariat General of the Merchants' Association told the editor of
the Beirut Weekly that the condition of the Lebanese economy is sound, in spite
of unfavorable political developments in neighboring countries and in the world.
Recent bankruptcies have been caused by these unfavorable political developments,
and also by individual irresponsibility and mismanagement. Such business
failures can hardly be taken to mean that the Lebanese economy is in danger of
collapse. The real danger to the economy is from selfishly motivated rumors.
Prosperity will return, especially if the banks will "show the merchants....
encouragement." END UNCLASSIFIED.

Begip LIMITED OFFICIAL USE

COMMENT: The business opinions summarized above are only in partial
agreement with the most recent official assessment of the state of the Lebanese
economy, reported in the Embassy's reference communication. The official and
the business analyses agree that the Lebanese economy is sound and not in a
state of crisis. On the other hand, while the official assessment presents
only the vigorous and positive side of the national economy, the business
appraisal qualifies the official diagnosis of "perfect health," by expressing
or implying uneasiness over a number of adverse symptoms. The businessmen

* Mr. Yassine is a son-in-law of former Prime Minister Sami SOLH, President
of the Lebano-Japanese Export-Import Co., and board member of the following
companies: Beirut Port Co., Lebano-Syrian Railroad Co., Societe fonciere du
Levant, Societe hydro-electrique du Nahr Ibrahim, and IRCAF (a new industrial-
agricultural complex, for which see Embdesp 740, March 30, 1961, Item 7).

## Mr. Kfoury is the founder and president of IRCAF (see Embdesp 740,
March 30, 1961, Item 7), board member of PETROLEX, and an owner of
experimental farms and orchards.

L
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reject the Government's use of the high bank deposits as an indicator of
prosperity and implicitly express fear of a possible flight of foreign capital
from Lebanon. They are dissatisfied with the Government's policy of keeping
frozen funds in the banks, when Lebanon needs long-range development projects
to end the "standstill" and to provide jobs for the unemployed. They also
imply that, while the volatile Arab deposits in Lebanese banks can be considered
as a sign of monetary liquidity, the Government's frozen appropriations cannot.
As long as these appropriations remain in the banks unspent, the economy will
remain at its present "standstill." To end the recession, in spite of the
unfavorable political climate abroad, the Government must start spending and
the banks must loosen up on their credit facilities.

If the views expressed and reported above represent the current Lebanese
business consensus, as they very likely do, they may be indication of the fact
that the commercial-industrial elite of Lebanon has come to look upon the
present government as not representative of, and the banks as acting contrary
to, its interests. Criticism now extends above the parliamentary and cabinet
levels; many top-level business contacts of the reporting officer are now
openly saying that "the trouble with Lebanon is that we have no president."
They elaborate on .this statement by expressing dissatisfaction with President
CHEHAB's alleged indecisiveness and lack of initiative. Such a collective
frame of mind could have far-reaching consequences in the political arena
and also for the eventual establishment of a Central Bank within the framework
of a banking law yet to be codified.

Evan M. Wilson
Charge d'Affaires a.i.

Enclosures:,

1. Newspaper article from Beirut Weekly, 9/4/61,
"Secret of Financial Situation"

2. Newspaper article from Beirut Weekly, 9/4/61,
"Merchants' Association Speaks of Lebanese Economic Status"

DEPARTMENT: Please pass to AMMAN, BAGHDAD, CAIRO, DAMASCUS, JIDDA.
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ENCLOSUTRE: 1

Secret of Financial Situation

(Beirut Weekly, September 4, 1961)

Optimistic View is Presented by Mr. Anis Yassin

A large number of Lebanese businessmen told the Beirut Weekly:"There is
no financial crisis in Lebanon".

The financial issue captured the entire attention of the country and
appeared in the form of a controversy.

One side of the story: there is a crisis, The other side: there is no
crisis.

For the past few weeks this newspaper reported the story of "there is a
crisis". This appeared in the form of reports of a number of bankruptcies, in
certain industrial problems and reports of a slump in sales.

One banker believes the economic situation should be greatly improved
unless the crisis deepens.

The banks while doing good business, are not an indicator of the financial
situation in country. Industrialist Robert Kfoury said that the economy
requires unfreezing the government funds on long-term projects. He also called
for launching big industries that will employ a large number of the unemployed
labor force.

Mr. Anis Yassin: Exclusive View

In an exclusive interview with the Weekly, Mr. Anis Yassin gave the
most optimistic view of the economy of Lebanon. Yassin, who is President and
Board Member of a large number of leading companies in Lebanon, said, "The
financial situation is at a standstill. This is normal after a number of
years of progress. Lebanon has reached that stage of setting down of business.
This does not mean that there is anything to worry about a financial crisis.
On the contrary, the Lebanese must benefit out of this situation."

Mr. Yassin warned that "the big amount of liquid deposits in the banks
coming from several Arab countries must not be considered as part of the
prosperity and of the good financial situation of Lebanon."

L
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Although deposited in Lebanese banks, these sums are to stay here for
short periods of time and may be withdrawn from the country at any time, he
added. "These huge amounts in temporary transit are really of very little
financial help to the country."

Explaining the financial situation in general, Mr. Yassin said that the
high level of progress that brought fortunes to a large number of Lebanese
people has made most of them believe that the financial situation must always
be going up."

However, the leading businessman-industrialist added, "the Lebanese people
in general do not make any account or statement of their expenses. They have
a very high standard of living."

Mr. Yassin assured the Weekly that "We must have the highest confidence
in the financial situation of Lebanon and in its progress."

"Reserves are abundant" he added. "The best proof of all this is the
high standard of the Lebanese pound."
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Merchants' Association Sneaks of Lebanese
Economic Status

(Beirut Weeclr, September 4, 1961)

The Secretariat-General of the Meorchants' Assembly answered a number of
questions pertaining to rumours of bankruptcies that have been spreading
through the economic world in Le n and the first fact the Secretariat-
General established was: the so-called bankruptcies are not bankruptcies at
all but difficulties in some firms - difficulties which are easily surmountable.

The answers, in brief, came on this wise:

The financial status of the land is sound, and there is nothing to fear.
As for the bankruptcies and financial straits some have announced they have
reached, they are results of old debts which werelong overdue. These indi-
viduals had been carrying on their work through capital which was not their
own, and the interest piled up to lead to the catastrophes they now find
themselves in.

We believe that the economic well-being of the country is imperiled by
such rumours which are set rolling by neople with entirely selfish motives,
for these people can take advantage of the confusion the rumours cause in
the market.

We do not deny the fact that the political state of affairs in the world
has affected the markets to a certain extent, but that hardly means that
Lebanese economy is in danger of collapse. If we survey the situation with-
out prejudice, we will discover that the repercussions detectable in the
Lebanese market can be found in the other countries as well.

There remains one point to clarif4yr: the financial collapse of individual
merchants, and the collapse of national economy are tuo quite different mat-
ters, and whereas cases of the former can be found, the latter has no basis
in truth.

Furthermore, what has been called a wave of bankruptcies is merely a tem-
porary inability to Meet some payments by reason of political matters in
neighboring countries, matters which have led to the freezing of the markets.
Prosperity is bound to return, and the "crisis" to end, especially while the
banks still show the merchants a lot of encouragement.
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1. HIGHLIGHTS - UNCLASSIFIED

The apparent malaise of the Lebanese economy continues, along with the
significant drop in the rate of foreign exchange over the past few months.
Last week, the Finance Minister, Pierre GEMAYEL, felt obliged to affirm, in an
official press release, that the economy is in a state of "perfect health."
Local businessmen are in agreement, but offer a number of criticisms. Two new
banks were recently established, one to handle Lebanese-African commerce; the
other is a credit institution for financing installment buying.

The draft of a unified government budget for 1962, amounting to LL 406
million ($134 million), was submitted to the Council of Ministers this week for
consideration prior to submtss on to the Parliament for debate at its regular
session next month. Almost m frion pounds greater than the LL 307 million
voted for 1961, the proposed budget allocates a record LL 152 million ($50 million)
to the Ministry of Public Works.

The dollar rate continued its downward trend, dropping to LL 3.015 on
September 14. (DRM)

GENERAL ECONOMIC

2. UNCLASSIFIED - MinisteriDefends Lebanese Economy: Businessmen Critical

Minister of Finance Pierre Gemayel, in an official press release
issued on September 5, presented facts and figures to prove that the Lebanese
economy is perfectly healthy and not in a staterof crisis. Among signs of
prosperity, the Minister pointed to a steady rise of bank deposits, an

ascending curve of customs receipts, a mounting volume of Stock Exchange activity,
an increase in new car registration, and a high number of new incorporations. He
denied the rumored :flight of capital from Lebanon and claimed that a continued
large-scale influx of foreign capital is responsible for the appreciation of
Lebanese currency vis-a-vis foreign monies. (Dollar now down to all-time low of
LL 3.015)Gemayel als> defended the government against charges of blocking credits
for public works by presenting statistical evidence for the commitment, as of
the end of July, of 55% of the budgetary and extra-budgetary appropriations.

LIMITED OFFICIAL USE - COMMENT: Although essentially correct, the
Gemayel release is politically motivated due to the gathering oppositional
campaign to unseat the SALAAM cabinet. Arab nationalist criticism, which
has always claimed that the Lebanese economy is not individually and
independently viable, has now been reinforced by attacks from Salaam's opposition,
Christian as well as Moslem, which is attempting to prove that the Lebanese
economy is not viable under Salaam's stewardship. Gemayel's apology for the
economy must be viewed in the light of his cabinet membership, defending the
government against the opposition; and of his Lebanese nationalist Phalange
Party leadership, refuting Arab nationalist criticism.

L J
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Gemayel's figures are generally correct, though specious in the matter
of proving the existence of monetary liquidity, where he computes liquid funds
by including bank deposits; and in the field of government expenditures for
public works, where he gives only amounts appropriated but not those spent. In
essence, the Gemayel release presents only the vigorous, positive aspects of
Lebanese economy, while omitting psychological-political factors which are real
and responsible for the current recessional trend and basic economic fragility.

An Embassy sampling of probably representative opinions in commercial-
industrial circles may indicate that the Lebanese business elite, or at least
its objective members, agree with the Gemayel' release on the non-existence of
an economic crisis, while holding the Government and the banks responsible for
prolonging the current recessional trend. Such a collective frame of mind,
which does not exempt the President of the Republic from criticism for alleged
indecision and lack of initiative, may have far-reaching consequences for the
eventual establishment of a Central Bank within the framework of a banking law
yet to be codified, as well as in the political arena. (LCT)

FINANCE

3. UNCLASSIFIED - Drop in Foreian Exchange Rates Continues

The Lebanese pound continued its trend of appreciation vis-a-vis other
currencies during the past two weeks. On September 14, the dollar rate reached
a record minimum of LL 3.015, the lowest in twenty years, except for a brief
period during the second World War. The generalization of the drop in exchange
rates implies a strengthening of the position of the Lebanese pound rather than
the weakness in any particular foreign currency. The reasons behind this
situation are reported to be: (1) a slackening in the demand here. for foreign
imports and therefore for foreign currency; and (2) a rise in the inflow of
foreign capital, especially from Arab countries where recently increased risks
of confiscation and nationalization have enhanced the outflow of capital
seeking safehaven. No statistics are available to verify these developments,
although the substantial rise in the supply of foreign exchange seems to bear
out the latter. Following are some representative quotations for the dollar
and pound sterling over the past month, (which account for about 80% of
transactions in Beirut) expressed in Lebanese piasters:

at USL £ Sterling

August 16 305.6 856
September 1 304.5 854
September 5 303.9 852
September 12 302.65 850.5
September 14 301.5 840

UNCLASSIFIED - COMMENT: Some local papers have recently reported that
the government has purposely refrained from interfering in the foreign exchange N
market (through the Exchange Stabilization Fund) in order to capitalize on the

- I
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FINANCE - (Item 3 cont'd)

favorable rates of exchange to help lower the cost of living in Lebanon.
Embassy checks have revealed no such move on the part of the government, and
in fact it is clear that continued appreciation of the Lebanese pound would.
have the unhealthy side result of increased prices for Lebanese manufactures
vis-a-vis foreign competition on the local market, and higher prices for
exports, particularly the critical fruit crops, apple and citrus, which already
suffer from non-competitive pricing. Moreover, the import factor is only a
small part of the equation leading to the cost of living index, and does not
greatly affect the basic costs of the large majority of the population. (KS)

4. UNCLASSIFIED - Two new Banks Established

In spite of the decision by the Council of Ministers in June not to
authorize the incorporation of any new banking institutions, the Credit
Professionel et Menager, with a capital of LL 2 million ($.66 million) and the
Banque du Liban et de l'Economie Arabo-Africaine, with a capital of LL 10 million
($3.4'million) were established by decree of August 25, 1961.

UNCLASSIFIED - COMMENT: The founders of the former institution are
Antoine BAZ, the general sales agent in Lebanon for Philips products, and
Ibrahim SAAD, the Beirut agent for Fiat and Jaguar cars, Vespa scotters and K
Italian television receivers. Both merchants have been selling on the
installment plan, discounting their bills with local banks. Since Saad
reportedly sells some 700 automobiles a year, worth a total of around LL 5 million,
and Baz's volume of business is at least equal, the ability to discount their own
paper through their own bank should prove lucrative to them. The establishment
of this-bank confirms the trend, reported by the Embassy in its BER 15 (Item 12),
which is transforming importers-distributors into bankers.

The founders of the second bank are the four members of the Boutros
family, who are already large shareholders in the Beirut Ryad Bank, whose
chairman is Pierre EDDE, former Minister of Finance. The Boutros family has
not been known for its foreign interests and it is likely that they may be
acting for Edde, who has been energetic in his attempts to establish commercial
and banking ties with the newly emergent African nations. (MJ)

5. UNCLASSIFIED - Lebanese Delegation to IMF Meetinq

The Lebanese Delegation to the annual meeting of the International
Monetary Fund to be held in Vienna on September 18 will be composed of:
Andre TWEINI, Director General of the Ministry of Finance; Pierre EDDE,
prominent banker and former Minister of Finance; Elias SARKIS, Advisor of
the President of the Republic; Paul'KI4LAT, Member of the Development and
Planning Board; and Farid SOLH, an employee of the Ministry of Finance.

The composition of this delegation is significant, considering current
preparations for the establishment of a central bank in Lebanon. It includes
both one of the originators of the idea of the proposed Council on Money and

CONFIDENTIAL



* OM~Page 5 o

*R1.60 CONFIDENTIAL End. N
Desp. No 162
From Ri rut

FINANCE (Item 5 cont'd)

Credit, Paul Klat, and a high official who opposes the establishment of such
a Board and has been preparing for the establishment of a Currency Commission,
Mr. Andre Tweini. The likelihood that the matter of establishing a central
bank in Lebanon will be discussed with the Fund officials. at Vienna, makes
the presence of these two members of special interest. (KS)

ECONOMIC RELATIONS

6. UNCLASSIFIED - Boycott Office Stays in Economy Ministry (BER 18)

A decree now being drafted leaves the boycott of Israel office in
the Ministry of National Economy, but confirms the transfer of the Commissariat
General of Tourism to the Ministry of Information and the Wheat Office to the
Ministry of Agriculture. The decree, while giving recognition to the "quasi-

independent" status of the Boycott Office under the Minister of National
Economy, attaches it for administrative purposes to the Director General of

the- Ministry of National Economy.

CONFIDENTIAL - COMMENT: The Embassy has heard that the planned

transfer of the Boycott Office from the Ministry of National Economy to the

Foreign Ministry was cancelled at the last minute due to political considerations.
The idea of making the Beirut Boycott Office an instrument of Lebanese rather than

of pan-Arab interests had originated with the anti-UAR, Phalangist cabinet member

Pierre GEMAYEL. The transfer of the Office to the Foreign Ministry at this time,
coming on the heels of the Lebanese vote against the UAR-proposed plan of Arab

economic unity at Damascus last June, was vigorously opposed by Arab nationalist

influences in and around the cabinet as an unnecessary irritant to Cairo and

Damascus. This objection was sustained by the "higher authorities" (probably

the President). Consequently a compromise solution was arrived at. The Boycott
Office was retained in the Economy Ministry but placed under the direct

supervision of the Director General. The present Director General is Abdul
Rahman TAYARA, a Sunni, with whom the Embassy has been able to maintain
officially correct, but not personal and warm relations. (LCT)

7. UNCLASSIFIED - Lebanon and the UAR - Demand for Nationalization
Compensation (BER 18)

During the recent Belgrade non-aligned conference, Lebanese Prime

Minister SALAAM reportedly took up-with UAR President NASSER the question of

compensation to Lebanese businessmen who had suffered losses owing to the

nationalization measures in the UAR. Nasser is reported to have promised
that Lebanese claims would eventually be considered, together with other

foreign claims.

