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1. HIGHLIGHTS - UNCLASSIFIED

The Lebanese were following with more than usual interest and concern
the economic policies of the former two regions of the United Arab Republic.
On the one hand, Damascus is busily engaged in concluding economic agreements
with the surrounding countries while Cairo, on the other hand, has been
sequestering the properties of "Lebanese" residents. The outcome of these
events is bound to have grave economic-political consequences in Lebanon.
(See Item 2).

The continued inflow of capital is continuing to depress the dollar.
Embassy employees are now getting LP 299.5 for each dollar. Although the
Exchange Stabilization Fund has been active, it has been unable to prevent the
appreciation of the Lebanese pound in the face of some $400,000-$700,000 of
excess daily offerings of dollars and sterling on the Beirut market. (JHA)

ECONOMIC RELATIONS

2. UNCLASSIFIED - Lebanese Interests Affected by Cairo-Damascus Tension

The forthcoming visit of a Syrian economic delegation for the purpose
of negotiating a Lebano-Syrian economic agreement is awaited with great expecta-
tions but not without some anxiety in Lebanon. The delegation will arrive in
Beirut probably shortly after the parliamentary vote of confidence on the new
KARAME Cabinet (now set for November 14) and after concluding economic agreements
in Baghdad, Jidda and possibly Amman.

LIMITED OFFICIAL USE - COMMENT: The dissolution of the UAR at the end
of September was interpreted in Lebanon at that time as the beginning of a new
era of open economic frontiers with Syria. After six weeks of fruitless waiting
it is now realized that the revolutionary regime in Damascus will not open the
Lebanese frontier without a guid gg gg and that the ggig demanded will probably
consist of an undertaking by Beirut to deny to Cairo the use of Lebanese territory
as a base of alleged subversive activities against Syria and of a limitation
placed on the influence of pro-Nasser elements in the Lebanese Government. The
Syrian economic delegation, if it arrives in Beirut after concluding economic
agreements in Baghdad, Jidda and Amman, will probably be able to negotiate for
these Lebanese concessions from a position of strength; it will be able to offer
in return, on a take-it-or-leave-it basis, a commercially organized and integrated
Arab hinterland from the Lebanese border and the Red Sea to the Persian Gulf,
apparently in the process of evolving toward an Arab regional common market. It
will be able to offer to Lebanon the role of the main maritime gateway to this
evolving common market with all the advantages such a role entails for the Beirut
Free Zone, Lebanese transit trade, and the Lebanese national economy in general.

Without doubt, the consideration and possible acceptance of such a bargain
would produce severe politico-economic stresses in Lebanon, whose government
must be simultaneously responsive to the interests of the predominantly Christisn
economic elite and to the ideology of the predominantly Moslem pro-Nasser Arab
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nationalists. The former calls for close economic cooperation with Damascus;
the latter demands unswerving allegiance to Cairo in all its undertakings.
The new Karame Go ernment may be torn asunder by these two opposing forces in
its attempt to regularize economic relations with the new Syria. It is more
than likely that a compromise solution will be sought; it is also probable that,
as a way out of the impasse, Lebanon will try to resume its traditional mediating
role in the Arab world in an attempt to reconcile Cairo and Damascus. There is
no reason to be optimistic about the success of such an attempt at this time.

What makes the problem of a Syro-Lebanese economic rapprochement even more
difficult and complicated is the concurrence of Lebano-Egyptian diplomatic
negotiations on the subject of the "Lebanese" assets sequestered in Egypt
subsequent to the declaration of Syrian independence at the end of September.
In these negotiations also, Lebanon will be faced with a guid ro go, this time
presented by Cairo, as a requirement for the partial recovery of "Lebanese" assets
reportedly in the amount of about $200 million, involing the property of 60,000
to 70,000 residents of Egypt, the vast majority of whan are UAR citizens of
Christian Lebanese descent. It is highly unlikely that Lebanon could pay the
price demanded by Cairo for the partial release of these "Lebanese" assets and
at the same time obtain from Damascus an open economic frontier by acting against
Egyptian political interests in Lebanon.

The Embassy has under preparation a despatch summing up the effects thus far
of Syrian independence on the Lebanese economy. This despatch will contain fuller
and more precise information on the problems discussed in this item. In the
meantime the effects of Syrian independence thus far on the Lebanese economy may
be summarized as negative. The economic frontier with Syria has not opened;
nationalized Lebanese assets in Syria have not been denationalized; additional
"Lebanese" assets in Egypt have been sequestered. The impending arrival of the
Syrian economic delegation in Beirut and the progress of the highly confidential
talks between Lebanese and Egyptian representatives on the subject of the
sequestered assets will enable the Embassy before long to report the matter in
a more concrete manner. (LCT)

ECONOMIC RELATIONS

3. OFFICIAL USE ONLY - Iraqi-Syrian Economic Areement

Syria and Iraq concluded this week an economic cooperation agreement
which represents a, real step toward close economic and commercial cooperation
between the two countries. An analysis of the possible implications of these
arrangements on the Lebanese economy will have to wait the negotiation of
agreements with the remaining neibhboring countries. Some grounds for conflict
with Lebanese economic policy are, however, discernable in two provisions. Item I
of Article 9 of the agreement aims at the promotion of Syrian port and transit
facilities which would compete with Lebanese interests and with activities in
which Lebanon has been specializing. The annexed letters exchanged on November 3
exclude from preferential treatment goods the production of which includes any
materials of French origin. This provision is in line with Syrian and Iraqi
policies of applying economic measures against France, which Lebanon has opposedand does not seem willing to endorse. (KS)
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ECONOMIC DEVELOPMENT .