CONFIDENTIAL - COMMENT: An Embassy officer has been informed by

reliable Foreign Ministry contacts that Lebanon had, prior to the Belgrade
conference, approached the UAR Government on the ambassadorial level,
simultaneously with Saudi Arabian and Greek representations, with a request

for compensation. Since Cairo's answer, like Nasser's at Belgrade, was
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ECONOMIC RELATIONS (Item 7 cont'd)

indefinite and procrastinating, Lebanon will continue making pro form demands
for compensation without expecting to receive anything. The Foreign Ministry
contacts also stated, in confidence, that, while the Lebanese losses accruing
from the UAR nationalization measures will not be inconsequential, gains to
Lebanon are also expected to be registered, as at the time of the Suez crisis
and the 3-power attack on Egypt, owing to a foreseeable flight of capital and
of managerial-technical skills from Cairo to Beirut. (LCT)

LABO

8. UNCLASSIFIED - Labor Leader Sharqawi Dies

Mohammad Khalil SHARQAWI, President of the Federation of Independent
Trade Unions (FITU), died suddenly on September 10 following a heart attack.
Sharqawi, also a vice-president of the Confederation of Arab Trade Unions
(CATU), had been ill for some time. Succeeding him will be Naim KREIDI,
Federation Vice-President and Secretary-General of its principal affiliate,
the Machinists' Union.

OFFICIAL USE ONLY - COMMENT: Sharqawi's death removes one of Lebanon's
most colorful labor figures from the scene. It is perhaps too early to tell what
effect his passing will have on the ever-changing trade.'.union scene, but it is
possible that it may bring a greater degree of unity among the rival federations.
If Kreidi is finally elected to fill Sharqawi's unexpired term, closer relations
with Western trade union elements are possible, for he has never shared Sharqawi's
flamboyant Arab nationalism. (HDS)

9. UNCLASSIFIED - Cost-of-Living Aareements for Tannery Workers and
Shell Employees

Latest unions to reach agreement on increases based on the new wage
law (see BER 9) are the FITU Tannery Workers Union and the Shell Employees
Union, a UUEW* affiliate. The tannery workers are to receive increases ranging
from 5% to 8%, depending on the length of service, with such increases retroactive'
to January 1, 1961. In addition, the tanneries agreed to pay the new legal
minimum of LL 125 per month.

The Shell employees' settlement provides for the 3.5% cost-of-living
increase, provided that the minimum boost be LL 30 per month, with a LL 60
maximum. Under this formula the lowest paid employees earning LL 300 per
month would be in for a 10% increase.

OFFICIAL USE ONLY - COMMENT: The tannery workers' agreement represents
only the fourth cost-of-living settlement for the FITU affiliates. On the other
hand, the Shell Employees' settlement now brings the majority of UUEW unions under
the protection of the new law. Despite these most recent gains, the majority of

* United Unions of Employees and Workers
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organized Lebanese workers have not benefited directly from the passage of
the new law. For those not represented by unions, practically nothing has
been done to bring their pay into line with the law's provisions. (HDS)

10. UNCLASSIFIED - PtT Strike Continues

The two-week old strike of daily paid employees of the Ministry of
Posts, Telephone and Telegraphs shows no sign of ending despite the discharge
of 250 of the 300 strikers. The other 50 went back to work under the Govern-
ment's threat to dismiss them on the grounds that the Labor Code prohibits
Government employees from joining unions or taking strike action. FITU efforts
to intervene for the discharged PTT employees have been temporarily ended
because of the death of Federation President Sharqawi.

OFFICIAL USE ONLY - COMMENT: The PTT strike further illustrates the
worker unrest over the system of employing daily paid workers to perform the
same jobs as monthly paid employees. The daily paid people receive none of
the benefits of the Labor Code, although they may remain in such a status for
years. This strike further points up the inability of the Government to deal
with a situation clearly in violation of the law. (HDS)

11. UNCLASSIFIED - UUEW Officers to Take ILO Course

Said OUEINI, UUEW Vice-President and Salim AL KIZIH, President
of the Port Employees Union, depart for Geneva on September 13 to enroll in
a new labor management relations course being offered by the International
Labor Organization. The Rotary Club of Beirut will defray the expenses of
one participant (see BER 13), while the UUEW will sponsor the other. (HDS)

AGRICULTURE,;

12. UNCLASSIFIED - Fruit Board Adopts New Export Policy for Apples

In a move designed to help protect fruit growers against the sharp
practice of local exporters, the Council of Ministers last week authorized
the Fruit Board to market abroad the 1961 apple crop of individual growers
who cannot otherwise dispose of their crops. Advances up to 50% of official
guaranteed minimum prices (to be fixed by the Fruit Board for golden and
starkina varieties on the basis of grade and altitude) will be paid by the
Board against individual consignments pending final sales returns. These
advances will be financed by a seasonal loan of LL 2 million from BCAIF,
guaranteed by the Government.

Thus far in the current apple season, apple export merchants have
confined their purchases to the immediate export requirements of neighboring
Arab countries, plus some small amounts of the better quality storage apples
from higher altitude orchards. The Fruit Board's preliminary official estimate
of the 1961 apple crop is 75 000 metric tons (4,300,000 cases) as compared to
about 47,000 tons for the 19>0 crop. The Embassy agricultural assistant feels,
however, that 65,000 MT is a more realistic forecast. (MB)
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INDUSTRY

13. LIMITED OFFICIAL USE -The SIDEM Case (BER 18, 17, 9)

The Industrial Committee charged with the "economic justification"
for admitting the DLF-financed aluminum extrusion press of SIDEM into Lebanon
voted in favor of admission on September 4, 1961 (TOICA 67). Embassy/USOM
had made strong unofficial representations to bring about this action. The
matter now is up to the Council of Ministers who meet every Wednesday.
SIDEM's hard-hitting rival, Salim NAJJAR of SCIALE, immediately countered
with cries of "illegal" and "foul,' and began lining up Deputies in Parliament
"contra" in order to keep out the extrusion press and maintain his monopoly.
Najjar's actions and those of his attorney Bahige TAKIEDDINE, Deputy of Shouf,
(and brother of the Director of the Economic Section of the Foreign Ministry
Khalil TAKIEDDINE) are covered in an article appearing in L'Orient on
September 7, 1961, reported in TOICA A-174 of September 8, 1961.

CONFIDENTIAL - COMMENT: The Embassy's hope now is that the matter
will be placed on the Council of Ministers' agenda as soon as possible.
Unhappily, the Embassy has learned that the Council of Ministers is much more
interested in drawing political capital from the Belgrade Conference than it
is in this mundane "hot potato." Thus the SIDEM case may not reach the agenda
until September 20, if then. Meanwhile, rival Najjar will be busy lobbying
against admittance with Deputies, banks, newspapers, and any other means,
(fair or foul) he can command. (JCW)

Evan M. Wilson
Charge d'Affaires a.i.

Contributors:
LCTihany, DRMorris, KSalem, MJalkh, HDSnell, MBekhash, JCWeisert

DEPARTMENT: Please pass to AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA,
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.

L
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1. HIGHLIGHTS - UNCLASSIFIED 7
The exchange rate of the Lebanese money market for the U.S. dollar

remains at its all-time low, closing on September 27 at LL 3.015. The
sterling returned to LL 8.50 from its unexplainable low two weeks ago of
LL 8.40.

A Polish trade delegation, headed by Eugene LESZEZWINSKI,
Director of the Economic Agreements Section of the Ministry of Foreign
Commerce, opened negotiations on September 25 with Lebanese officials towards
increasing the flow of goods between the two countries.

Early and incomplete statistics on the 1961 tourist season, one of.
Lebanon's biggest industries, show, a probable 5%-10% increase in visitors
over last year. (DRM)

FINANCE

2. UNCLASSIFIED - Bank Deposits at Record High

During mid-September Lebanese total bank deposits were reported at
the all-time recorded high of approximately LL 1.6 billion ($533 million).
It is estimated that about LL 400 million ($133 million) of these deposits is
in U.S. dollars, representing transfers mostly from the Persian Gulf and Africa.

UNCLASSIFIED - COMMENT: As a mathematical curiosity, it may be pointed
out that, at the present level of local bank deposits, each one of Lebanon's
estimated 1.6 million inhabitants could draw his or her statistical annual
income from Lebanese banks. The 1960 per capita income in Lebanon was
estimated at approximately $306, or slightly under LL 1000.

To reach a similar mathematical relationship in the United States
between total bank deposits and the annual per capita income ($2,350) of
approximately 180 million inhabitants, the former would have to stand at the
utopian level of $423 billion. The actual level of total U.S. bank deposits
on July 26, 1961 (savings banks, commercial banks and Federal Reserve member
banks) was, however, only $262 billion.

Observers of the current economic situation in Lebanon attribute the
present abnormally high level of local bank deposits to large-scale movements
of capital to and through Lebanon in the wake of last summer's Kuwait crisis
and UAR nationalization measures, as well as to the presence of large budgeted
and allocated but still unexpended public works funds in the Banque de Syrie
et du Liban. (LCT)

LIMITED OFFICIAL USE
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3. UNCLASSIFIED - U.S, Dollar at Record Low (See BER 19)

After several days' vacillation around LL 3.02, on September 27 the
U.S. dollar dropped again to its all-time recorded low of LL 3.0150.

UNCLASSIFIED - COMMENT: The slight temporary rise in the dollar
exchange rate was probably due to the facts that (a) once the near-300 level
was reached, speculators began buying on the assumption that only a rise and
not a further drop could follow; (b) purchases, reported in the vicinity of
$13 million, by the Government's Stabilization Fund appeared to indicate that
the authorities would prevent a continued decline and stimulate an upward climb;
(c) reports were spreading concerning a slowdown in capital flights to Lebanon
from the Arab hinterland; and (d) commercial demand reappeared, due to fall
restocking.

The arrival of the Sixth Fleet;.in Lebanese waters on October 4 fora one-week naval visit will probably have an additionally depressing effect
on the dollar exchange rate. In the course of its visit 12 months ago, theFleet spent $500,000 in Lebanon during one week; 6 months ago, $100,000.
Twelve months ago the visit coincided with payday; 6 months ago it followed
payday in another port by several days. This time payday will take place atsea on October 1, with few opportunities to spend before arrival at Beirut.

The drop in the exchange rate of the dollar to its present record low
level has thus far resulted in an approximately 5% rise in living costs for
American government and business personnel stationed in Lebanon, in addition
to a separate 6%-7% general rise in the cost of living. (LCT)

TOURISM

4. UNCLASSIFIED - Arab Summer Visitors Exceed those of 1960

According to official statistics, 28,642 summer visitors of various
Arab nationalities, excluding Syrians, entered Lebanon between June 1 and
August 31, 1961. A partial breakdown is as follows: Iraqis: 8,546; Kuwaitis:
5,901; Jordanians: 4,902; Saudis: 4,749; Egyptians: 2,475; and Qataris: 943.
If Syrians were included, the total would rise to well over 30,000.

UNCLASSIFIED - COMMENT: According to the same statistical source,
Arab summer visitors during June-September 1960 totalled 24,651. A comparison
of the 1960 (longer period) and 1961 (shorter period) totals appears to
substantiate the Commissariat of Tourism claim that the 1961 summer season
shows a 5%-10% improvement over the similar 1960 season.

Especially noteworthy is the sharp increase over 1960 in the number of
Iraqi (from 4,377 in 1960 to 8,546 in 1961) and Kuwaiti (from 4,794 in 1960 to
5,901 in 1961), as well as the marked decrease in that of Egyptian (from 4,141
in 1960 to 2,475 in 1961) summer visitors. It should be noted also that Iraqi
guests were allowed by their government to bring into Lebanon twice the amount
S($520)permitted Egyptian tourists ($260). Remarkable also is the increase inthe number of Saudi summer visitors(from 3,671 in 1960 to 4,749 in 1961). (LCT-
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FOREIGN TRADE

5. UNCLASSIFIED - Traders Get Soviet Wood

After ironing out the exchange rate problems (Embdesp 75, August 3,
1961) which had stalled the functioning of the trade agreement between Lebanon
and the Soviet Union, on September 19 Lebanese lumber merchants concluded a
LL 8 million ($2,666,000) lumber deal with Soviet representatives in Beirut.
(The Soviet Commercial Attache led the Soviet negotiating team). A shipload a
month is expected of standard red and white pine lumber. The selling price in
Lebanon will average around LL 230 ($77) per cubic meter, as opposed to LL 200
($67) for Swedish lumber. The word in the market place, however, is that the
Soviet lumber is of a much higher quality than the Swedish. (JCW)

6. UNCLASSIFIED - Establishment in Lebanon of Australian Trade Commission

Mr. Harold M. Le MARCHAND, newly arrived Australian Trade Commissioner,
visited the Embassy on September 22-to discuss his government's plans in Lebanon.
His office will consist of about eight persons and will be the first official
Australian representation in Lebanon, with Le Marchand as the Principal Officer
of the Australian Government accredited to Lebanon. There already exists in
Beirut an "Australian Trade Center," but this is privately owned and operated
by a Lebanese agent who deals mainly in grains and wools. Mr. Le Marchand
mentioned in passing that an Australian freighter would arrive shortly with
250 Holden automobiles (General Motors of Australia) for importation into
Lebanon. Twenty-six Holdens were imported into Lebanon during the first six
months of 1961.

COMMENT - UNCLASSIFIED: Emulating the British example, according to
which the Ambassador spends a good deal of his time selling British cars and
trucks (reported Embdesp 703, May 24, 1960), the Australians are making their
debut in Lebanon with a crack salesman as their first representative. (JCW)

7. UNCLASSIFIED - German Firms Contemplate Factories in Lebanon

According to a reliable trade source, the HENKEL Group, a West German
trust, is planning the establishment of factories in Lebanon for the local
production of Persil, a synthetic detergent, and other chemical products,
including polyesters. Another firm, Mannes Mann, is reportedly interested in
local production of metal tubing and electric wiring, while its subsidiary
firm, Kronprinz, which supplies wheel assemblies for Mercedes and Volkswagen,
is investigating the possibility of establishing a plant for the Middle East
marketing area. (DRM)

LABOR
8. UNCLASSIFIED - Possible Service Station Operators' Strike

Unless their demands are met before midnight of October 2, the
412-member Syndicate of Gasoline Station Owners will go on strike, according
to action taken at a general membership meeting on September 26. Syndicate

LIMITED OFFICIAL USE
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pressure is being applied to the Petroleum Committee of the Ministry of
National Economy to order the oil marketing companies to begin selling them
gasoline by weight instead of by volume. The Syh<;dicate contends that its
members have been short-weighted over the past twelve years in the amount of
LL 60,000,000, an amount which it now demands be repaid. Finally,/ yndicate
demands that its approval be obtained before additional service station
licenses are granted.

LIMITED OFFICIAL USE - COMMENT: An oil company source informs the Embassy
that the companies have decided to insist that the government Petroleum Committee
reject these fantastic demands. Even if such action is taken, there is no
certainty that the shutdown will not be attempted. Since the companies own
several stations outright, any strike could not be completely effective, although
serious inconvenience would result for many motorists, truck and taxi owners.

From the Embassy's point of view, the timing of the strike is most
unfortunate, for a visit of the Sixth Fleet is scheduled for October 4. Since
Beirut's taxi drivers eagerly look forward to the windfall resulting from the
presence of thousands of U.S. sailors, their unions are sure to object to any
shutdown on the part of the gas station operators. Lebanese Communists, in
view of their vigorous campaign to prevent the Fleet visit, are almost certain
to attempt to make political hay out of such a "strike." (HDS)

TECHNICAL ASSISTANCE

9. UNCLASSIFIED - West German-Lebanese Technical Assistance Agreement

Agreement was reached recently between representatives of the
Lebanese government and the (West) German Embassy on the text of a bilateral
agreement for technical cooperation. In effect, the agreement lays down the
broad outlines of possible technical assistance on the part of West Germany,
and establishes administrative and housekeeping responsibilities on the part
of the Lebanese. Actual projects will still have to be the subject of special
supplementary agreements.

UNCLASSIFIED - COMMENT: According to the Counselor of the German
Embassy, little more than educational assistance can be expected by Lebanon
in the near future, since West German aid resources are being concentrated
on the UAR. (DRM)

DOMESTIC BUSINESS

10. UNCLASSIFIED - Vehicle Registration

On June 30, 1961 a total of 61,618 motor vehicles were registered
in Lebanon, representing p 22% gain from the 50,504 of the preceding June 30.
This is running only one percentage point over the previous 21% gain reported
(Embdesp 747, April 4, 1961). It can be forecast that about 1,000 vehicles
will be added each month to Lebanon's streets and roads. U.S. auto makers
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are holding a steady 14%-15% share of the passenger vehicles with Ford as
the outstanding performer, delivering nearly 33% of the U.S. share. U.S.
participation in Lebanese truck and bus sales for the same period presents
a much rosier picture (previously reported in Embdesp 607, February 17, 1961);
30% in trucks and a very healthy 91% in autobuses (76 out of 84 total).
Chrysler leads in the latter category with 62 units.