4. UNCLASSIFIED - Further Develo ments on Lebanese-Japanese Economic
Cooperation (BER 13 & 8)

Messrs. Pierre EDDE, former Minister of Finance and President of the
Beirut Riyadh Bank, and Samyr SOUKI, Managing Director of the Lebanese public
relations and advertising firm, the Middle East Business Service and Research
Corporation, left for Japan on November 4 to discuss with their Japanese
counterparts the possibility of joint Lebanese-Japanese cooperation in West
Africa and Lebanon. Mr. Souki stated that since the visit of two Japanese
officials in April to Lebanon, the Japanese had made a detailed field study
of the possibility of such cooperation in various enterprises. He felt that
they were probably ready now to make concrete proposals in Tokyo. He mentioned
in passing that Edde's bank was interested in a development bank with participa-
tion by Japanese interests. Souki emphasized that cooperation would not be
limited to the two countries but that participation by American and West European
capital would be most welcome. (JHA)

5. UNCLASSIFIED - Conference on Economic Planning

There has been convened in Beirut, beginning November 6, 1961, a
conference on social aspects of development planning in the Arab States. This
conference is the third in a series of regional meetings organized under the
Expanded Program of Technical Assistance of the United Nations. The purpose of
the conference is to provide the appropriate authorities in the Arabic speaking
countries an opportunity to discuss practical questions relating to the
integration of social and economic development programming.

Participants,all at the under secretary level, are from Iraq, Libya,
Jordan, Kuwait, Lebanon, Morocco, Saudi Arabia, Sudan, Syria, the United Arab
Republic and Yemen. The United Nations is represented by its Regional Social
Affairs Office and by a member of the Near East Economic Unit.

The conference will last from November 6 to December 12, at the
conclusion of which a final report with the conference conclusions and
recommendations will be produced. (KS)

FOREIGN TRADE

6. UNCLASSIFIED - New Lebanese-Czech Trade Protocol

A new trade protocol was concluded on November 7, 1961, between Lebanon
and Czechoslovakia, replacing the one signed in 1957. It raises the value of trade
between the two countries from LL 9 million ($3 million) to LL 12 million
($4 million) a year each way, effective from the beginning of next year.

Czechoslovakia has agreed to buy 7,500 metric tons of citrus fruit and
50 metric tons of tobacco a year. The Czechs also agreed to buy LL 6.6 million
($2,.2 million) worth of other Lebanese products. Lebanon for its part will

Limport Czech machinery and capital goods. The Beirut Riyadh Bank is handling J
the clearing accounts. (JCW)
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[O REIGN TRADE (cont'd)

7. UNCLASSIFIED - Soviet Barter Deal for Lebanese Lemons Unsuccessful

The Soviet conmercial representative recently proposed to barter 10,000
MT of wheat against Lebanese lemons; however, the high price asked for local
lemons caused the deal to fall through. The Soviet representative is interested
in lemons- only because the Soviets are reportedly purchasing oranges from the
Gaza strip.

OFFICIAL USE. ONLY - COMMENT: Earlier in the season the Soviet Union
purchased 4,000 MT of Lebanese apples against 10,000 MT of flour so that it is
still obligated to buy 2,000 MT of citrus fruit under the Lebanese-Soviet trade
protocol, signed on January 23, 1961 in Beirut. The Soviet representative
is therefore expected to continue his barter attempts for Lebanese citrus fruits.
(MB/JHA)

8. UNCLASSIFIED - Chicaao Trade Fair

Mr. Ralph BERGSTEN, Managing Director, and Mr. Vilas JOHNSON, Director
of Foreign Affairstof the Chicago Trade Fair gave a large reception at the
Bristol Hotel on the evening of November 1 for over 200 Lebanese and Americans
in order to show a thirty-five minute color film of last year's Fair. The
guests included many importantt Lebanese including Mr. Philip BOULOS, Deputy
Prime Minister, four members of Parliament, and the Chief Justice.

OFFICIAL USE ONLY - COMMENT: Although the silent film was interesting
and colorful, it was not edited to impress the Lebanese. The spoken commentary
and simultaneous translations were not too successful. In a huddle with the
Chicago representatives the next day it was agreed that pre-editing films of
this type by splicing in additional footage for Lebanon would increase greatly

their impact and acceptance. (JCW)

9. OFFICIAL USE ONLY - Isbrandtsen Trade Fair

Mr. Jack SAADE, the local representative of the Isbrandtsen Line,
requested the Commercial Attache to visit his office on November 6 to discuss
past and future Isbrandtsen Trade Fairs. He requested the Embassy's help in
soliciting the return of the free space in the Free Zone area originally used
by the first Trade Fair, but not available for the next three. He also asked
that the Embassy consider supplying funds for advertising and for a cocktail
party to promote the fifth Trade Fair, which will probably arrive in Beirut
around February or March 1962.

OFFICIAL USE ONLY - COMMENT: The Embassy is assisting with the space
procurement and the publicity but does not intend to supply any funds for
advertising or for a cocktail party. (JCW)
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AVIATION

10. UNCLASSIFIED - Air Jordan Crews Stranded in Beirut

The six Americans who flew Air Jordan's two DC-6s to Beirut on
October 26 have informed us that they are now without funds or return trans-
portation to the United States. They have asked that we press the Manager of
Air Jordan, who is currently in Beirut, to provide them with funds and airline
tickets. The DC-6s, which have been repossessed from Air Jordan by American
Airlines, will remain in Beirut to be sold here.

UNCLASSIFIED - COMMENT: Air Jordan's manager has assured the Embassy
that tickets will be issued by United Arab Airlines for the six Americans and
their dependents and that Air Jordan will settle their Beirut hotel bills.
Whether these assurances will materialize remains to be seen. (JHE)

11. UNCLASSIFIED - Pan American Granted Temporary Authorization Increase
its Beirut Services

Pan American World Airways has been authorized to increase its
scheduled services to Beirut as planned (cf. BER 21), but only for thirty days.
The authorities have stipulated that within this period Pan American must
"justify" its increased frequencies.

CONFIDENTIAL - COMMENT: Pan American has been told by the Director
General of Transport, in effect, that since MEA is one of the largest employers
in Lebanon (2100 employees), if PAA's increased schedules cut into MEA revenues,
as it appears they might, the increases cannot be tolerated. He has urged Pan
American to explore with MEA the possible effects of the increased schedules
upon MEA operations and to reach some agreement with MEA that both airlines can
abide. (JHE)

LABOR'

12. OFFICIAL USE ONLY - UUEW Attitude Toward Supreme Council of National
Economy

The United Unions -of Employees and Workers (UUEW), in a protest
published in newspapers last week, objected vigorously to the exclusion of an
UUEW representative on the newly formed Supreme Council of National Economy.
The Council's members are chosen from among the country's leading interest
groups, i.e., associations of industrialists, engineers, merchants, Chambers of
Commerce, trade unions, farmers and the Ministries of Finance and of Labor and
Social Affairs. Their function is to advise the Ministry of National Economy
on development matters.

UUEW President Gabriel KHOURT objected to the naming of Jami'at federations 's
President Hussein Ali HUSSEIN, and Nabil GHOSN, ex Vice-President of the
Federation of Independent Trade Unions (FITU).
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LABOR (Con' d)

OFFICIAL USE ONLY - COMMENT: Khoury's blast was directed at the Cabinetand charged that tne UUEW has double the combined membership of the two otherfederations. His other argument was that among the UUEW officers are holders ofgraduate degrees in law and economics who are capable of making a contribution
to the Council's work. Wnat action would be taken, if the UUEW demand is refused,was not indicated in the letter of protest. Tnis move is seen here as merely
one of a series calculated to enhance the influence of the UUEW. (IDS)

AGRICULTURE

13. UNCLASSIFIED - Government 's Fruit Board Pushes Citrus Exports

The Fruit Board of the Ministry of Agriculture nas asked the Ministry
of Foreign Affairs to request representatives of the Soviet bloc countries with
which Lebanon has trade and payments agreements to submit their citrus fruit
import requirements from Lebanon for conclusion of possible sales. Presumably,because of anticipated large harvests of citrus fruits in the Mediterrean areas,the domestic market for citrus fruits has been very inactive. Tne exporters
and middlemen handling citrus fruit, however, consider the action of the FruitBoard an unwarranted interference in their export business.

UNCLASSIFIED - COMMENT: Even since the Fruit Board was authorized bydecree on September 29, 1961, to accept fruit on a consignment basis withoutcharging commission, it has taken a more active role to stimulate exports ofLebanese fruits. Tne growers have benefitted by obtaining better prices. Themarket has thus been enlivened by the activities of the Fruit Board.

INDUSTRY

14. UNCLASSIFIED - White Cement Plant Under Construction

A Lebanese company, which was incorporated on June 28, 1961, as theSociete Lebanaise du Cement Blanc, with a capital of LL 5 ($1.7 million) hasbegun construction of a white cement plant at Chekka. Machinery to produce70,000 MT annually has been ordered from France. Production is expected tocommence in about ten months. Tne backers of the project do not anticipate
producing more than 30,000 metric tons annually at first, enough to meet therequirements of the domestic market. They will presumably expand production asthe export market is developed.