UNCLASSIFIED - COMMENT: The new legislation against diesel engines
in Lebanon is helping American truck and bus manufacturers and, to a lesser
extent, taxi builders. Aggressive action by U.S. manufacturers of compact
taxis might capture the replacement market for the many 180-D Mercedes diesel
taxis which will either have to be re-equipped for gasoline or retired. (JCW)

INDUSTRY

11. UNCLASSIFIED - SIDEM Case Won - Extrusion Press to be Admitted

The Embassy is ihformed that, acting on a Presidential suggestion,
the Council of Ministers on September 27 approved the long-pending admission
of SIDEM's quarter-million-dollar DLF-financed aluminum extrusion press into
Lebanon.

LIMITED OFFICIAL USE - COMMENT: A few days prior to the Council of
Ministers meeting, the Embassy managed privately to bring to the President's
attention the facts that (a) a gentleman's agreement existed between him and
the American Ambassador that the press would be admitted and (b) continued
non-admission of the press could not fail to affect DLF's future attitude
toward such Lebanese development loan applications as may come up from time
to time.

An Embassy officer advised Mr. HACHO of SIDEM after the Council of
Ministers' decision, to remove his press from the docks post-haste, before
his implacable rival, Mr. NAJJAR of SCIALE, throws up a new roadblock. (LCT)

Evan M.Wisn
Charge d'Affaires a.i.

Contributors:
LCTihany, DRMorris, JCWeisert, HDSnell

DEPARTMENT: Please pass to AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA,
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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GENERAL ECONOMIC: Present State of the Lebanese Economy
(Congressional Briefing).

The Embassy submits, as an enclosure to the present despatch,
a basic briefing document on the present state of the Lebanese
economy, prepared for Congressional visitors during the coming
months. The document is submitted on the assumption that it
may fill a Departmental need for complying with Congressional
and other briefing requests.

Evan M. Wilson
Charge d'Affaires a.i.

OCB
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Outline of Congressional Briefing:
Present State of the Lebanese Economy
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American Embassy, Beirut

OUTLINE OF CONGRESSIONAL BRIEFING: October 5, 1961

Present State of the Lebanese Economy

It has been said that the Lebanese economy thrives on political turbulence
among, and economic restrictions imposed upon, Lebanon's neighbors. Recent
examples are the Kuwait crisis, the introduction of nationalization measures
in the UAR, and the declaration of Syrian independence,

In the wake of the Kuwait crisis and of the UAR nationalization measures,
$100 million worth of capital is said to have found refuge in Lebanon during
July-September. At mid-September capital was still said to be pouring in at
the daily rate of $660,000. Managerial-technical skills also began fleeing
Cairo for Beirut. Results: Lebanese banks have reached an all-time record
deposit level of LL 1.6 billion. This means, on a mathematical basis, that
each one of Lebanon's estimated 1.6 million inhabitants could theoretically
draw his or her annual statistical income from Lebanese banks. Per capita
income in Lebanon is estimated at slightly below LL 1,000 or at approximately
$306. To reach a similar mathematical relationship in the United States between
total bank deposits and the annual per capita income ($2,350) of approximately
180 million inhabitants, the former would have to stand at the utopian level
of $423 billion instead of the actual $262 billion.

As a result of the Syrian coup at the end of September, values on the
Beirut Stock Exchange have become more firm and the rate of exchange of the
Syrian pound took an upward turn. Even the Egyptian pound, after an initial
drop, started climbing due to the demand created by Egyptians transiting
Lebanon on their way back to Cairo from Damascus.

On the basis of the foregoing, it would appear that Lebanon today is a
prosperous country. There is great prosperity indeed, but/is unevenly
distributed. The Lebanese economy, as it appears in statistics, is actually
a compilation of somewhat irrelsrnt figures pertaining to almost independently
operating sectors. Lebanon, however, does have a positive balance of payments
(estimated 1960 surplus: $13 million), in spite of a negative balance of trade
(1960 deficit: $212 million). This is due to such "invisibles" as tourism,
pipeline revenues, commissions, emigrants' remittances, and amounts expended
by diplomatic and other foreign establishments.

Lebanon has a dual economic structure, in which trade and services
contribute 60% to the national income while employing only 27% of the labor
force. At the same time, industry and agriculture combined, employ 61% of
the labor force and contribute only 27% of the national income. This
situation arises from the fact that Lebanon has no natural resources other
than the human element, which has been traditionally utilized in the trade
and services sector.

L I
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The annual rate of population growth is somewhere around 2%; the annual
rate of economic growth is only about 0.8%. This discrepancy between the
rates of growth, if unchecked, is not without forebodings for Lebanon's
economic future.

Lebanese prosperity is concentrated in the trade and services sector,
where the trade deficit is evened off due to benefits accruing from services.
Even with trade alone, the Lebanese merchant prospers on imports rather than
on exports, partly because of the difference between the so-called official
rate of exchange for the dollar (LL 2.21) and the recent, normal free rate
of LL 3.18. This means that the Lebanese merchant pays duty on LL 2.21
worth of merchandise, which until recently he sold in the market on a
LL 3.18 cost accounting basis plus profit.

There are no major trade restrictions barring the entry of American goods.
Two minor trade restrictions exist: the prior import license list (45 items)
and the boycott of Israel blacklist, which is now affecting about 84 American
firms. Apart from these, there are free convertibility, a low exchange rate
at the customs, low taxes, inducements to and exemptions for foreign
investments, and a banking secrecy law.

The gap between the official and the free rates of exchange has narrowed
considerably in recent months. The free exchange rate of the U.S. dollar is
now at the record low of LL 3.0150. This narrowing is due to the lack of
financial liquidity caused by budgeted but unexpended government funds in the
banks, an influx of capital from neighboring countries, a drop in commercial
demand, general political uncertainty, and worry over the U.S. gold outflow.

The results are: a commercial recession, which affects the foundations
of Lebanon's prosperity; and a rise in the cost of living, especially for
Americans (5% U.S currency depreciation plus a 6%-7% general rise). There
are approximately 3,500 Americans in Lebanon today; 120 American business
concerns, and 21 American educational and philanthropic institutions. The
main U.S. educational establishment is the American University of Beirut.

During the post-insurrection years since 1958, Lebanese foreign commerce
has been steadily expanding. U.S. exports to Lebanon have also been increasing
(in 1960 over 1959 by 18.5%), but unfortunately this rate of growth is slower
than that of exports from the rest of the world, which in 1960 over 1959 was
27.4%. Result: rising U.S. exports show a declining percentile share in the
expanding Lebanese market. Cause: more favorable price, credit and shipping
terms offered by our competitors.

The U.S. sells about 14-times as much to Lebanon as does Lebanon to the
United States. Lebanese per capita consumption of U.S. goods ($21.45 in 1959)
is exceeded in the Near East area only by Israel ($55.80 in 1959).

... /3
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In 1960 U.S. exports to Lebanon rose to $42.1 million from $36.1 million
in 1959. During the same period, U.S. imports from Lebanon dropped to $2.7
million from $3.0 million. Today the U.S. is Lebanon's second best supplier
and seventh best customer.

Lebanon's foreign trade balance with the world showed $282.8 million
worth of imports /and $72.2 million worth of exports in 1960; in other words,
a deficit of $212 million.

Lebanon's trade with the Bloc is still on a low level and shows an
unfavorable balance for Lebanon. In 1960 Lebanese imports from the Bloc
amounted to about $10 million; Lebanese exports to the Bloc to about $3.3
million; a deficit for Lebanon of $6.7 million. Lebanese trade with the USSR
in 1960 consisted of $3.4 million imports and $1.8 million exports; a Lebanese
deficit of about $1.7 million. In January 1961 a trade agreement was signed
with the USSR with a view to increasing trade; additional trade agreements
with other Bloc states are being negotiated. There appears to be a bizarre
"runways for apples" deal in the making: the Lebanese are apparently willing
to grant coveted air rights to Bloc nations in return for high-price purchases
of hard-to-sell Lebanese fruit.

Since the great political upheaval of 1958, Lebanese overland transit
trade has dropped from about half a million metric tons to approximately
one-quarter million metric tons per annum. Lebanon's neighbors have developed
new favored ports: Latakia, Aqaba, Iskenderun and Basra. In spite of this
competition, a third basin is to be constructed soon in the Port of Beirut
to take care of constantly increasing traffic. The loss of transit trade is
compensated for by the rise of a new middle class in Lebanon, which is
absorbing at a rapid rate goods once considered in the luxury category which
have now become necessities. New car registration is at the rate of about
1,000 per month (increase in 1960 over 1959: 21%). Unfortunately, the U.S.
share in this expanding automobile market has dropped to 15% in 1960 from
32.5% in 1955. On the other hand, U.S. exports are doing extremely well in
the household appliances field.

There is a building boom of almost unrealistic proportions in Beirut,
stimulated by investments from oil-rich principalities of the Persian Gulf.
The construction boom has a speculative character, as shown by the fact that,
according to official figures, there are now 2,562 vacant apartments in the city.

In view of this rising, though unevenly distributed, prosperity, the U.S.
Government has decided to end technical assistance to Lebanon as of June 1962.
During the past 10 years the term "foreign aid" has become practically
synonymous with "American aid" in Lebanon, 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 States. Since 1951, U.S. grants

. Valued at the official rate of LL 2.21 for $1.00.
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for technical cooperation, special economic aid, development and special

assistance have totaled $54.5 million. In addition to this imposing figure,

PL 480 Title II shipments since 1958 have had an aggregate CCC 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 now, Lebanon has

drawn $10 million from a $27 million IBRD loan granted in August 
1955 for the

Litani project. No over-all figure is available for aid granted by France,i/

the UK and the USSR,2J but the total amount is far below the sum of U.S. aid.

In a recent declaration, the Lebanese Minister of Finance has given 
the

Lebanese economy a clean bill of health, emphasizing its vigorous and positive

aspects. There are, however, certain adverse psychological-political 
factors,

which are responsible for the current recessional trend and for 
a basic economic

fragility. Many impartial observers believe that, in spite of the diagnosis 
of

currently perfect health, Lebanon's economic future will bear watching.

1/ France is thought to have spent during 1958-1960 a total 
of $3.3 million

on cultural and technical assistance.

2f The USSR, through the Russian Orthodox Church, announced a
of medical equipment, valued between $1.2 million and $2.2

This grant has not been delivered as yet.

grant in 1960
million.
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DEPT: Please send 20 copies of this despatch 
and its enclosure to:

Economic Section, American Embassy, Beirut.
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NOT .:

As anticipated in the Embassy's last Summary of Economic Developments,
official Lebanese statistics for the second quarter of 1961 were not released
until the end of August. The two employees remaining at the Bureau .of General
Statistics of the Ministry of National Economy, cannot say when the third
quarter's statistics will be ready.

INTRODUCTION : The Lebanese Economy as a Whole.

It has been said that the Lebanese economy thrives-on political turbulence
among, and economic restrictions imposed upon, Lebanon's neighbors. Examples
of this economic phenomenon during the third quarter were the Kuwait crisis, the
introduction of nationalization measures in the UAR, and the declaration of Syrian
independence.

In the wake of the Kuwait crisis and of the UAR nationalization measures,
$100 million worth of capital is said to have found refuge in Lebanon during
July-September. At mid-September capital was still said to be pouring in at the
daily rate of $660,000. Managerial-technical skills also began fleeing Cairo
for Beirut. As a result Lebanese banks have now reached an all-time record
deposit level of LL 1.6 billion. This means, on a mathematical basis, that each
one of Lebanon's estimated 1.6 million inhabitants could theoretically draw his
or her annual statistical income from Lebanese banks. Per capita income in
Lebanon is estimated at slightly below LL 1,000 or at approximately $306. To
reach a similar mathematical relationshipyin the United States between total
bank deposits and the annual per capita income ($2,350) of approximately 180
million inhabitants, the former would have to stand at the utopian level of $423
billion instead of the- actual $262 billion.

As a result of the Syrian coup at the end of September, values on the Beirut
Stock Exchange have become more firm and the rate of exchange of the Syrian pound
took an upward turn. Even the Egyptian pound, after an initial drop, started
climbing due to the demand created by Fgyptians transiting Lebanon on their way
back to Cairo from Damascus.

On the basis of the foregoing, it would appear that Lebanon in the fall of
1961 is a prosperous country. There is great prosperity indeed, but it is unevenly
distributed. The Lebanese economy, as it appears in statistics, is actually a
compilation of somewhat irrelevant figures pertaining to almost independently
operating sectors. Lebanon, however, does have a positive balance of payments
(estimated 1960 surplus : $13 million) in spite of a negative balance of trade
(1960 deficit; : $317 million). This is due to such "invisibles" as tourism,
pipeline revenues, commissions, emigrants' remittances, and amounts expended
by diplomatic and other foreign establishments.

Lebanon has a dual economic structure, in which trade and services contribute
60% to the national income while employing only 27% of the labor force. At the
same time, industry and agriculture combined, employ 61% of the labor force and
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Contribute only 27% of the national income. This situation arises from the fact
that Lebanon has no proved natural resources other than the human element, which
has been traditionally utilized in the trade and services sector.

The annual rate of population growth is somewhere around' 2%; the annual rate
of economic growth is only about 0.8%. This discrepancy between rates of growth,
if unchecked, is not without forebodings for Lebanon's economic future.

Lebanese prosperity is concentrated in the trade and services sector, where
the trade deficit is evened off due to benefits accruing from services. The
Lebanese merchant prospers on imports rather than on exports, partly because of
the difference between the so-called official rate of exchange for foreign currencies,
including the dollar (LL 2.21), and the normal free rate, which, in the case of
the dollar, was LL 3.18 until recently. This means that the Lebanese merchant
pays duty on LL 2.21 worth of merchandise, which until recently he could sell
in the market on a LL 3.18 cost accounting basis plus profit.

There are no major trade restrictions barring the entry of American goods.
Two minor trade restrictions exist.-: the prior import license list (45 items)
and the boycott of Israel blacklist, which is now affecting about 84 American
firms. Apart from these, there are free convertibility, a low exchange rate at
the customs, low taxes, inducements to and exemptions for foreign investments,
and a banking secrecy law. The currency issue of LL 431 million ($143.6 million)
has a 92.47% gold cover.

The gap between the official and the free rates of exchange narrowed
considerably during the third quarter. The free exchange rate of the U.S.. dollar
dropped to the record low of LL 3.0150. This narrowing is due to the lack of
financial liquidity caused by budgeted but unexpended government funds in the
banks, an influx of capital from neighboring countries, a drop in commercial
demand, general political uncertainty, and worry over the U.S. gold outflow.

The results are a commercial recession, which, if prolonged, may affect the
foundations of Lebanon's prosperity; and a rise in the cost of living , especially
for Americans (5% US currency depreciation plus a 6%-7% general rise). There are
approximately, 3,500 Americans in Lebanon today; 120 American business concerns,
and 21 American educational and philanthropic institutions.

During the post-insurrection years since 1958, Lebanese foreign commerce
has been steadily expanding. U.S. exports to Lebanon have also been increasing
(in 1960 over 1959 by 18.5%), but unfortunately this rate of growth is slower
than that of exports from the rest of the world, which in 1960 over 1959 was
27.4%. As a result rising U.S. exports show a declining percentile share in the
expanding Lebanese market. More favorable price, credit and shipping terms
offered by our competitors are the basic reasons for this trend.

The U.S. sells about 14-times as much to Lebanon as does Lebanon to the
United States. Lebanese' per capita consumption of U.S. goods ($21.45 in 1959)
is exceeded in the Near East area only by Israel ($55.80 in 1959).

UNCLASSIFIED
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In 1960 U.S. exports to Lebanon rose to $42.1 million from $36.1 million in
1959. During the same period, U.S. imports from Lebanon dropped to $2.7 million
from $3.0 million. Today the U.S. is Lebanon's second best supplier and seventh
best customer.

Lebanon's foreign trade balance with the world showed $387 million worth of
imports in 1960; and $70 illion worth of exports in 1960; in other words, a
deficit of $317 million.,

Lebanon's trade with the Bloc is still on a low level and shows an unfavorable
balance for Lebanon. In 1960 Lebanese imports from the Bloc amounted to about:
$10 million; Lebanese exports to the Bloc to about $3.3 million; a deficit fore
Lebanon .of $6.7 million. Lebanese trade with the USSR in 1960 consisted of $3.4
million imports and $1.8 million exports; a Lebanese deficit of about $1.7 million.
In January 1961 a trade agreement was signed with the USSR with a view to increasing
trade; additional trade agreements with other Bloc states are being negotiated.
Parallel with these trade negotiations, which hinge on arranging high-price Bloc
purchases of hard-to-sell Lebanese fruit, Lebanon is conducting civil aviation
talks with the Bloc, which is eager to obtain air rights in and through this
strategically located country.

Since the great political upheaval of 1958, Lebanese overland transit trade
has dropped from about half a million metric tons to approximately one-quarter
million metric tons per annum. Lebanon's neighbors have developed new favored
ports; Latakia, Aqaba, Iskenderun and Basra. In spite of this competition, a
third basin is to be constructed at the approximate cost of $16.4 million soon
in the Port of Beirut to take care of constantly increasing traffic. The loss
of transit trade is compensated for by the rise of a new middle class in Lebanon,
which is absorbing at a rapid rate goods once considered in the luxury category
which have now become necessities. New car registration is at the rate of about
1,000 per month (increase in 1960 over 1959 : 21%). Unfortunately, the U.S. share
in this expanding automobile market has dropped to 15% in 1960 from 32.5% in 1955.
On the other hand, U.S. exports are doing extremely well in the household appliances
field.