UNCLASSIFIED - COMMENT: This plant will be located next to Lebanon'stwo cement plants and will probably use the extensive limestone depos its nearby.The plant will be in an excellent location for the export market if proposals
for a port development project at Chekka are carried out.(JHA)
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FINANCE

15. UNCLASSIFIED - Development Loan Ftmd

Messrs. Donald STOOPS, Karl KOHLER and Arnold LEIBOWITZ of the DLF
arrived in Beirut on November 8 for two days of conferences. They are meeting
with officials of the Banque de Credit Agricole Industriel et Foncier (BCAIF),
Societe pour l'Industrie des Mtaux (SIDEM) and El Bared. The three officials
discussed DLF problems in Jordan, Syria and the UR'If USCM officials who had
come to Beirut from those countries for that purpose.

The Economic Section of the Embassy (Commercial Officer) recently assumed
DLF responsibility passed to it by the liquidating USOM mission. (JCW)

ATOMIC ENERGY

16. UNCLASSIFIED - "Atoms at Work" Exposition Closes (BER 21)

The "Atoms at Work" exposition sponsored by the U.S. Atomic Energy
Commission in collaboration with the Lebanese Atomic Energy Committee, closed its
doors on November 8 after a month-long run. Some 66,000 persons visited the
exhibit. The ratio of visitors to the city's population was equal to Lahore
but more than Cairo -- the two cities where the exposition had appeared previously.
Lebanese scientists as well as one from Iraq, 40 from Jordan and 15 from Syria
attended the special nuclear seminar conducted by American scientists. Mr. Jesse
TAYLOR, the exhibit manager, felt that in Cairo there was greater interest shown
by professional scientists. (JHA)

TOURISM

17. UNCLASSIFIED - Annual Meetirg of Casino du Liban (BER 32)

At its annual stockholders meeting on November 3, the Casino du Liban
elected new members to the Board of Directors. It also decided to declare a
dividend of LL 2.50, which, however, will not be paid until the Government
approves the firm's application for exemption from income tax for the first
five years of operation. The capitalization was increased from LL 12 million
($4 million) to LL 18 million ($6 million)by permitting the present shareholders
to buy an additional share for each two shares held at the par value of LL 50
($16.67). The finds obtained will be used to construct a hotel and a sandy
beach.

UNCLASSIFIED - COMMENT: The Casino shares, which last January was
quoted at LL 140 ( 47), have dropped to LL 109 ($36) because of the impending
dilution. The expansion plans, however, indicate that the Casino is doing good
business and with a little patience should reward its shareholders well. (JHA).
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18. UNCLASSIFIED - American Business Visitors

The log of the Comnercial Office shows the following list of Americans
and representatives of American firms visiting the Embassy Commercial Section in
the two-week period from October 26 through November 8.

Mr. A. Van Zwaren, Parke, Davis International, Detroit; Mr. Jan Uytterlinde,
Yale & Towne International, Zug, Switzerland; Mr. C. A. Andreas, American
Standard, Beirut & New York; Mr. Abdullah Haida, representing Howe Sound of
New York; Mr. Vilas Johnson of the Chicago Trade Fair; Mr. Richard Severino of
Mack Trucks, Beirut & Plainfield; Mr. Ralph Bergsten of the Chicago Trade Fair;
Mr. Thomas Hauff, American Foreign Insurance Association, Beirut & New York;
Mr. Hollis L. Tompkins, Food Machinery International, San Jose, California;
Mr. Alfred Lilienthal, American-Arab Association for Commerce & Industry,
New York; Mr. William Persen, Business "International", New York; Mr. George R.
Campbell and Mr. Jacques Henrion, Parke, Davis & Company, Detroit; Mr. Kevin
McCourt and Mr. T. J. Davies of Hunter Douglas International, New York;
Mr. Edwin B. House, American Levant Shipping, Beirut; Mr. George N. Doukas
and Mr. Mario S. Spiteri representing Curtiss-Wright Corporation, New York. (JCW)

G
Evan M. Wilson

Charge d'Affaires a.i.

Contributors:

LCTihany, JHAshida, JCWeisert, JHEnnis, HDSnell, ISalem, MNBekhash

DEPT PLEASE PASS: Amman, Ankara, Baghdad, Cairo, Damascus, Jidda, Tel Aviv,
Tripoli, Prague, Tokyo, Moscow.
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SUBJECT: INTER-ARAB RELATIONS: Effects of Cairo-Damascus Tension on Lebanese

Climate of Opinion.
STMMRY

Currents of thought in the Lebanese climate of opinion regarding Syria
indicate apprehension by Christians and Mioslems that the new politico-economic
forms emerging beyond Lebanon t s frontiers may (a) ultimately prove to be
contrary to Lebanese interests, and (b) have an important bearing on the future
course and leadership of Arab nationalism. The overall result thus far of
these currents of thought is a general attitude of watchful waiting in
Lebanon re Syria. In the final analysis U.S. interests would be best served
by an open economic frontier between Syria and Lebanon.