There is a building boom of almost unrealistic proportions in Beirut, stimu-
lated by investments from oil-rich principalities of the Persian Gulf. Construction
activity is now proceeding at the rate of about 650,000 sq. meters of new built-
up area per annum. The construction boom has a speculative character, as shown
by the fact that, according to official figures, there are now 2,562 vacant
apartments in the city.

In view of this rising, though unevenly distributed, prosperity, the U.S.
Government has decided to end technical assistance to Lebanon as of June 1962.
During the past 10 years the term "foreign aid" has become practically synonymous
with "American aid" in Lebanon, 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 States. Since 1951, U.S. grants for technical cooperation,
special economic aid, development and special assistance have totaled $54.5 million.
LImport raius were caIculited-at Ehe Sfficisl~(customs)~rsts 5f~LE 7.21-for $1;

export:values at the 1960 average free rate of LL 3.10. An unadjusted calculatior
of these figures produced a deficit of only $212 million instead of $ 317 million.
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IN addition to this imposing figure, PL 480 Title II shipments since 1958 have
ad an aggregate CCC 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. UNRWA gave a total of $24.8 million in outright grants, an
estimated 70% of which came from the United States. As of now, Lebanon has
drawn about $10 million from a $27 million IBRD loan granted in August 1955 for
the Litani project. Io over-all figure is available for aid granted by France,
the UK and the USSR,2 but the total amount is far below the sum of U.S. aid. As
US technical assistance ends in 1962, Lebanon may be expected to look to other
foreign sources for this type of aid.

In a declaration made during the third quarter, the Lebanese Minister of
Finance gave the Lebanese economy a clean bill of health, emphasizing its vigorous
and positive aspects. Many impartial observers nevertheless feel that all is not
well with the economy and that it is not an exaggeration to speak of a "minor
commercial crisis." The economic elite and the experts are inclined to believe
that, if a conservative middle-of-the-road government remains in power in newly
independent Syria, Lebanese prosperity will soar to new heights. At this writing
it does not seem improbable that Lebanese firms may recover the losses they suf-
fered as a result of UAR nationalization measures and that there may be a revival
of the lagging transit trade due to a reawakening in Damascus to Syria's "geogra-
phical vocation," which, according to the Lebanese, is to serve as a connecting
link between the Levantine littoral and the Arab hinterland.

I. FINANCE

(a) Money and Credit

Money supply continued, during the quarter, its marked expansionary trend,
which had registered a 3.6% increase between March 31 and June 30, 1961 - from
LL 1,765 million to LL 1,829 million. The expansion, however, reflected solely
the growth in demand deposits; currency in circulation remained since October
1960 unchanged at LL 431 million, including an estimated LL 15 million of cash
holdings with the commercial banks. The resulting decline in the ratio of
currency to total money supply continues a long term trend which was interrupted
only for two short periods in 1956 and in 1958 on the occasion of two crises.,-
The effect of this decline has been an increased protection of the cash reserves
of the banking system and a steady and impressive growth in its credit expansion

1/ France is thought to have spent during 1958-1960 a total of $3.3 million on
cultural and technical assistance.

2/ 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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capacity. The fact, however, that the growth in deposits reflects to a substantial
extent a rise in foreign assets seeking safe haven in or through Beirut, puts some
limitation on the activity of these funds and on the coefficient of expansion which
they allow.

Signs of further easing of the money market during the third quarter were
strengthened. A significant increase in public expenditures as well as in private
expenditures resulting from a successful tourist and summer resort season stimulated
business activity from its relatively low level which characterized the first and
second quarters of the year. Under these circumstances the money market would
have been expected to loosen significantly more than it actually did. Yet, because
of the large net inflow of foreign funds reflected by a considerable increase in
foreign currency deposits and by a marked and steady appreciation of the Lebanese
pound together with the still large and continuing government surpluses, the local
currency liquidity position of the banking system has been reduced considerably.
Further pressure on the local currency position of the banking system came from
the seasonal rise in the public demand for Lebanese currency for the summer season.
As a result, while bank credit continued expanding, the rate of its expansion
declined significantly, 2.5% in the second quarter against 7% in the first quarter.

The nature of these factors suggests that they are temporary. Two of the
three major forces responsible for the expansion of credit during the quarter,
growth of the economy, rapid growth of consumer credit and the demand for credit
carried over from preceding periods (this last factor being temporary), are of
permanent character. Credit expansion, therefore, may be expected to continue
and the rate of its expansion to pick up though slowly.

(b) Foreign Exchange.:-

The Lebanese pound continued-its steady appreciation vis-a-vis foreign
currencies in general, but rose sharply during the quarter to the rate of
LL 1.00 - US$ 0.33, the highest in twenty years. Behind this share rise in
the rate of the Lebanese pound have been the following forces : (a) a sharp
rise in the net inflow of foreign funds from neighboring countries because of
increased risks and uncertainties created there by the Kuwait crisis and the
fear of expanding socialization and restrictive measures in the United Arab
Republic; (b) an increased inflow of funds of Lebanese emigrants in West Africa
seeking investment in real estate in Lebanon; (c) an increased supply of foreign
exchange through expenditures of tourists and summer resorters; (d) a move from
foreign currencies in the balances of the banking system into the Lebanese pound,
which merely accelerated the rate of appreciation of this pound - foreign exchange
deposits dropped from LL 395,000,000 ($132,000,000) in March 1961 to LL 388,000,000
($129,000,000) in June 1961 - and (e) a decline in the Lebanese demand for foreign
exchange caused by a decline in imports.

The government intervened through its Exchange Stabilization Fund as a
buyer of foreign exchange in order to relieve the pressure on the Lebanese
currency liquidity position of the banks and to lower the price of the Lebanese
pound. About ten transactions of the Stabilization Fund involving the purchase
of some $13,000,000 during the quarter lowered the quotations for the Lebanese
found temporarily by approximately LL 0.015, but the rate resumed its previous J
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rend soon thereafter.

Except in 1954 the experience of the past ten years shows a moderate apprecia-
tion of the Lebanese pound during the third quarter. The decline this year is
relatively much sharper, and factors responsible for it appear to be relatively
lasting. A slight depreciation of the Lebanese pound from the high rate of $1.00
= LL 3.015, which it reached during the quarter, partly under the impact of
speculation, is anticipated. It is unlikely however that it will decline in
the near future to the rate approximating $1.00 - LL 3.10, which prevailed in
the first and second quarters of this year.

(c) Banking

Three banks, all Lebanese, were established during the quarter; the National
Credit Company, with a capital of LL 1,000,000; the Credit Professionnel et Menage,
LL 1,000,000; and the Banque du Liban et de .1'Economie Arabo-Africaine, with a
capital of LL 1,000,000. One foreign bank,the Jordan National Bank, which has a
capital of JD 1,000,000, opened a branch in Beirut on October 2nd. The Banque
pour l'Industrie et le Travail, which was incorporated in January, 1960, started
operation in September.

The Development Bank, which started operating on May 12, 1961, established
during the quarter eight branches in the major rural centers. It plans to establish
more such branches in the principal rural centers of the country. This kind of
branch banking in rural areas is new in Lebanon. It is still early to judge what
significance it may have with respect to the type of credit to be made available.
It is certain however, that it will further the mobilization of savings in these
areas.

In accordance with a law issued on June 12, 1959, which subjects the
establishment of saving banks in Lebanon to a prior authorization from the
government and regulates the operations of such banks, the Government authorized,
on August 28, 1961, thirteen banks to establish and operate saving banks or
departments. This development is not expected to have any effect on either the
mobilization of savings or the direction of credit. It merely legalizes a
de facto situation existing for a long time.

In preparation for the establishment of a central bank, the Government has
charged Mr. Joseph Oughourlian, Conseiller Financier of the Banque de Syrie et

du Liban (BSL), to prepare with the assistance of Mr. Joseph Prince, Liaison

Officer between the Government and the BSL, the necessary studies for drafting
a banking law. These studies, the Minister of Finance stated, will serve to
help Dr. Hjalmar Schacht, the German financial expert, in drafting a banking law
for Lebanon.

This arrangement may violate the terms of an agreement negotiated in April

1961, between the Lebanese Government and the International Monetary Fund. Accord-

ing to this agreement, the Fund provides banking experts and the Government
organizes a currency commission of officials from specific departments and

agencies to undertake jointly the drafting of a banking law in preparation for
e establishment of a central bank in 1964 when the concession of the BSL expires.
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I 7 (d) Government Finance

Reflecting a mild slackening in the country's economic activity particularly
in import trade, a moderate decline in the rate of growth of government revenues
is believed to have characterized the quarter under consideration. Customs
receipts, the only statistical indicator available, show a marked decline from
the preceding quarter's level of LL 31.6 million ($10.5 million) to LL 25.0 million
($8.3 million) in the third quarter. These third quarter receipts are even lower
than the receipts of the third quarter of 1960 which amounted to LL 26.4 million
($8.7 million).

The seasonal pattern in the movement of the government cash position is normally
such that during the third and the fourth quarters the government surplus is at
its highest level. During this quarter, however, with government expenditures
higher than in the preceding period and with revenues growing less than normal,
the contractional impact of the Government's fiscal operations, which characterized
the past fifteen to twenty months, was mitigated slightly. It is still neverthe-.
less far from becoming expansionary. There has been increasing pressure by'
business circles on the Government. to expedite public expenditures and reduce
its cash surpluses. Although there are clear indications of the Government 's
desire to respond to these pressures, it appears unlikely that the administration
will be able even to balance its receipts and expenditures in the near future.

(e) Stock Exchange

The Bourse of Beirut, Lebanon's stock exchange, being inadequately integrated
in the economic life of the country, does not regularly reflect changes in the
business activity of the country. Furthermore, its purely local character and
the lack of connections with any of the world stock exchanges render it irresponsive
to conditions in these markets. Changes in prices and volume of shares traded
reflect generally speculative operations which may have no direct relation with
the general business conditions or outlook.

The number of shares traded during the quarter amounted to 92,334, valued
at LL 11,985,500 ($3.96 million), compared with 86,635 shares valued at LL 2,838,072
($915,407) during the preceding quarter. As during the second quarter, Casino
shares were most actively traded. Beirut Port Company and Lebanese Television
shares came next, considerably ahead of all other shares. Trading in shares of
the Banque de Syrie et du Liban, however, rose considerably' during August and
September and'was second only to that in Casino shares. This substantial rise
in the activity of the BSL shares, it is believed, reflects recent strengthening
of the position of this bank vis-a-vis its performance of certain central banking
functions and the possibility of retaining these functions in one form or another.

On July 20, 1961, Parliament passed a new law reorganizing the Bourse. The
law organizes membership in the Bourse and its administration and regulates its
operations to safeguard the interests of investors. This is one in a series of
attempts made to recast the Bourse into a proper stock exchange. All of these
attempts have thus far failed to produce concrete results, largely because
Lebanese investors do not yet appreciate 'and are- wary of corporate financing.
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The prevalence of this attitude indicates that in spite of legislative and
administrative measures, the development of the Bourse into a real stock exchange
will take a long time.

II. FOREIGN TRADE AND ECONOMIC RELATIONS

Customs receipts dropped from LL 31.6 million ($10.2 million) in the second
quarter of 1961 to an estimated LL 25 million ($8,333,333) in the third quarter.
This is only LL one million ($333,333) off from the corresponding quarter in 1960.
July-August unloadings in Beirut Port were 222,911 MT in 1960 and 222,034 MT in
1961 for no significant change. General port activity, however, fell off as
loadings dropped from 41,942 MT in July-August 1960 to 32,980 MT in July-August
1961. Transit trade fell 25%f from 59,972 MT in 1960 period under review to
45,975 MT in the same 1961 period.

The declines in loadings and transit trade are undoubtedly partially caused
by the increasing use of ports such as Aqaba in Jordan and Latakia in Syria. It
should prove interesting to observe in the next few months whether the recent
political changes in Syria will permit more goods to move to Syria and to Jordan
through Lebanon. Certain export-import houses are most hopeful on this score
and the discernible feeling in many Lebanese business quarters as of this writing
is that, should the present Syrian situation stabilize, Beirut port activity will
pick up through increased use of the Free Zone. The dropping of UAR-Syrian
import restrictions plus additional industrial activity in Syria will probably
require additional Beirut Port servicing.

July-August fruit exports reversed the downtrend of the previous quarter by
showing a 60o gain over the same 1960 period (8,821 MT to 5,493 MT). Peaches
and pears were the heaviest gainers with apples holding about even with last year.
With the intensified efforts of the Fruit Board better to market Lebanese fruit
in the Gulf area by better packing, by the use of modern transport, and with the
various treaties either in being or about to be negotiated with the Soviet Bloc,
it can be forecast that a slightly larger overall fruit production will also
reflect in larger export figures for the 1961-1962 marketing season.

Late in July a group of Lebanese grain merchants appeared at the Babassy
to protest the movement of "bargain barley" (allegedly American Title I) from
Syria to Lebanon. The Embassy was successful in handling this delegation and
was able to report to the merchants' committee two months later that the threatened
barley shipments had not as yet materialized. It would not be surprising if
additional trouble on this score arose in the late fall.

Early in the quarter under review the Czechoslovak-Lebanese trade negotiations
were postponed. At the same time implementation of Czechoslovak air rights in
Lebanon also appeared to be delayed. At the end of September, however, the
Minister of National Economy returned from opening the Lebanese stand at the
International Fair in BRNO in Czechoslovakia and announced that he had stopped
off at Prague to discuss. commercial relations with the Czechs. He stated that
toward the middle of October a Czech trade commission would arrive in Beirut to
conclude the suspended talks. Pending a successful conclusion of these trade

talks, the Economics Ministry announced that the Beirut-Prague airline would be J
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inaugurated "in the last two weeks of October."

During the last week of September a Lebanese-Polish trade agreement was
negotiated in Beirut. There are no published results as yet, but the press
announced that the volume of trade between the two countries is expected to rise
from LL 8 million ($2.7 million) to LL 11 million ($3.7 million) annually, with
an increase in citrus exports to Poland from 6,000 to 8,000 cases a year.

A LL 8 million ($2.7 million) lumber sale to Lebanon was concluded by Soviet
representatives in Beirut during September. This is part of the LL 28 million
($6.7 million) trade agreement between the Lebanese and Soviet Governments.

The end of the quarter saw the arrival and permanent establishment of an
Australian Trade Mission in Lebanon. This mission consists of a staff of eight,
headed by a Trade Commissioner of senior rank. The British Enbassy will continue
to handle diplomatic and consular affairs for the Australian Government. This new
mission presages more Australian competition for American goods in the Lebanese .
market, with a large shipment of Holden automobiles expected in October to get
the competition under way.

A Brazilian sector in the Beirut Free Zone, especially for Brazilian coffee,
has been established, Lebanese importers of Brazilian coffee lodged a protest
with the Lebanese Government against the measure which cuts their main source
of income. According to this Lebanese-Brazilian agreement, 10,000 bags of
coffee will he kept permanently in Beirut in order to supply neighboring Arab
countries.

Four hundred thousand square meters have been set aside in Tripoli by the
Government for the International Trade Fair projected for 1963.

III. AGRICULTURE

The below-average sub-soil moisture and inadequate supply of irrigation
water reduced the yields of all fruit and vegetable crops. However, the increase
in the fruit-bearing acreage offset to a large extent the lower yields.

Unharvested winter grains and feeds supplied ample pasture lands, and water
supply was satisfactory to livestock during the period under review. This was
reflected in the carcass weight of livestock that substantially improved over the
last three drought years.

Current estimates for 1961 are : 35,000 MT for wheat, 8,000 MT for barley,
2,500 MT for each of corn and grain sorghum, and 200 MT for rice (clean basis).
In 1960 corresponding figures were : 20,000 MT for wheat, 4,000 MT for barley,
1,500 MT for corn, 2,000 MT for grain sorghum and 200 MT for rice. The leaf
tobacco crop, continues to be estimated at 3,800 MT. This is comparable to a
tobacco leaf crop of 3,600 MT in 1960. The orange and lemon crops are at present
estimated at 75,000 MT and 26,000 MT respectively. In 1960 they were 67,000 MT
for oranges and 24,000 MT for lemons. The 1961 production estimates of apples,

apes, peaches, pears, plums and apricots are 42,000, 36,000, 5,700, 3,500,
400 and 2,000 MT respectively. Estimated 1960 crops were 47,000 MT for apples.,,
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F,0O00 MT for grapes, 2,700 MT for peaches, 2,600 MT for pears, 1,600 MT for plums7

and 1,200 MT for apricots. The 1961 fresh olive production is estimated at
33,000 MT, as compared with an olive production of 38,000 MT in 1960.