During the past two weeks the Embassy has noted certain new currents in
the Lebanese climate of opinion regarding the possible effects of Syrian
independence on the Lebanese economy, and is reporting them because of their
politico-economic implications. In brief, some Lebanese, mostly Christian
businessmen, who early in October were most jubilant over the dissolution of
the UAR, now appear to be developing an anxiety complex about the future; while
other Lebanese, r stly politically engaged iMoslems, who seven weeks ago were
most irritated by/ rian secession, are now beginning to show more sympathy and
understanding for Syrian developments. Those formerly jubilant are now
apprehensive because the new economic and political forms emerging beyond
the Lebanese frontiers may ultimately prove to be contrary to Lebanese interests;
those formerly irritated are now less so, because the same new economic and
political forms emerging beyond the Lebanese frontiers may have an important
bearing upon the future course and leadership of the Arab nationalist
movement. In consequence, both major Lebanese factions are now carefully
watching developments in Syria and among the states traditionally reg ded as
component units of the Fertile Crescent concept.

The Lebanese economic elite is intently watching for indications mhe herthe economic rapproachement now in progress between Syria ont o
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Kand Iraq, SaudiArabia and Jordan on the other, mar eventually develop into a

regional Arab common market on a controlled-economy basis; and whether the degree
of economic cooperation now planned by these states is likely to serve as a
spring to reach the political goals of Fertile Crescent protagonists. Should
this prove case, the Lebanese economic elite and the Lebanese nationalists are
inclined to believe that Lebanese economic and political independence may
ultimately face a more serious threat than it did during the heyday of UIAR
near-hegemony in the Arab world. The threat would 'be more serious, according to
this school of thought, because economically Lebanon is more dependent on the
Syrian-Iraqi-Saudi-Jordanian complex than it is on Egypt, and also because a shift
in the Arab nationalist center of gravity from Egypt to the Fertile Crescent
region would constitute a geographically more immediate danger to Lebanon's
independence.

The Arab nationalists in Lebanon, on the other hand, are said to be anxiously
watching for symptdas which may portend a weakening of Nasser's position in Egypt
and in the Arab world. Arab nationalism, it is pointed out, was here before Nasser
and will be here after him, because it is too potent an ideological force to
remain politically unexploited. Should the choice present itself between a
Nasserite leadership waning in influence and a new locus of Arab-Moslem political-
economic strength, it is agreed that Lebanese Moslems and Arab nationalists will
have to shift allegiance from the former to the latter. Syria and its adjacent
area should be watched without overt hostility, this school of thought holds, because
the banner of a new and more successful form of Arab nationalism may be planted
there.

If the two main currents of thought summarized above continue expanding under
the influence of events yet to come, the result in Lebanon may be an eventual
revolution in politico-economic thinking and groupment. The predominantly
Christian economic elite may completely reverse its position and become hostile
to the new Syria; while the overwhelmingly Moslem Arab nationalists may also do
a volte face and become as fervently pr'o-Syrian as they have been passionately
pro-Nasser. In consequence, the Lebanese Government, which must be responsive to
the interests and ideologies of both major Lebanese factions, would have to be
able to stand up under continued and intensified stress and pressure. Intensification
would be due to the strategic implications of a possible shift in the Arab
nationalist center of gravity from Cairo to Damascus or to another geographically
closer Arab capital.

In the narrower sphere of Lebano-Syrian relations, the Embassy has been
able to detect the following main categories of attitudes to the Kousabati. regime.
First, there is an emotional attitude taken by some Moslems and some Christians,
hostile in the case of the former and sympathetic in that of the latter. Since
the new Syria symbolizes a defeat for Nasser, the Christian masses exult while
the Moslems in the Basta mourn the misfortune of their idol. Beyond these
primitive reactions, however, there are two other cogent and sophisticated
attitudes. The first of these attitudes is conditioned by the possibility that,
as some say, "Nasser may be back in Syria by January." This possibility is
keeping some Christians from becoming completely pro-Syrian; while it is
preventing some intellectually wavering Moslems from abandoning Nasser. The .
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(second of these attitudes springs from the appraisal that the Syrian secession
may ultimately lead to a realization of Fertile Crescent ambitions. This
possibility spurs some Christians to extreme caution in welcoming the new Syria
as a source of influence beneficial to Lebanon, while it also alerts some Moslems
to eventual profit which may yet be drawn for the cause of Arab nationalism in
Lebanon from the lands of the Fertile Crescent.

The overall result thus far of these shifting currents of thought is a
general Lebanese attitude of watchful waiting. This posture is reflected in
the Karame cabinet 's statement of policy, which cautiously skirts the Syrian
problem. The period of waiting and of uncertainty is made more difficult for
Lebanon and its new government by virtue of the fact that two forces of
attraction continue operating: one from Cairo and another from Damascus.

At this writing one should not exclude the possibility that eventually both
Christian and Moslem sympathies may settle on or swing to the new Syria. ShouldNasser's hold on Egypt and on the Arab world show significant signs of
weakening, sophisticated Lebanese Christians would cast in their lot with Syria
with forebodings; political Moslems, with enthusiasm. The economic elite herewould probably accept immediate economic advantages from Damascus thou-ghpregnant
with long-range political disadvantages. On the other hand, if Lebanon's present
attitude of watchful waiting is prolonged unduly, the Kouzbari regime may
continue to maintain a UAR-type closed frontier between Syria and Lebanon. The
Lebanese, in their turn, may reason that even with the UAR on their border and
with transit trade declining, their country was able to prosper. The economic
sanctions, however, that the new Syria, reinforced by its Iraqi, Saudi and
Jordanian friends, may be able to apply could be more severe than those maintainedby the UAR. For example, the main commercial outlet for Lebanese fruit is the
immediate Arab hinterland. If this outlet should be shut off, Lebanon would befaced. with two choices: either start growing cereals instead of fruit or
concentrate more on its now secondary Bloc fruit market. The first choice would
be unpopular, because fruit raising has proved to be more feasible and economical
for Lebanon than wheat growing. The second and more likely choice would call foreconomic and ultimately political concessions from Lebanon to the Bloc, and would
gradually increase Lebanese vulnerability to Bloc penetration. In the final analysis,
therefore, U.S. national interests and objectives would be better served by an
open rather than by a closed economic frontier between Syria and Lebanon.

At the present juncture the coming economic and political pattern of the
Levant and its hinterland can only be conjectured. As for as Lebanon's role in
arranging this new pattern is concerned, one of the reporting officer's
contacts was probably right in pithily stating: "The Lebanese are merchants
and will take the best offer.{

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

FOL - Mr. Ramsaur
Dept. Please Pass to: Amman, Baghdad, Damascus, Jidda, Cairo
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1. 1. HIGHLIGHTS - UNCLASSIFIED

Although the Ministerial Declaration of the Karame cabinet (see
Embas '!s A-96, Nov. 20, 1961), published on November 16, dealt significantly
with problems of finance and development planning, as well as social security
and long-lagging public works projects, it made no mention of foreign economic
relations. This probably stems from the current wait-and-see attitude prevailing
in Lebanese economic and commercial circles, who are uneasy over the Syrian
economic negotiations with Iraq, Saudi Arabia, and now Jordan, which could lead
to a measure of economic cooperation among these countries prejudicial to the
Lebanese merchant interests. (See item 2).

The dollar rate rose slightly during the reporting period, probably as a
result of pre-Christmas stocking by the business community. The rate at close
of business November 21 was L£ 3.015.

ECONOMIC RELATIONS

2. UNCLASSIFIED - Politico-Economic Thinkinq in Lebanon Affected by
Cairo-Damascus Tension

Having concluded economic agreements both in Baghdad and Jidda, a
Syrian delegation was due to begin negotiations in Amman on November 20 for

a similar treaty with Jordan. It is believed that Lebano-Syrian talks aimed

at an economic agreement between the two countries will start only after the

impending visit of a Lebanese ministerial delegation to Damascus. In the

meantime the Embassy has heard that Syrian businessmen, apparently in antici-

pation of closer trade relations between Lebanon and Syria, may be placing

"relatively important" orders for coffee (Brazilian) and tea (Ceylonese) in
the Beirut Free Zone.

CONFIDENTIAL - COMMENT: During the past two weeks the Embassy has

noted certain new currents in the Lebanese climate of opinion regarding the
possible effects of Syrian independence on the Lebanese economy, and is

reporting them because of their politico-economic implications. In brief,
some Lebanese, mostly Christian businessmen, who early in October were most

jubilant over the dissolution of the UAR, now appear to be developing an
anxiety complex about the future; while other Lebanese, mostly politically
engaged Moslems, who seven weeks ago were most irritated by the Syrian
secession, are now beginning to show more sympathy and understanding for
Syrian developments. Those formerly jubilant are now apprehensive because

the new economic and political forms emerging beyond the Lebanese frontiers

may ultimately prove to be contrary to Lebanese interests; those formerly
irritated are now less so, because the same new economic and political forms

L IJ
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ECONOMIC RELATIONS -(Item 2 con'd) From__1 ____t

emerging beyond the Lebanese frontiers may have an important bearing upon the
future course and leadership of the Arab nationalist movement. In consequence,
both major Lebanese factions are now carefully watching developments in Syria
and among the states traditionally regarded as component units of the Fertile
Crescent concept.