Owing to the drought and shortage of irrigation water, all ,fruit crops were
harvested about a week earlier than usual.

In general all fruit prices at the orchard level were as low as in 1960.
Apple prices started even lower than a year ago. The sudden intervention, however,
of the Fruit Board to handle the export sales of the apple crop for the account of
the individual grower caused the prides of this fruit to rise in the lower altitudes

800 to 1,200 meters) to last year's level and 10% higher on the upper altitudes
1,300 to 1,600 meters). This rise in prices diverted the sales of the apple crop

from the Fruit Board to the trade.

IV. INDUSTRY

The 1961 edition of the Directory of Lebanese Industries published by the
Association of Industrialists will be ready for sale by mid-November. The Directory
will contain 1700 firm:names, mailing addresses, plant location, and a brief
historical background of each firm.

The SIDEI Company, whose DLF-financed aluminum extrusion press has been held
in the Beirut Customs since June for lack of an import permit, won its case on
September 27, when the Council of Ministers voted for admission of the press.
This will give Lebanon an additional aluminum extrusion capacity of about 600 MT
a year, doubling the present estimated Lebanese output. SIDEM's Baldwin-Lima
press has a rated capacity of 1000 MT per year, but a realistic estimate of downtime,
because of short runs and die changes, trims this capacity to about 50 MT a month
in the opinion of the SIDEI management. The present delivery period on aluminum
extrusions in Europe, according to an expert from Kaiser Aluminum International, is
18 months. If SIDE can go into production with reasonable speed, it should be
able to tap this European export market as well as the growing market in the Middle
East, including Lebanon.

In August, Time-Life Broadcasting Company announced the purchase of -a sub-
stantial block of shares in the Lebanese Television Company to become the second
US TV Company with an interest in Beirut TV. ABC was the first. When these two
companies are fully operative early in 1962, there should be not only a rise in
television set sales, but also the demand for US and free-world products should
increase as Lebanese exposure to US TV programming increases. (See Section VII).
It is estimated that US produced programs will occupy one-third of total telecast
time.

It has been learned that the group attempting to organize the proposed chemical
fertilizer plant in Zahrani, has met with little success so far in its efforts to
interest US capital. Doubts in the minds of would-be investors about the ability
of any such plant to compete with cheap imports may have been a reason for the

fading US interest.
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f Two fairly large insolvencies occurred in July. SCIALE aluminum asked for
a moratorium on debts amounting to about LL 9 million ($3 million), and the firm
of Alfred Gedeon (bathroom fixtures) requested relief from LL 4.7 million ($1.6
million) in debts. Both of these firms were operated in a bold and daring fashion
and this probably had more to do with their troubles than any marketing problems,
especially since Beirut building goes on at a good pace. In SCIALE's case its
long-term capital needs caught up with its short-term borrowing and the company
had to ask for a breathing spell.

The Ministry of National Economy published the results of an industrial
survey at the end of July. This survey showed that there are in Lebanon 3,744
factories employing 43,355 workers. The estimated total investment is $170 million.
Food and flavored drink plants lead the listings, with textiles third.

Ten prominent Lebanese industrialists and bankers attended the International
Industrial Conference in San Francisco from September 11 to 16. Among them was
Dr. Talha Yaffi of BCAIF, who stopped in to visit with DLF in Washington on his
way home. Dr. Paul Kilat, the well-known Lebanese economist, as well as Messrs.
Doumit, Bedas, Boustani, and Khoury also attended.

Only fourteen Lebanese companies were incorporated during the quarter under
review, with a total of LL 21,7:ihillion ($7.2 million), as compared with nineteen
companies in the preceding quarter with a total capital of LL 24 million ($8 million).

V. CONSTRUCTION AND RENTS

Current statistics for cement production and for the issuance of building
permits are not yet available at this writing. The Bnbassy has noticed no
slackening in the vigorous building activity which is one of the characteristics
of today's metropolitan Beirut. If reports circulating in Beirut to the effect
that Lebanese emigrants resident in West Africa have begun to invest in the local
real estate market are true, one may expect an intensification and probably a
prolongation of the construction boom. According to knowledgeable business circles,
the boom is now restrained by the fact that the law restricting non-Lebanese Arabs
to real estate holdings of 5000 sq. meters in the cities and of 10,000 sq. meters
in rural areas has a dampening effect on potential Kuwaiti investors.

In spite, and probably because of the current dullness of business which
temporarily-cannot absorb more capital, the building industry has continued to
show almost the same trend of activity as previously. As a matter of fact, 529
building permits covering 1552 floors of 318,127 sq. meters, were issued during
the first six months of 1961, as compared with 660 permits covering 1573 floors
of 324,054 sq. meters in the corresponding period of.1960.

The increase in cement production from 401,197 metric tons for the first six
months of 1960 to 459,116 tons for the same period of 1961, is another sign of
vigorous continued building activity through the second quarter.

At the end of July a newly appointed Public Housing Committee submitted an
ambitious slum clearance plan to the President of. the Republic. The plan affects

UNCLASSIFIED



oFS439 a UNCLASSIFIED Page Q

Desp. No 214
From Beirut

mainly the Karantina district, where a smallpox epidemic broke out in 1957, and
calls for the construction of 2,500 low-cost housing units at an estimated cost
of LL 2.4 million ($800,000). Total project cost will be approximately LL 12.6

million ($4.2 million), including the purchase price of the 150,000 sq. meters
of land needed for the development.

The Societe Libanaise d'Amelioration Fonciere, a joint stock company capitalized
at LL 4 million($1.3 million),)with two American citizens on its Board, is said to
be making progress with its residential "Adonis" Real Estate Development in Sarba,
near the presidential palace on the Tripoli road. Lots are offered on three-year
terms and home builders are given as long as eight years to pay.

In mid-July the Prime Minister revealed a new blueprint of city planning
designed to turn Beirut into a modern metropolis, and its suburbs into model
housing developments. He estimated the cost of the plan's first stage at LL 100
million ($33.3 million), of which LL 45 million ($15 million) will be provided by
a recent Kuwaiti loan, LL 30 million ($10 million) by the sale of municipal property,
and the balance by raising the rate of municipal tax. Under the new plan Beirut 's
commercial zone will be expanded both to the east and to the west. The city's main
downtown street, Rue Bechara el Ehoury, will be linked to the airport corniche.
Plans for expanding and improving the city's southern and eastern entrances will be
completed, and the eastern entrance will be linked to the street leading to the
St. Georges Hotel. A modern vegetable market will be established and an industrial -
zone will be created. Cemeteries will be moved out of town.

There has been no change in the rental situation as reported in the first
and second-quarter Summaries. The existing rent law has been prolonged until
December 31, 1961 and it is quite likely that the heated parliamentary debate
of mid-June on this subject will be repeated during the fourth quarter. When
the rent law was last debated, several deputies attacked the current law because
of its inefficacy to maintain reasonably low rents; others, however, defended it
because it permits a continued rise in rents, thus stimulating capital investment
in real estate and, through it, an increase in the national income.

At the beginning of the quarter it was officially announced that the number
of unrented apartments in the city of Beirut (most of them in the Ras Beirut area,
where foreigners prefer to live) stood at 2,562. Previous unofficial estimates
had placed the number of empty apartments in the city as high as 7,000. Vacancies
have no effect on rising rents. One apartment vacated by a departing Embassy
officer is now being offered for rent at LL 11,000 ($3,666),instead of the old
rental of LL 8,750 ($2,916); newly arrived Embassy and business personnel in search
of living quarters are asked to pay rents from 25 percent to 50 percent above
those paid by the last tenant. Another Embassy officer has- been informed by his
landlord that, upon expiration of his current lease in April 1962, his rent will
be raised from LL 8,500 ($2,833) to LL 10,000 ($3,333). The Commerce du Levant,
Lebanon's and the Near East's leading economic journal, in its issue of July 12,
1961, described the steady rise in the increasing local cost of living. It cited
UN statistics to prove that by mid-1961 Beirut had become as expensive a city to
live in as Rome, London, Geneva, Bogota, Colombo and Lima.
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T VI. TOURISM

- The growth of Lebanese tourism is difficult to assess, because incomplete
statistics released from time to time by the Commissariat General of Tourim are
often at variance for the same period. Thus, figures issued for 1960 at the end
of the second quarter indicated 942,000 visitors; statistics published for the
same period at the end of the third quarter show only 791,726. Of this latter
number 233,083 are said to have been tourists; 379,000, Syrians; and 179,643
transients. -Even the second, lower total, however, indicates a six-fold increase
over 1951, when the total number of foreign visitors was said to have been 127,303.

As far as the 1961 summer season is concerned, Surete Generale statistics,
exclusive of Syrians and of ordinary and transit travelers, show 28,642 summer
visitors of various nationalities for the period June 1 - August 31, 1961. Of
this total all but '176 are said to have been citizens of Arab countries. Since
statistics for the same period of 1960 are not available, the Embassy can only
repeat, as probably correct, the official claim of the Commissariat General of
Tourism that the 1961 summer season shows an increase of 5% - 10% over the similar
period of 1960.

A veiled Egyptian press threat against Lebanese tourism was made at the end
of August, in the wake of the UAR nationalization measures, which had caused a
sharp drop of the Egyptian pound on the Beirut money market. The Beirut press on
August 25 quoted a Cairo broadcast deprecating the activities of "exchange dealers
in Beirut to exploit the recent revolutionary steps in the UAR by bidding on the
Egyptian pound"; on the following day an editorial in Cairo's AL AHRAM was
interpreted in Beirut as an unofficial UAR warning to stop Egyptian tourists from
visiting Lebanon. The Cairo editorial advised Lebanon to limit. "unnatural specu-
lation" in UAR currencies and eiided with the following admonition : "It is in the
interest of Lebanon to put a limit to this kind of speculation if she wishes to
boost tourism, which benefits her more than any other country."

According to official statistics, out of 791,726 foreign visitors to Lebanon
during 1960 only 10,621 were Egyptians, who were outnumbered by Jordanians,
Americans, British, Saudis, and West Germans in that order. During the period
June 1 - August 31, 1961, according to official statistics, only 2,475 Egyptians
visited Lebanon out of a total of 28,642 Arab summer guests, excluding Syrians.
Lebanese tourism, both in 1960 and in 1961, was adversely affected not only by
low numbers but also by the fact that the amount of currency an Egyptian tourist
is allowed by his government to bring to Lebanon is limited to LE 100 ($260), which
is exchanged at the extremely favorable rate of LL 8 for LE 1 (the going Beirut
rate at the height of the summer season was LL 4.15 for LE 1.) In view of this
situation the Lebanese Minister of Finance (who at this writing is the anti-
unionist Phalange leader Pierre GEMAYEL),addressed a communication at the end
of July to the Lebanese Minister of National Economy, pointing out that, under
the terms of the Lebanese-Egyptian Tourism Convention, Lebanon is suffering an
annual loss of LL 350,000 ($116,666) to LL 400 000 ($133,333) and that "it may

be opportune to reconsider the terms of this LourisW agreement.
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Another one of the Finance Minister's touristic concerns during the third
quarter was the problem of dividing among hotels outside of Beirut the gambling
receipts of the Casino du Liban. There are 362 Lebanese hotels, containing
6,987 rooms and 14,000 beds, benefiting from this arrangement. Contrary to the
demand of the Hotelkeepers' Syndicate, supported by the Commissariat General of
Tourism and by the Minister of National Economy, that the distribution of gambling
profits take place according to the number of beds, the Minister of Finance
insisted. that it be based on the number of rooms. The controversy, in which
first and second-class hotels were ranged on opposite sides, was reportedly
terminated at the end of the quarter by a decision of the Prime Minister to
divide the gambling receipts equally among first and second-class hotels at the
rate of LL 48 ($16) per bed.

Lebanon's most modern and luxurious hotel, the Phoenecia (Intercontinental
Hotels Corp., a Pan American subsidiary) is now scheduled to open its doors on
the Beirut waterfront on December 31, 1961. Preparations have begun also for
next year's Baalbek Festival. No information is as yet available concerning the
financial side of the 1961 Festival. Many empty seats were noted by the press
on the Comedie francaise opening night (which also inaugurated the 1961 Festival),
but attendance increased satisfactorily for the opera and ballet performances;
to an overflow for the Lebanese folklore dances. The audiences reserved their
greatest and most enthusiastic ovation for Dame Margot Fonteyn in the Royal
Ballet of London's rendition of Swan Lake.

During September, the Commissariat General of Tourism, heretofore a semi-
autonomous appendage of the Ministry of National Economy, was transferred to the
newly reorganized Ministry of Orientation, Information and Tourism. Dr. Pedro
DIB remained as Director General of the Ministry; Commissioner General of Tourism,
Michel TOUMA, became head of the Ministry's Tourism Department.

VII. DOMESTIC BUSINESS

Internal trading activity during the past quarter experienced a continuing
slight commercial "crisis" because of large inventories in the warehouses of
wholesalers as well as (paradoxically) an inflationary tendency in the internal
price structure0 The local economists, however, consider this at most a minor
affair and the Finance Ministry points to the increasing bank deposits, the
growing stock exchange activity and the continuing influx of outside capital as
refutation of any concern for the economy. Certainly the activity in the house-
hold appliance field continues quite brisk, with most US firms reporting much
satisfaction. A well-known US appliance maker reports the best season he has
ever had. US television manufacturers are also posting new sales records in the
Lebanese market with optimistic predictions that within the next year or so
Lebanon will be buying almost entirely American. The ruggedness and durability
of US television receivers far surpasses that of either the best German or
Japanese sets and this is becoming known to consumers. When the new TV stations
commented on in Section IV come on the air for six or more hours a day each,
US television makers can expect substantial sales from this market.
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August showed more than the usual seasonal drop in new passenger vehicle 7
registrations, as the thousand-a-month average, maintained for the first seven'
months of the year, fell to 661 vehicles of which 81 were US built (12%). July'
August 1961 was running 10% behind 1960, 1,602 to 1,808. American automotive
executives in Beirut were not too concerned with this drop, pointing out that
there were certain oversold dumping sales last year which were not held in 1961.
The American executives look also at sales of their overseas plants, which in the
case of Opel, Simca and Taunus are substantial. (Ford of England and Vauxhall are
making relatively poor showings). An interesting statistical exercise is to add
Opel, Simca, Taunus, English Ford, Vauxhall and Holden sales (461 units) to the
US built total (229) for July-August. This produces a figure of over 40% of the
Lebanese market going to the US-owned corporations of GM, Ford, and Chrysler.

The four best selling American-made cars during the July-August period were
Ford (63), Chevrolet (36), Buick (33), and Oldsmobile (22). Eight European makes
(instead of seven in the last quarter) outsold the American-made cars. They are
Mercedes (219), Opel (204), Volkswagen (184), Renault (121), Simca (120), Taunus
(92), Peugeot (87) and, a new entry above the Americans, Fiat with 75 units.
Lebanon is primarily a small-car country except for taxis, where the American-made
car is still holding its own, particularly now that the anti-Diesel legislation is
entering into force.

The anti-Diesel legislation has also helped boost sales for American-made
trucks and autobuses. American-built trucks accounted for 35% of the July-August
registrations (38 out of 109), and autobuses 66% (14 out of 21) of the registrations.
It can be predicted that the year will probably end with American-made autobus sales
at 75% of the total sales, mainly through the activity of the Chrysler distributor,
who is doing a firm job with Fargo, DeSoto and Dodge.

The Government has appropriated LL 3,5 million ($1.17 million) to indemnify
the owners of the Diesel-engine vehicles for the expenses they will incur in
converting to gasoline engines.

VIII. AVIATION

The three-month period under review was an especially active one in the field
of civil aviation. Under the leadership of the Minister of Public Works and Com-
munications, the Supreme Aviation Council took an increasingly direct part in day
to day civil aviation administration. Middle East Airlines, the largest of the
Lebanese air carriers, moved energetically to improve its position. Pan American
World Airways proposed a very substantial augmentation of its Beirut schedules,
subject to the approval of Lebanese authorities.

(a) Traffic Statistics, International Airport, Beirut

Although the International Airport continued to be used heavily during the
third quarter, available traffic statistics extend only through January 1961. No
new significant projects toward airport improvement were initiated or completed
during the quarter.
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(b) Lebanese Airline Activities

Newsworthy developments in Lebanese civil aviation during the third quarter
centered on Lebanon's Middle East Airlines (MEA) and its dynamic Chairman, Sheikh
Najib ALAMUDDINE.

Air Liban was without a General Manager throughout the quarter, a condition
it has suffered since February of this year. Neither Air Liban, nor its sister
airlines, Lebanese International Airways (LIA) and Trans-Mediterranean Airways
(TMA), acquired new equipment or significantly changed the level of their operations
during the three-month period. In contrast, MEA : (1) successfully urged the
appointment of a special governmental aviation study commission charged with
reviewing the status of civil airlines in Lebanon, (2) announced the severance
of its long-standing affiliation with BOAC, (3) assumed the management of, and
obligated itself to a 35% stock participation in the new national airline of Jordan
(Jordan Airways), (4) played a leading part in the six-day meeting of the Aviation
sub-committee of the Arab League meeting at Bhamdoun, Lebanon, August 16 to 21,
inclusive.