The Lebanese economic elite is intently watching for indications whether
the economic rapprochement now in progress between Syria on the one side, and Iraq,
Saudi Arabia and Jordan on the other, may eventually develop into a regional
Arab common market on a controlled-economy basis, and whether the degree of
economic cooperation now planned by those states is likely to serve as a spring-
board to reach the political goals of Fertile Crescent protagonists. Should
this prove to be the case, the Lebanese economic elite and the Lebanese
nationalists are inclined to believe that Lebanese economic and political
independence may ultimately face a more serious threat than it did during the
heyday of UAR near-hegemony in the Arab world. The threat would be more serious,
according to this school of thought, because economically Lebanon is more dependent
on the Syrian-Iraqi-Saudi-Jordanian complex than it is on Egypt; and also because
a shift in the Arab nationalist center of gravity from Egypt to the Fertile
Crescent region would constitute a geographically more immediate danger to
Lebanon's independence.

At this writing one should not exclude the possibility that eventually
both Christian and Moslem sympathies may settle on or swing to the new Syria.
Should Nasser's hold on Egypt and on the Arab world show significant signs of
weakening, sophisticated Lebanese Christians would cast in their lot with Syria
with forebodings; political Moslems with enthusiasm. The economic elite here
would probably accept immediate economic advantages from Damascus though pregnant
with long-range political disadvantages. On the other hand, if Lebanon's present
attitude of watchful waiting is prolonged unduly, the Kouzbari regime may continue
to maintain a UAR-type closed frontier between Syria and Lebanon.. The Lebanese,
in their turn, may reason that even with the UAR on their border and with transit
trade declining, their country was able to prosper. The economic sanctions,
however, that the new Syria,:reinforced by its Iraqi, Saudi and Jordanian friends.
may be able to apply, could be more severe than those maintained by the UAR. For
example, the main commercial outlet for Lebanese fruit is the immediate Arab
hinterland. If this outlet should be shut off, Lebanon would be faced with two
choices: either start growing cereals instead of fruit or concentrate more on
its now secondary Bloc fruit market. The first choice would be unpopular,
because fruit raising has proved to be more feasible in and economical for Lebanon
than wheat growing. The second and more likely choice would call for economic
and ultimately political concessions from Lebanon to the Bloc, and would gradually
increase Lebanese vulnerability to Bloc penetration. In the final analysis,
therefore, U.S. national interests and objectives would be better served by an
open rather than a closed economic frontier between Syria and Lebanon.

L I
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ECONOMIC RELATIONS (Item 2 cont'd)

At the present juncture the coming economic and political pattern of the
Levant and its hinterland can only be conjectured. As far as Lebanon's role
in arranging this new pattern is concerned, one of the reporting officer's
contacts was probably right in pithily stating: "The Lebanese are merchants
and will take the best offer." (See Embdesp 292, Nov. 20, 1961). (.LCT)

3. UNCLASSIFIED - Syrian-Saudi Trade Agreement Concluded

A trade and payments agreement was concluded last week between Syria
and Saudi Arabia. The agreement, according to unofficial sources, provides,
in addition to encouraging trade between the two countries, for the promotion
of capital movement and investment. Similar provisions were included in the
Syro-Iraqi trade and payments agreement which indicates, among other things,
the interest of the Syrians in encouraging Arab investment in Syria.

OFFICIAL USE ONLY - COMMENT: It is unlikely that this policy would
redirect any significant part of the inflow into Lebanon of Arab capital to
the Syrian market. It will be a long time before confidence in the Syrian
economy, security and stability, and the adequate development of the financial
institutions in Syria can present real competition to the Lebanese economy in
this connection.

The conclusion of the Syrian Trade Agreement with Saudi Arabia appears
to confirm the Embassy's prediction made in its last BER that Syria is likely
to come to economic agreement with its other Arab neighbors before opening
negotiations with Lebanon. At this writing a Syrian economic delegation is
reported to be in Amman. (LCT/KS)

4. UNCLASSIFIED - Cypriot-Lebanese Trade Talks Adiourned

The Ministry of Foreign Affairs announced on November 20 the adjournment
of the trade talks with Cyprus. The Cypriot delegation returned to Nicosia to
review its draft agreement with the Government of Cyprus prior to another
meeting in the near future. This second meeting will be held in Nicosia.
Negotiations also included discussions on an air agreement between the two
countries.

LIMITED OFFICIAL USE - COMMENT: Mixed into these talks and possibly
the reason for the adjournment are two subjects either of which could generate
some heat. One, a Lebanese offer "to help Cyprus do without the Israeli market
and at the same time combat Israeli penetration of the island"; and two, a
demand by the Cypriot delegation, acting under alleged British European Airways
pressure, for fifth freedom air rights between Beirut and Kuwait. GOL policy
is against granting fifth freedom rights to foreign carriers between Arab
capitals. Thus, as with the Czech-Lebanese trade talks, a pattern of tying
trade to air agreements may be emerging. (LCT/JCW)

LI J
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ECONOMIC DEVELOPMENT

5. UNCLASSIFIED - Litani Revisited (BER 22)

O November 18 the Charg6 and the Chief Economic Officer visited the
Litani project at its three major stages: Karoun, Markabi and Awali. They were
informed that the generation of power is to begin early in January and that aformal inauguration would take place between January 15 and February 15, 1962.