The special study commission on aviation appointed in July by the Government
at the personal suggestion of MEA's Chairman submitted its findings to the Government
in September. Although the contents of the report have not been disclosed, it is
understood to have contained numerous recommendations, including a proposal that
all Lebanese airlines be required within a reasonable period of time to use the
routes allocated to them or lose them.

MEA's objectives in stimulating a general review of the status of Lebanese
civil aviation at this time may be related in part to its dramatic announcement a
few weeks later that it had bought out BOAC 's 48.5% interest in IMIEA.

In describing MEA's reasons for parting company with BOAC, MEA's Chairman
cited the onerous and increasing competition MBA is experiencing from other
British-affiliated airlines (notably Olympic and Cyprus Airways); MEA's difficulties,
attributed to its own British affiliation, in securing entree to, and concession
from, the authorities of other Arab countries; and BOAC Is general lack of vigor
in endorsing and supporting MEA's developmental plans. The Chairman stressed
the advantage to Lebanon of MEA's decision to become "100% Lebanese," emphasizing
that this move had now made possible a merger of all Lebanese airlines into one
united Lebanese air carrier. He also commented that Lebanese Government subsidy
of a united airline would be a logical and desirable development.

Within a few weeks following the announcement of its purchase of BOAC's shares,
MEA publicized its purchase of a 35% interest in Jordan Airways, a new Jordanian
airline (other stock participation 25% Government of Jordan, 40% private Jordanian
subscription). MEA is to manage and operate the new airline and is rumored to
have offered to sell it two MEA Viscounts and one MEA DC-3.

Finally, informal reports of resolutions taken by the Aviation Sub-Committee
which met at Bhamdoun, Lebanon during August, suggest that MEA representatives led
the group in suggesting specific ways that the airlines of the Arab countries

LN
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[ight better cooperate to their mutual advantage.

(c ) Governmental Activities in the Field of Civil Aviation

Of principal interest during the quarter under review was a change in Lebanese
Governmental procedures to provide that all air charter flights destined for, or
originating in, Beirut must be approved by the Supreme Aviation Council. Formerly,
all commercial charter flights were approved at operating levels within the
Directorate of Civil Aviation.

The procedural change appears to have been prompted primarily by the activities
of the Lebanese Air Transport Company (LAT) which has for several years held a
franchise to operate air services from Lebanon. LAT had failed to exercise its
rights until early July, when, with a DC-4 purchased from Jordan International
Airways, it began charter flights between Beirut and Europe. The other Lebanese
carriers, who consider that they should not be subjected to additional competition,
protested that the Supreme Aviation Council- should exercise much tighter control
over charter flights in the future to protect existing carriers from uneconomic
competition.

The change in internal procedures governing the approval of charter flights,
regardless of its objectives, has, of course, made clearance processes more cum-
bersome and has, at least temporarily, seriously limited the Embassy's ability to
obtain last-minute clearances for American companies operating commercial charter
flights to or from Beirut. These and other disadvantages of the new procedures
are recognized, and the Aviation Council is presently considering whether to return
to the Director of Civil Aviation authority to approve or disapprove charter flight
applications routinely within such restrictive criteria as the Council may provide.
A decision is expected soon.

Aviation bilateral negotiations during the quarter featured Lebanese talks
with Liberia, which were concluded with the initialing of a standard-form agreement.
Subsequent negotiations with the Government of Iraq at Baghdad were indefinitely
postponed when the Iraqis found themselves unable to agree to the increase in
frequencies, or to "beyond rights" sought by the Lebanese. The Lebanese-Czech
aviation agreement, which was signed by the Lebanese Government in May of this
year, remained unimplemented during the quarter. Press reports published during
September indicated, however, that the two countries hoped to commence an exchange
of scheduled air services between Beirut and Prague during the month of October.

(d) United States Interests

Pan American World Airways informed the Government of Lebanon during September
that it is considering increasing its Beirut services. Proposed new Pan American
schedules would have the effect, if approved and inaugurated, of adding five
additional Boeing 707 Around-the-World frequencies to Beirut services, above the
eight now flown, and of providing jet passenger, cargo and mail services once a
day between Beirut and New York in both directions.
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A United States Air Force representative visited Beirut in August to investi-
gate the possibility that a commercial air maintenance facility at Beirut might be
used to maintain US military attache and MAG aircraft based in the area, followingthe expected termination of the USAF maintenance facility at Dhahran. His survey
found that the maintenance facilities of Middle East Airlines are adequate. The
contract, if signed, is expected to call for regular maintenance of twelve C-47s,
nine C-54s and two C-131s.

The USAF contract would have commercial importance in that it would serve
to strengthen facilities within the Middle East devoted to maintaining American-
built airframes and engines. It might also lead to the FAA-certification of MEA 's
facilities which .would be useful, for the continued absence of an FAA-certificated
repair station in the area inhibits the sale and lease of American aircraft.

IX. PETROLEUM AFFAIRS

Early on July 1, less than two hours after the third quarter of 1961 began,
a Tapline marine loading line at Sidon broke and 33,593 barrels of crude oil
escaped to the sea. This was reportedly the largest single leakage of crude oil
or fuel oil ever to occur in the world.

The beaches south of Beirut were contaminated by this oil, although Beirut
harbor itself escaped. The oil also came ashore at coves and ports as far north as
Tripoli, having an especially severe impact at the ancient port of Byblos (now
Jbeil).

The real damage to Beirut beaches was not severe but imaginary suffering was
great and many damage suits have been instituted against Tapline. The company
has tried to adopt a policy of cleaning shore areas with a work force of its own,
in order to avoid a recurrence of the trouble year after year, but so far it has
secured permission to clean only Byblos harbor, some coves in the public domain
north of Beirut and a very few private beaches. Negotiations with beachowners
are, however, still going on.

Meantime, Lebanon's pipelines and refineries continued to operate at about the
same level as in the second quarter, with Tapline showing an increase in average
throughput from 237,000 b/d to 304,900 b/d. The companies concerned were continuing
discussions among themselves on the expansion of the MEDREDO refinery at Sidon and
the IPC-owned one at Tripoli.

X. LABOR

The turbulence characterizing Lebanon's labor scene during the second quarter
of 1961 subsided noticeably during the preceding three months. Strike activity was
appreciably reduced, although the eight-day work stoppage by Beirut longshoremen
came near to assuming serious proportions. Activity on the legislative front was
reviewed with further discussions on the proposed Social Security Law being held by
labor and industry spokesmen. A few additional agreements implementing the new
wage law, providing for cost of living increases and a new minimum wage, were

[Zcluded, although these applied to fewer workers than the ones agreed to during
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the preceding quarter. Some shifts in union affiliations were registered. Mohamed
Khalil Sharqawi, veteran Federation of Independent Trade Unions' leader passed
away. Available data indicates little change in living costs during the quarter.

(a) Strikes

The Beirut Port Dockworkers' strike tied up shipping at the Port for eight days
before agreement was reached on the dockers' claims for a cost-of-living increase
and other fringe benefits. The settlement provided for a 6% cost-of-living wage
increase, a monthly minimum wage of 132.50 Leb. potuids for permanent employees, a
minimum guarantee of 6 hours pay for casual workers when called to duty, and pay for
strike days.

A wildcat strike by some 300 daily paid workers of the Department of Posts,
Telephones and Telegraphs took place culminating in the discharge of 250 recalcitrants
who defied the Government's back to work order. The FITU, along with the Federation
of Unions of North Lebanon (FUNL), and the Beirut electricity workers are still attemp-
ting to obtain the reinstatement of the dismissed workers.

The embattled Arida textile plant was the scene of another brief strike over
the discharge of 300 workers whom the Company claimed were redundant. This walkout
fizzled out when the textile union was promised that the Prime Minister would
settle the dispute upon his return from the Belgrade Conference.

A two-week work stoppage of 50-odd tile makers was settled when their employer
agreed to grant a 7% cost-of-living increase for his permanent employees and 6%
for those who are daily paid.

(b) Union Affiliations

The Jami'at Federation lost its second affiliate during 1961 when the Beirut
Port Dockworkers Union withdrew in August and affiliated immediately with the FITU.
Both unions at the Iraq Petroleum Company, the refinery workers and the office
employees, voted to abandon their independent status and apply for affiliation
with the United Unions of Employees and Workers (UIJEW). The American University
of Beirut Employees Union also applied for membership in the UUEVT. At this writing
the UUEW Board has not yet acted on the above three applications, but it is expected
that they will be accepted once the Board meets. The acquisition of these unions
will bring the number of UUEW affiliates to 18 and increase the federation's
membership by approximately 2500-

(c) Death of Sharqawi

Mohamed Khalil Sharqawi, veteran FITU President, leader of the Beirut stevedors'
union and Vice President of the Confederation of Arab Trade Unions (CATU), died on
September 10. He had occupied the post of President of the Jami'at from 1950 to
1956 when he led his union into the FITU and assumed the presidency of that federation.
His passing, coupled with the expulsion of long-time FITU Secretary General Abdul

Majid Mehyo, deprives the-Federation of its two most colorful leaders.
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(d) Cost-of-Living Changes

Cost-of-living indices for the months of July, August and September have notyet been issued by the Ministry of National Economy. However, the Mobil Oil index,which in general reflects changes in living costs for white-collar employees, doesshow a two-point decline for the months of July and August. This slight declineis normal for the past quarter because of the increased availability of certainfood items. There was no change in the other elements of the Mobil Oil index. Atthe end of the quarter the Minister of National Economy appointed a special com-mittee to study the causes of the rising cost of living and to make recommendationsto cope with the problem.

(e) Legislative Activity

After a lull of several months, the Ministry of Labor and Social Affairs
notified the UUEW of its intention to submit a revised draft of the Social Securitylaw to Parliament. This brought about intensive study of the Ministry's new
proposals and consultation between the UUEW and the Association of Lebanese
Industrialists in an effort to arrive at a common position on amendments to thelegislation. At the end of September it was still unclear when agreement might bereached on these amendments before submitting the measure to Parliament.

XI. . ECONOMIC DEVELOPMENT AND FOREIGN AID

Disbursements during the quarter by the Banque de Credit Agricole, Industriel
et Foncier (BCAIF) of about $435,000 in sub-loans, raised the total sum channeled
into small and medium size Lebanese industries under the $5 million DLF line of
credit to a rounded figure of about $1,415,000. Under a separate loan agreement,
the SIDEiI Company (See Section IV) has drawn down $231,615 against a $400,000 DLF
loan for the purchase and installation of an aluminum extrusion press.

A major project agreement committing LL 1 million ($333,000) from the PL 480
wheat fund to defray labor costs of overlaying and extending the runway of the
military airport at Rayak in the Bekaa Valley was signed in July. Extension of the
Rayak installation will permit transfer of the Lebanese Air Force jet operations
from Beirut International Airport, thus easing the potential safety hazardto the
steadily increasing commercial air traffic, and will provide suitable emergency
landing facilities for international traffic. Transfer of the Air Force support
facilities from Beirut International Airport will release badly needed space for
rapidly growing commercial ground support operations there. The only other com-
mitment of wheat funds during the quarter was an agreement signed in September for
LL 75,000 ($25,000) for construction work in connection with the provision of
potable and irrigation water to two villages in the Akkar district of North Lebanon.

The National Litani Office, the government agency responsible for the Litani
River hydroelectric project in South Lebanon, has drawn down a total of about
$10 million against its $27.5 million IBRD line of credit. The Office began repayment
in August, as scheduled by the loan agreement, with an initial installment of
$428,000.
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S TeCouncil of Ministers promulgated by decree in early August legislation 7
opening credits in the amount of LL 450 million ($150 million) for the five-year
development program discussed in the previous quarterly summary. Scheduled to begin
in 1962, the program will be under the supervision of the newly constituted
Commission des Grands Travaux. Current plans for financing envisage the use of
government reserves and petroleum royalties (transit and terminal fees from TAPLINE
and IPC), as well as current revenues. The major items in the program include :
extension of the rural highway network and improvement of major roads, LL 124 million;
provision of potable water to villages now without water, LL 76 million; reconstruction
of earthquake damage, LL 75 million; extension of electric power distribution
network, LL 72 million; and irrigation projects, LL 64 million. The first allocation
of funds was LL 12 million to be used for construction of a new jetty at the Beirut
Port, the first step in the construction of a third basin designed to increase the
alongside and protected anchorage capacity of the port.

The Italian construction engineering firm of MANFREDI was low bidder in July
for the Ministry of Public Works contract for the engineering survey phase of the
planned 1,120 kilometer extension of Lebanon's secondary road network. According
to the terms of the contract, all survey work is to be completed by mid-1962.

In September, the Lebanese Government and the West German Bnbassy reached
agreement on the text of a bilateral agreement for technical cooperation, which
lays down the broad outlines of possible technical assistance on the part of the
latter, and establishes administrative and housekeeping responsibilities on the
part of the former. Actual projects will still have to be the subject of special
supplementary agreements.

The Swiss Watchmakers' Association undertook in September to send two master
watchmakers to Beirut to teach watch repair in the local trade and crafts training
school, Institute des Arts et Metiers.

XII.GOVER1EIlT POLICY

The Government's economic policies, as reported in the Ehnbassy's last quarterly
Summary, are based on the central theory that, at the present juncture, "state money
must maintain the country's economy," and that,:in order to achieve complete economic
recovery, state money must be spent for major public works with the greatest possible
rapidity. The Government was under attack during the quarter by the Opposition,
which claimed that the: Government was not translating its public works blueprints
into action rapidly enough, thus failing to end the current business recession.
Early in September the Minister of Finance replied to these attacks by giving the
national economy a clean bill of health and by stating that (a) in spite of a rather
unfavorable international situation, the Lebanese economy is not only prospering
but also constantly developing; (b) the basic soundness of the Lebanese economy is
a result of economic liberalism, which fosters and encourages private enterprise;
and that (c) the Government's economic policy will continue to direct Lebanon along
its present :path, toward continued prosperity, keeping in mind, however, that
liberalism must not be allowed- to degenerate into anarchy. The Minister also stated
that, as of the end of July 1961, the Government had commited 55%, or LL 243,556,548
($80,381,700), of the total budgetary and extra-budgetary appropriations for public

oks. A leading critic of the Opposition was quick to challenge the Minister onj
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of credits which had been "expended" depandes).

The submission of the 1962 budget (ordinary plus four autonomous agencies) to
Parliament during the quarter served as proof of the Government s declared intention
to increase expenditures for economic development in the interest of general
prosperity. As compared with the 1961 budget, the 1962 budget bill shows a real
increase of LL 44.2 million ($14.6 million), to LL 368.2 million ($121.5 million).
(See Enbdesp 220 of October 12, 1961). The bill will be debated in Parliament

beginning in October.

The Government continued during the quarter its usual customs tariff policy
an increase of duty on articles not manufactured locally, with a view to increasing
receipts; and a reduction of duty on raw materials and industrial machines to promote

industry. Hair wastes, pruning blades, grafting and bushing knives, mother of pearl
wastes and powder, and insulating glass for the local refrigeration industry were
added to the list of commodities admitted free of duty. In addition, the duty on
spools intended for the textile industry, raw or unfinished vulcanized fibers, raw
or unfinished starch nitrates, and fabrics for industrial purposes, was reduced
from 25o to 1% ad valorem. In view of the rising cost of living, the Government
lowered the duty on rice, and appointed a special committee to make recommendations

as well as to prepare lower tariffs for other staples, such as sugar and flour,
while studying the causes of rising costs.

The Government also decided during the quarter to leave the tobacco monopoly
(Regie des Tabacs) in the hands of a concessionary company, which will do the work
for the Government in return for a certain percentage on the profits. The present
monopoly concession will come to an end at the end of this year. The Government
is now working out the terms and conditions of the contract on which tenders will
be invited.

During the Belgrade conference of non-aligned nations in September, Lebanese
Prime Minister SALAAM reportedly took up with UAR President NASSER the question of
compensation to Lebanese business establishments which had suffered losses owing

to Cairo's July nationalization measures. President NASSER was reported by the
press to have promised that Lebanese claims would eventually be considered, together
with other foreign claims. The dissolution of the union between Egypt and Syria at
the end of the quarter placed this problem in a new perspective. It now appears
that the new Syrian Government may return nationalized properties to foreign,
including Lebanese, owners, thus removing from the shoulders of the Lebanese
Government the task of seeking compensation on behalf of its citizens.

Some Government members and officials are at this writing expressing optimistic
views in an unofficial capacity concerning future economic cooperation between
Lebanon and newly independent Syria. The general tenor of these specialists and

experts is the hopeful expectation that, while the UAR symbolized a closed Lebano-

Syrian economic frontier, reasserted Syrian independence will mean a more, if not

completely, open economic border between the two sister countries, which shared a

joint French mandate until 1945 and a common economic destiny until 1950. Business

as well as government circles are consequently optimistic concerning a revival of
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Lebanon's lagging transit trade. The chances are, however, that such a revival,
if it does take place, will not be more than partial, owing to the fact that the
new Syrian Government is not likely to discontinue its predecessors' interest in
developing Latakia as a rival port of Beirut.

A shifting and regrouping of certain government agencies at the end of the
quarter may provide a clue to intensified concentration on the part of the Govern-
ment on various current economic problems. The Commissariat General of Tourism
was transferred to the newly reorganized Ministry of Orientation,Information, and
Tourism; the Wheat Office, to the Ministry of Agriculture; both from the Ministry
of National Economy. Contrary to advance press reports however, the Boycott Office
was not transferred to the Ministry of Foreign Affairs, but was retained in the
Ministry of National Economy, placed under the direct supervision of that Ministry's
Director General. The activities of this Office have been publicly treated in a
controversial manner by government officials representing dissimilar political
coloring. Speculation is now centering on the future criteria the Office will
employ, in view of the recent change of government in Damascus, seat of the Arab
League Central Boycott of Israel Office. In the meantime, it now appears that,
until such time as a final decision is made concerning the Boycott Office, firms,
vessels and persons will be blacklisted, or removed from the blacklist, by action
of the Council of Ministers taken at the instance of the Minister of National
Economy.

In the matter of current negotiations with Ta line for increased transit
fees, government policy appears to be to obtain (a) as much as the other transit
countries (Syria and Jordan) will receive; and (b) a total payment commensurate
with that received from the IPC lines terminating at Tripoli.

In the field of civil aviation, owing to the recent "Lebanization" of MEA,
the idea of an eventual unification of all Lebanese airlines has gained ground.
Opposition to the idea is still strong and forces within the Government appear to
be very much divided on the issue, but the logic of one strong Lebanese airline is
likely to prevail ultimately.

The revolutionary changes in Syria at the end of the quarter cannot in the long
run fail to exert an influence on the Government 's economic thinking. National
aspirations thus far held in check by adverse political realities, may now become
official policies capable of implementation. Barriers to closer regional economic
cooperation may be removed as a result of a possible acceptance by some of Lebanon's
neighbors of the principle of an enlarged area of economic freedom rather than of
expanding dirigisme as the basis for a certain degree of regional Arab economic unity.

Evan M. Wilson
Charge d'Affaires, a.i.
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Lebanon - Economic Indicators
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LEBANON - ECONOMIC INDICATORS
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w External " "
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Lebanese currency acc. "
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Passenger cars "t
Trucks "tL Buses t

-7 Revised -fi-gu res. Total share
r/ Total share capital: l sa,Qe

Total share capital:LL1,70
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45.7
25.6

916.0
241.0

102.0
51.0
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9
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31.9
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283.3

105.7
49.7

755.0
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560.0
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536

229,398
270,

358,034
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88,942 75,441
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s$°8

85,092
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43.7
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(approx.)

43.7
24.3

996.0 1,073.0
345.0 310.0

121.0
57.0
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164.7

239.4
10.6
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32 1/
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202,156
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63.3

815.8
161.5

258.4
13.0

575.0
19 2/
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256,960
286

143/

574,749 317,815 222,030 (July-August4
70,287 52,063 32,980 a
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2,896
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7 1. HIGHLIGHTS - UNCLASSIFIED

The Syrian revolution and subsequent formation of a new government
with a conservative, middle-of-the-road tinge, have dominated economic news in
Beirut this past fortnight. Many Lebanese are looking hopefully toward a
revival of the pre-UAR economic cooperation and commercial exchange between the
two countries (Items 2 and 1).

On Sunday, October 8, the "Atoms at Work" exposition, sponsored by the
U.S. Atomic Energy Commission in collaboration with the Lebanese Atomic Energy
Committee, opened its doors to the public for a month-long run. In addition to
the main portion of the exhibit, which is designed for the general public and
devoted largely to demonstrating the usefulness of nuclear energy to mankind,
the exposition includes a scientific institute which is offering training and
instruction on the professional level in various phases of practical nuclear physics
such as reactor operation, gamma irradiation (using a cobalt source gamma facility),
medical aspects of nuclear energy, etc. There is also being given a seminar for
advanced secondary level students on the basic facts of nuclear energy.

The events in Syria, although causing considerable fluctuation in the
exchange rates for Egyptian and Syrian pounds, have had little effect on the
U.S. dollar, which is still hovering at LL 3.02. (DRM)

ECONOMIC RELATIONS

2. UNCLASSIFIED: Hones of Lebano-Svrian Econpmic Cooneration Rise

Lebanese press reports announcing the appointment by the new Damascus
government of a committee charged with re-examining Syria's economic potentials
and policies, and the friendly assurances of close economic cooperation
between Syria and Lebanon made by the new Syrian Minister of Economy and
Industry, have been well received in Beirut. Prominentlydisplayed headlines
stress Syrian plans to develop commercial exchanges, to remove restrictions from
the movements of capital and of persons, and to encourage joint investments for
inter-Arab economic development.

UNCLASSIFIED - C *E.'INTs Hopeful Lebanese expectations of a Syrian-
stimulated enlargement of the area of economic freedom in the Near East are
postulated on the survival in Syria of a conservative, middle-of-the-road
regime. President NASSER's recent concessive gesture toward Syria, the
recognition of the Syrian Arab Republic thus far by 18 governments, and the
reassuring economic pronouncements of responsible Syrian leaders are strenghtening
the Lebanese climate of optimism, even though no one expects the Syrian economy
to match the "quasi-absolute liberalism" of the Lebanese economic structure.

Some Government members and officials are at this writing expressing
optimistic views in an unofficial capacity concerning future economic cooperation
between Lebanon and newly independent Syria. The general tenor of these
specialists and experts is the hopeful expectation that, while the UAR
simibolized a closed Lebano-Syrian economic frontier, reasserted Syrian
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Independence will mean a more, if not completely, open economic border betweenthe two sister countries, which shared a joint French mandate until 1945 and acommon economic destiny until 1950. Business as well as government circles areconsequently optimistic concerning a revival of Lebanon's lagging transit trade.The chances are, however, that such a revival, if it does take place, will notbe more than partial, owing to the fact that the new Syrian Government is notlikely to discontinue its predecessor' interest in developing Latakia as a rivalport of Beirut

There is an air of expectancy in Beirut, which holds that Lebanesenational aspirations, thus far held in check by adverse political realities,may now become official policies capable of implementation. Barriers to closerregional economic cooperation, it is conjectured, may be removed as a result ofa possible acceptance by some of Lebanon's neighbors of the principle of anenlarged area of economic freedom rather than of expanding diriaisme as thebasis of a certain degree of regional Arab economic unity. (LCT)

3. UNCLASSIFIED. Businessmen Look Honefullv to Syria

The political change in Syria has doubled the number of daily visitorsto the Embassy's Commercial office as local and regional businessmen havesought (and given) information and guidance. The prevailing opinion among thecallers, both American and non-American, has been that the new developments inSyria would open that market to a freer flow of American-made merchandise.US sales figures to Syria for the middle 1950s, when Syria represented a bettercustomer than it has lately, have been dusted off and set up as goals at whichto shoot. Incoming businessmen from Damascus have reported a restoration ofconfidence within the Syrian business community and predicted that the flightof capital and entrepreneurial energy would stop and perhaps reverse itself ifthe present regime stayed in power. In general, it can be said that the business"mood" in Lebanon has been one of qualified rejoicing. (JCw)

4. UNCLASSIFIED, Airline Emolovees Threaten to Strike

Meeting on the evening of October 11, members of the Union of Employeesand Workers of Airline Companies empowered their Executive Board to call astrike of all airline employees (some 4,000) at the International Airport ofBeirut if the airlines do not meet their demands by October 22. Employeesseek- implementation of the so-called "cost'iof-living law" of May 17, 1961,which entitled them to a 15% increase in pay retroactive to January 1, 1961.Lebanese airlines are said to have refused to comply with the law on the groundsthat the pay increase would bankrupt them. Representatives of the foreignairlines have expressed their willingness to increase the salaries of theirlocal employees if, but only if, the Lebanese airlines decide to do likewise.

OFFICIALWE NLY - COMMENT, Middle East Airlines, the largest of theLebanese air carriers employing about 1500 workers) is generally reported to
be heavily in debt and going deeper into debt by the day. Having elected
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recently to sever its connections with BOAC (BER 18), MEA can no longer charge
its increasing costs to the British treasury. Under these circumstances, MEA
may be expected to resist the employees' claims to the bitter end and, if
subjected to governmental pressure, would very possibly respond with a demand
for subsidy. (HH & JHE)

5. UNCLASSIFIEDs. Air Liban May Emnlov New General Manager

Air Liban, which has lacked a general manager for some months (see
Embdesp No. 612) is rumored to be on the verge of appointing Farid CHEHAB,
currently Lebanese Ambassador to Tunis, to the position. Chehab, although said
to have no aviation background, is reputed to be an excellent administrator.

OFFICIAL USE ONLY - COMMENT: Air Liban's failure to replace Henri
NACCACHE, who was relieved from his position as general manager of Air Liban in
February of this year, has fed speculation that Air France and Air Liban were
moving toward severing, their long-standing affiliation. The continued absence
of a manager has also been responsible for a marked decline in morale and the
operating efficiency of the airline. Air France representatives are reported to
be in Beirut to rectify this situation, and possibly to pave the way for the
addition of modern jet aircraft (Caravelles) to Air Liban's fleet. (JHE)

6. UNCLASSIFIED. Syrian Airways Rumored to Reuire New Aircraft

Beirut sources report that two of the three DC-6Bs purchased by the
United Arab Airlines from SAS early this year for use by the Syrian region have
been seized at Cairo and prevented from returning to their Damascus base. The
report has led to speculation that Syrian Airways, which merged with Egyptian
Misrair on January 1 of this year to form United Arab Airlines, is now in the
market for new aircraft. (JHE)

7. UNCLASSIFIED: Lebanese Authorities Considerina Pronosed Auamentation
of Pan American's Beirut Schedules

Pan American Airways has notified the Government of Lebanon that it
hopes to inaugurate new flight schedules through Beirut which, if put into
effect, will further stimulate Lebanese tourism and expand local- civil aviation
facilities. If the new schedules go into effect as planned, Beirut will be
served six times weekly in each direction by Boeing 707s. In addition, a once

weekly Boeing 707 flight will terminate at Beirut, returning to the United
States the same day. The new schedule would have the effect of serving Beirut
with five additional around-the-world frequencies above the eight now flown
and would provide jet passenger, cargo and mail service between Beirut and
New York in both directions every day of the week.

IL4
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OFFICIAL USE ONLY - COMMENT= Pan Am's proposal was launched by theEmbassy at the Ministerial level and is now under study at the operating levelof the Directorate of Civil Aviation. Hopefully, approval of the new scheduleswill be granted by Lebanon's Supreme Aviation Council during the week ofOctober 16. (JHE)

8. UNCLASSIFIED: Second Thermal Electric Unit Oneratina at Beirut Electric
flani (BER 3)

The second of two Austrian-manufactured (Simmering Graz Pauker) steamturbine units of 32,000 kw capacity was accepted by the Beirut Electric Companyon July 7. Its delivery and installation were much quicker than anticipated.The first 32,000 kw unit began operating in January. An electric company
official said he thought that Beirut's generating capacity should now be sufficientuntil 1964.65, especially with power expected to be available in early 1962 fromthe Markabi power plant of the Litani project, with which the Beirut grid is tiedin. The company is, however, planning ahead for construction of another thermalplant, possibly south of the city. (JHA)

9. OFFICIAL USE ONLY: 1962 National Budget Submitted to Parliament

On September 27, the government submitted to the Chamber of Deputiesits proposed 1962 ordinary state budget calling for expenditures of LL 368.2million ($121.5 million) along with the budgets of four autonomous agenciestotalling LL 40.8 million ($13.5 million). The 1962 proposed budgetaryexpenditures represent an increase of LL 94.4 million ($31.2 million) over the1961 budget as approved by Parliament in January 1961. The increase is actuallyonly LL 44.2 million ($14.6 million) as the 1962 proposed budget includes LL50.2million ($16.6 million) in appropriations for "grands travaux" formerly includedin the extraordinary budget. Accordingly, the budget is balanced by receiptsfrom the usual taxes, fees and income from government property totallingLL 318.0 million ($104.9 million) and from a special source - withdrawals fromthe Reserve Fund amounting to LL 50.2 million ($16.6 million). A despatchgiving further details has been prepared.

UNCLASSIFIED - CO*MENT= The deputies will be pleased to see the largesum allocated for "grands travaux" or public works projects, since any stimulus tobusiness from the governmental sector will be most welcome to them and tocommercial circles.- (JHA)

LJ
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10. UNCLASSIFIED, New Lebanese Bank

The Banaue nptr llndustrie et 1. Travail opened its doors for business
on September 1 on the ground floor of the CAT Building in Beirut's Saifi district,
rather removed from the heart of the city's financial center. According to
Director Assaad SAWAYA, the bank is controlled by the C.A.T. (Contracting and
Trading) Company, headed by three well-known partners -- Emile BUSTANI, Shukri
SHAMMAS and Abdullah KHOURY. The last is the managing director and is assisted
by Frank GOSLING, a British banking expert formerly with the Ottoman Bank and
the Bang de Syrie at du Liban. Sawaya has stated that the bank, capitalized
at LL 10 million, will engage primarily in financing industrial projects
undertaken by the CAT company but will also lend funds at reasonable rates to
workers whose loan repayments have been guaranteed by their employers. The
bank is planning eventually to move its headquarters to Riad Solh Street, the
Wall Street of Beirut. Last week the Cabinet, according to Sawaya, added his
bank to the list of "approved" banks, which now number about fifty.

OFFICIAL USE ONLY - COXMMENTs With the three prominent partners of the
CAT company having so many business contacts, this bank is not expected to
experience any difficulty in obtaining more than its share of business. In
retrospect, it seems surprising that the CAT partners did not open their own
bank earlier, in viewof.their extensive business dealings in Lebanon and
throughout the Near East. (JHA)

INDUSTRY

11. OFFICIAL USE ONLY SIDEM Case (BERs 18, 17, 16 & 9)

The aluminum firm of SIDEM has informed the Embassy that its customs
documents for the importation of the DLF-financed extrusion press are now in
order and that nothing more remains to be done except to procure a heavy
enough truck to haul the press out of Beirut Port to the plant location near
Sarba on Junieh Bay. Last year, when the extrusion press for SCIALE arrived,
no truck in Lebanon was found large enough to haul it and a tank carrier had to
be borrowed from the Syrian army. No such complicated international arrangement
is now contemplated. SIDEM assures the Embassy it has located a proper vehicle
and will have the press out of the port by Friday, October 13.

UNCLASSFIED .- cow s In the light of the trouble of the last four
months ... a chilling date. (JCW)

12. LIMITED OFFICIAL USE s Reaie Libanaise des Tabacs

The renewal of the government contract covering the tobacco franchise
in Lebanon, at present controlled by a French Syndicate, is scheduled for
January 1962. In the light of the large purchases of Lebanese leaf by
certain U.S. companies, this franchise could quite fairly be awarded to a

L -
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U.S. firm, The Embassy is collecting and hopes to forward very soon as a TradeOpportunity the full specifications, tailored with Embassy help, to interestU.S. tobacco people. Philip Morris Overseas bPMO) has already sent its SalesManager for the Afro-Asian Division to Beirut for talks with Governmentofficials.

haveCWa=heT The Embassy hears that the Frenchhave a head start. (JCW)

FOREIGN TRADE

13. UNCLASSIFIED: Soviet Bloc Trade Activities -Poland and Czechoslovakia

A Polish trade delegation began talks in Beirut at the end ofSeptember which aimed toward agreements raising the volume of trade betweenLebanon and Poland from LL .8 million ($2,666,000) annually to LL 11 million($3,666,000), and also increasing Lebanese citrus fruit exports from 6,000 to8,000 cases a year. The Poles are to be followed around mid-October by aCzech delegation which is expected to conclude a Lebanese-Dzech agreement beforeNovember 1, 1961. (JCW)

14. UNCLASSIFIED: Automotive Exort Sales Seminar

On October 2, the Embassy held the first of its now regularly
scheduled Export Sales Seminars (or Sales Clinics) with the US automotivecommunity of Beirut. Eleven persons attended, representing Chrysler (completeline), General Motors (complete line), International Harvester, Mack Trucks,Nash, Buick, Cadillac, Chevrolet, Pontiac, GM parts, Firestone, and U.S. Rubber.The usual problems connected with importing automobiles from the U.S. wereraised: initial cost, high shipping charges, tariffs ontweight, taxes, andcost of internal transport in the U.S. There were two bright spots forAmerican-made cars: one, with the diesel engine outlawed in Lebanon, theAmerican-made car had knocked out Mercedes taxi dominance; two, the newAmerican-made compacts, especially the Falcon, were remaining reasonably
competitive with large and middle-sized European makes although the dealershad to take short margins to keep them so.

E Lebanon is a little country where little carsfit its little roads and little distances very well. Until U.S. manufacturersproduce a car of the Volkswagen, Renault or Fiat size and then figure out away to lay that car down in the Middle East for about $75, American-madepassenger vehicles will play a minor role in this market. (JCW)
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C OMMERCIAL OFFICE AFFAIRS

15. UNCLASSIFIED: American Business Visitors

The log of the Commerdial Office shows the following list of Americans
and representatives of American firms visiting the Embassy Commercial Section
in the two-week period from September 28 through October l1

Mr. Bahige 'El Saadi of the Sipes Paint Company of Pittsburgh & Beirut; Mr. Chafic
Bader, representing General Dynamics; Mr. Constantin Zenker of Chrysler
International; Mr. Herbert A. Crouchley of General Motors; Mr. Guy H. Lyster of
International Harvester; Mr. M. Richard Severino of Mack Trucks; Mr. Naim Ahdel
Naur, exclusive agent for Pontiac Division, GM; Mr. J. I. Hydar, exclusive agent
for Buick, GM; Mr. Farid Meshaka, exclusive agent for Firestone; Mr. Shukri Nasr,
exclusive agent for U.S. Rubber; Mr. Jean Tamer, exclusive agent of Nash Rambler;
Mr. Edward J. Dowling of Pan American - New York; Mr. James E. Potter of
Intercontinental Hotels - New York; Mr. T. L. Anderson of AlCo Products, Inc. -
New York; Mr. Stanley B. Hayden of Frederic R. Harris, Company; Mr. J. H. Howell
of General Electric; Mr. T. J. Davies of Hunter Douglas International - New York;
Miss Barbara G. Quigley of The Gabriel Company - Cleveland; Mr. Gordon H.
Shingleton of the National Cash Register Company; Mr. James M. Ansara, exporter
from Brookline, Mass.; Dr. R. H. Malik of Mediterranean Universal Corp. - Chicago;
Mr. N. Nielsen of NANY Trading Company - Sacramento; Mr. A. E. Antar, Deputy
Exhibit Manager, Department of Commerce; Mr. William R. Dales of Philip Morris
Overseas - New York; Mr. A. E. Neidt of Steelcote Manufacturing - St. Louis.

Evan M. Wilson
Charge d'Affaires a.i.

LCTihany, DRMorris, JCeisert, JHEnnis, JHAshida

DEPARTMENTs Please pass to AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA
KUWAIT, NICOSIA, TEL AVIV, TRIPOLI.
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I 7 1. HIGHLIGHTS

The exchange rate for the U.S. dollar remains at its all-time low,
closing October 26 at LL 3.0125. Large inflow of capital from neighboring
Arab countries is not helping the situation. (See Item 2).

The Banque de Syrie et du Liban increased the note issue by LL 6
million on October 15, the first such increase in a year. (See Item 3).

Lebanese aviation authorities have postponed action on Pan American
World Airways' application for increased traffic rights in Beirut, but Embassy
representation at a high level may result in at least temporary granting of
the increased frequencies desired. (See Item 7). (DRM)

FINANCE

2. UNCLASSIFIED:- Capital Inflow from Arab Countries

Two press items have appeared within the past week, pointing to the
large inflow of capital to Beirut recently. One dated October 18 states that
during the past week more than LL 150 million ($49.7 million) had been trans-
ferred into Beirut banks from the Arab countries. The other dated October 22
states that during the past two weeks LL 30 million ($9.9 million) from the
Arab countries were invested in local real estate.

UNCLASSIFIED - COMMENT: The foregoing is supported in part by recurrent
rumors in banking circles that Arab investors from the Persian Gulf are purchasing
large amounts of real estate in Beirut and its suburbs. This buying, combined
with a lack of strong demand for the dollar from local businessmen, has depressed
the local dollar rate. Reports of weakness of the dollar arising from a continued
drain of gold from the United States, plus war scares, have probably contributed
toward making Beirut a more favored safe haven than the Western countries for
Arab capital. (JHA)

3. UNCLASSIFIED - Increase in Note Issue

The BSL announced on October 15 an increase of LL 6 million ($2.0 million)
in the Lebanese note issue, bringing total notes in circulation to LL 437 million
($144.7 million). The gold cover declined slightly from 92.5% to 91.2%. The
increase in note issue was effected by transferring an equivalent amount of
Treasury bills from the Banque de Syrie et du Liban's (BSL) Cornercial Department
to the Issue Department.

UNCLASSIFIED - COMMENT: This is the first increase in the note issue in
exactly one year. The BSL had no difficulty in finding suitable paper for the
currency cover. According to its balance sheet of December 31, 1960, the
Commercial Department held Treasury bills totaling some LL 70 million ($23 million),
presumably all obligations of the Lebanese Government.

The requirement for an increase in note issue during the past year to keep
pace with the expanding economy has been lessened by the fact that more and moreJ

banese are placing their money in checking accounts.
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4. UNCLASSIFIED - Investment Trust Holdina Comoanv Draft Law
Introduced in Parliament

An urgent bill authorizing the establishment of an investment trust

holding company (see BER 3) has been introduced in Parliament. If there is

no Parliamentary action within forty days, the bill will become law. The
text of the law, with a brief analysis thereon, will be submitted later
by despatch. (JHA)

5. OFFICIAL USE ONLY - Central Bankina Developments (BER 12)

Mr. Joseph OUGHOURLIAN, Financial Counselor of the BSL, was appointed

by the Minister of Finance last August to organize a committee to conduct

studies and make recommendations to the government regarding the establishment
of a new central bank. The Embassy has learned that Oughourlian has been in

Paris to confer with Mr. J.W. GUNTHER, who headed an IMF mission to Lebanon

in April 1961, on the matter of obtaining IMF experts on banking statistics
and on banking legislation. He reportedly also went to Germany to inform
Dr. SCHACHT that his services would not be needed. Oughourlian is scheduled
to begin his important task on this committee starting November 1. (JHA)

6. UNCLASSIFIED - Bache and Comoanv to Ooen Beirut Office (BER 10)

The large American stock brokerage firm of Bache and Company will

be opening a Beirut office in the Starco Center within two months. Its Beirut

manager has just returned from about four months visit to the firm's New York
head office to undergo training and to obtain a broker's license. Bache and

Company will be investing a large sume of capital for a non-electronic board

and a telex installation. A commodity specialist will be a member of the

office staff.

OFFICIAL USE ONLY - COMMENT: Bache and Company will be the third

American stock brokerage firm in Beirut, its predecessors being Fahnestock
and Co. and Hayden, Stone and Co. The manager of Fahnestock believes that

there is sufficient volume of business for all three firms to operate
profitably. (JHA)

AVIATION

7. UNCLASSIFIED - Supreme Aviation Council Postoones Decision
on PAM Schedule Chances

The Lebanese Supreme Aviation Council has voted to postpone its

decision on Pan American World Airways' application for increased Beirut

frequencies effective October 29 (cf. BER 21). The Council asks that PAA

"justify" its proposed additional flights through Beirut.

CONFIDENTIAL - COMMENT. The Director of Civil Aviation informed

the Embassy confidentially that although his office is in sympathy with PAA's

plans to increase its Beirut services, opposition from Middle East Airlines

LC E
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Kis too strong to be overcome at the Aviation Council level. He suggests that
PAA might volunteer to forego fifth freedom traffic rights on those route
sectors on which it competes with ?EA. Our Charge has discussed the matter
with President CHEHAB, who may authorize PAA to inaugurate its new services
for a temporary period, pending further analysis of the pros and cons of the
additional flights. (JHE)

8. UNCLASSIFIED - Lebanese to Attend Talks on Establishment of
East Mediterranean Flight Information Center

Lebanese civil aviation authorities are reported to have accepted the
invitation of the Secretary-General of the Arab League to participate in talks
at Amman November 12 regarding where best to locate a flight information center
in the Eastern Mediterranean area. Delegates from Jordan, Syria and Saudi
Arabia are said to have been invited also. (JHE)

9. OFFICIAL USE ONLY - MEA Exoresses Interest in Convair 880s
and Boeing 720s

The area representative of AIRCAR (Air Carrier Service Corporation,
with head offices in Washington, D.C.) reports that according to the Chairman
of Middle East Airlines, MEA may purchase either two Convair 880s or two
Boeing 720s for use in non-stop service Beirut-London, Beirut-Geneva, Beirut-
Frankfurt. MEA also expressed interest in acquiring a DC-6AC.

OFFICIAL USE ONLY - COMMENT: The Embassy can offer no explanation
for MEA's apparent interest in new aircraft. Its four Comets are less than
a year old, its six Viscounts are still being paid for, and the airline is
heavily in debt. If MEA is in earnest, as AIRCAR's representative thinks,
one may surmise that MEA is considering disposing of at least some of the
aircraft it has in favor of others better suited to its operations. (JHE)

FOREIGN TRADE

10. UNCLASSIFIED - UK Industrial Desian Exhibition

The British Ambassador gave a reception at the British Embassy
Monday evening, October 23, to open an exhibit of goods of British design.
The exhibit is open to the general public and will run through November 4.
Thirty-seven carefully chosen items, almost all consumer hard goods, except
for a few textiles, are on display. A large Prestcold refrigerator and a
Brownie projector are among the branded items. Aluminum lighting fixtures,
vitreous enameled cast iron ovenware, bone china tableware, furniture
combining steel and rosewood, and an interesting set of "Orbit" furniture
casters are among the other merchandise.

UNCLASSIFIED - COMMENT: A tasteful, quiet exhibit with no stand-outs.
So refined that the competitive impact seems to be missing. U.S. goods have
little to fear from this quarter. (JCW)

CONFIDENTIAL
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11. UNCLASSIFIED - Continue Optimism on Business Prospects in Syria

Whatever reservations other professions may have about the new
regime in Syria, the American business community in Beirut is aggressively
entering the Syrian market, order book in hand. They are driven by two hard
reasons: (1) Competition - "if we don't, the Germans will," and (2) the
certainty that a vacuum for goods exists which it will be very good business
to fill. A bold representative of an American drug firm was one of the first
men into the new Syria (with Embassy help) and partly through his efforts,
pharmaceuticals were the first item on the free list in Syria. (JCW)

12. UNCLASSIFIED - Fourth Isbrandtsen Trade Fair Now in Beirut

Forty-three U.S. manufacturers of industrial goods are represented
in this fourth of the Isbrandtsen Lines now-famous Mobile Trade Fairs which
opened Saturday, October 20, in Beirut. Twenty-two of those manufacturers
have no present outlets or agents in Lebanon. Although the exhibit is being
shown in a busy and expensive location in the city, its specialized industrial
appeal is only attracting about a hundred visitors a day at this writing
(October 26). The show will run through October 30. (JCW)

INDUSTRY

13. OFFICIAL USE ONLY - SIDEM Case (BERs 21, 18, 17, 16, & 9)

On Saturday, October 14, the fifty-eight ton $232,000 DLF-financed
aluminum extrusion press together with another forty or fifty tons of attach-
ments was hauled out of the Beirut Port Customs sheds, where it had been held
up since June, and put in place at the SIDEM factory site in Sarba. Rival
SCIALE continues with daily press attacks, but the extrusion press is in
Lebanon and owner Yusef HACHO has resumed building his factory. Hacho told
Embassy and USOM officers who inspected the material on Friday, October 20,
that he expected to be in production within six months. He forecast an annual
capacity of six hundred metric tons. DLF officials are coming to Lebanon on
November 8 to review the SIDEM loan with Mr. Hacho. (JCW)

ECONOMIC DEVELOPMENT

14. UNCLASSIFIED - Proaress on Litani Proiect (BER 8 and 16)

Minister of Public Works JUMBLATT recently stated to the press that
he will introduce a bill in Parliament to permit the National Litani Office
(NLO) to contract a government-guaranteed loan of LL 90 million ($29.8 million)
from the BSL. He also remarked that the Markabi power plant would be operating
on February 15, 1962.

OFFICIAL USE ONLY - COMMENT: Although Minister Jumblatt resigned,
with the rest of the Cabinet, on October 23, the Government will almost
certainly go forward with the bill. Mr. HALWANI, the Director-General of
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the NLO. has informed the Embassy that the IBRD has recently refused to modifythe present loan or make additional funds available for the Litani project
and has instead suggested that the Lebanese themselves provide the balance.
The LL 90 million will enable the NLO to complete only phase A of the project --
for example, Karoun dam to a height of 41.5 meters and the Awali power plant
of 70,000 kw capacity.

The Embassy believes that the Minister is a bit too optimistic
about the February 15 date. A despatch based on a visit to the project
is being prepared. (JHA)

LABQR

15. UNCLASSIFIED - Arbitration for Airline Disoute

The long standing wage dispute between the 26 airline companies
serving Beirut and the Airline Employees Union was referred to Dr. Rida WAHID,
Director General of the Ministry of Labor and Social Affairs, to arbitrate.
The dispute arose over the companies' refusal to pay increases called for in
the wage law to cover the cost of living over a five-year period and to set
a new minimum wage of LL 125 per month. The companies argue that no increase
is merited, inasmuch as they had granted wage hikes far in excess of that
required by the law. The Union denies that this is the case. Dr. Rida Wahid
has promised not to delay in making his award.

OFFICIAL USE ONLY - COMMENT: Middle East Airlines again appears to
hold the key to the settlement, for the foreign carriers, as in past wage
disputes, say they will follow MBA's lead. MEA, in view of its mounting
deficit, will undoubtedly argue that it cannot afford any wage increase.
The Union, remembering its poorly-executed strike of May 1960, appears
reluctant to take strike action in this case, although individual airlines
which refuse to be bound by any settlement may be singled out for strike
action. (HDS)

16. UNCLASSIFIED - Nine-Day Visit by Yoaoslav Labor Delegation

The ICFTU-affiliated Jami'at labor federation played host to a
three-man delegation of Yugoslav trade unionists during its 9-day visit
to Lebanon. Yori FOBOVOYITC, Yoritc BERU and Omar TAKITC (spelling uncertain)
comprised the group. The delegation was entertained by Beirut's other two
labor federations, the UUEW and the FITU, in addition to being shown several
of the country's tourist attractions.

COMMENT - LIMITED OFFICIAL USE: The Yugoslav visit came about as a
result of several previous trips to Yugoslavia by Jami'at delegations. Giuseppe
FAGNONI, Regional ICFTU representative, attempted to persuade the Jami'at leaders
not to extend the invitation, but his pleas were brushed aside by Jami'at
President Hussein Ali HUSSEIN. This breach of unwritten ICFTU policy will not
necessarily result in the expulsion of the Jami'at, but it is not calculated
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to improve that federation's relations with the free trade union organization.
The Embassy labor attache believes that the Yugoslavs paid for their trip, in
view of the Jami'at's constant shortage of funds. Reports are that the
Yugoslavs privately expressed objections to a speech made by the UUEW President
Gabriel KHOURY in which he praised Lebanon's system of free trade unions and
lack of Government domination. (HDS)

17. LIMITED OFFICIAL USE - Communist Trade Union Leader Arrested

Salim AL KHISHEN, President of the Communist-dominated Duco and Lustro
Painters Union, was arrested on October 11 for distributing leaflets attacking
UAR President Nasser and criticizing the Lebanese Government for not having
recognized the new regime in Syria. Khishen is the second Communist union
leader to be arrested during the last month for political activities. The first
was Fuad NASR EDDINE, President of the Printing Press Workers Union, who is still
imprisoned on an espionage charge involing his association with Ahmad SAGHIR
who, in turn, is thought to be a double agent. (HDS)

COMMERCIAL OFFICE

18. UNCLASSIFIED - American Business Visitors

The log of the Commercial Office shows the following list of Americans
and representatives of American firms visiting the Embassy Commercial Section
in the two-week period from October 12 through October 25:

Mr. E.W. Smith, senior partner, the Reliance Company; Mr. Joseph Abboud,
representing TAPline; Mr. Victor W. Farah, an American, representing Hayden,
Stone & Company; Mr. Sumner Howard of GM-Frigidaire; Mr. W.H. Wassmann of Union
Carbide; Mr. Edwin B. House of AMLEVCO; Mr. Thomas S. Greenish, Vice President,
American Cable & Radio System; Mr. Tibor A. Duklai, entrepreneur, New York; Mr.
A.J. Heise, District Manager and his assistant, Mr. E.R. Eybye of Ford Interna
tional, Jersey City; Mr. Kenneth Miller of the Rome Daily American; Mr. John
Monks of The Diners' Club; Mr. Adrien E. Salloum, District Manager IBM; Mr.
Harper M. Soules of Air Carrier Service Corporation, Washington, D.C; Mr. Robert
J. Thomas, Regional Manager, U.S. Rubber .International, New York; Mr. Robert
Kfoury, Lebanese representative of the Chicago Trade Fair; Colonel Warfield of
the U.S. Air Force, Wiesbaden, on a matter concerning a Douglas Aircraft parts
department in Beirut; Miss Genevieve Maxwell, Beirut Qail , for a Chicago
Trade Fair story. (JCW)

Evan M. Wilson
Charge d'Affaires a.i.

Contributors:
DRMorris, JHAshida, JHEnnis, HDSnell, JCWeisert
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