OFFICIAL USE ONLY - COMMENT: The visitors were greatly impressed by
the enthusiasm and feverish activity at the dam site but have reservations
concerning the generation of power as early as January. The two turbines. at
Markabi will start turning only when the Karoun dam has reached the minimum'
necessary level of 818 meters (the floor of the dam being 800 meters above
sea level). At the present time a huge gap remains to be filled with rocks
between the arch-type flanks of the 1,600 meters long dam, the right-flank
arches of which (looking north) may have to be demolished. A small lake has
begun to form in front (north) -of the dam and will eventually extend to 8:..kros.
in length and to 4 or 5 kons. in width. When the dam reaches the height of
841 meters, the lake will contain 60 million cubic meters of water; when and if
it rises to the height of 858 meters, water content will increase from 60 million
to about 200 million cubic meters.

An additional complication is posed by the fact that the non-porous
geological stratum ends a short distance before the dam. Concrete injections
were in progress to provide water-tightness in the area of potential seepage.
The "foot-passage" at the bottom of the dam was approaching completion and the
north: exposure of the dam was being covered with a re-inforced concrete facing.
The extent of possible seepage will not be known until the dam reaches a level
between 818 and 830 meters. If, in spite of the injections, the seepage assumes
large proportions, some of the present plans will have to be modified.

Downstream at Markabi the visitors were surprised to see that the power
plant is not in a conventional building but inside the mountain. The accompanying
Litani engineers explained that this arrangement had been made in order to
provide for greater security, especially in time of war. The cavity is large
enough to serve as a civil defense shelter for a fair-size town. The axis of
one of the turbines has been installed; the other axis, as well as additional
machinery, were lying around in crates marked with the name of the Austrian
firm ELIN. The transformers were in a locked-up area of the plant and the visitors
were unable to see them because the accompanying engineers did not brave the keys.

At the Markabi entrance of the famous, once sand-obstructed Awali tunnel
water was pouring out at the rate of 300 cubic liters per second. This problem
also is awaiting solution. Since it was dark by the time the visitors passed
the Awali entrance of the tunnel, they were able to confirm only the fact that
work is in progress from that direction also.

According to the engineers guiding the visitors, the main results of the Litani
project, when and if completed in a scheduled period of 3 - 4 years, will be a 15
percent increase in the electric power now available to Lebanon, and the irrigationof the now arid mountain area of South Lebanon between the Beka'a and the sea. e
climate of the South Bekata may also be changed by the large artificial lanke whichwill form north of the Kar (See Embdop 253 -Otober 31, 1961). (LCT)
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INDUSTRY

6. LIMITED OFFICIAL USE - First Lebanese Steel Inqot Produced

The Consolidated Steel Company of Lebanon produced its first steel
ingot recently when its plant at Amchit, just north of the historic city of
Biblos (now known as Jebail), went on steam on November 1. (See Despatch 392,
December 5, 1960.) The owners claim proudly that it is the first stell ingot
produced in the Arab Middle East outside of the United Arab Republic. This
plant, equipped with German machinery, is just being broken in. Ingots are
presently being stockpiled to be rolled into semi-finished forms on its
rolling equipment. The Beirut branch of an American bank is financing the
entire working capital requirements of the mill. These bankers are confident
that this mill should be a profitable enterprise.

LIMITED OFFICIAL USE - COMMENT: No publicity of any kind has been
made locally in spite of the obvious significance of this event. The owners
are keeping very close-mouthed and have asked the Embassy to do likewise.
A despatdh on this plant will be submitted as soon as a promised plant visit
materialized. (JHA)

7. LIMITED OFFICIAL USE - Chemical Fertilizer Plant (BER 13)

The local German representative of Phoenix-Rheinrohr A.G. has
confidentially informed the Embassy that all steps necessary for the
construction of a chemical fertilizer (ammonium sulphate) plant in Lebanon
have been completed. A Lebanese corporation has been established, and
licenses have been obtained for duty free importation of all the machinery.
The Lebanese Government has also agreed to levy a duty of 25 percent ad valorem
on all ammonium sulphate imports (hitherto duty free) once the plant commences
operations. Only the plant site remains to be purchased. Location will be on
the coastal plain north of Beirut. The plant will not use off-gases from the
oil refineries but will employ imported ammonia gas and other raw materials from
Libya. The project is being backed by American-German interests who have been
operating very quietly to keep the prices of potential plant sites from
skyrocketing. The promoters hope to start work on the project within five
months. (Despatch being prepared.) (JHA)

FINANCE

8. UNCLASSIFIED - BCAIF Received BSL Loan of LL 10 Million (BER 9)

Last April when the business community was complaining about the
tight money situation, the Finance Minister promised to introduce a bill
to permit the Banque ,d Syrig, dq, jyLiban (BSL) to loan BCAIF LL 10 million
for agricultural purposes. The Embassy has recently been informed that the
bill was approved by Parliament last month.

CONFIDENTIAL
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UNCLASSIFIED - COMMENT: Actually the local money market began to ease
about three to four months ago under the impact of the following combination
of factors: greatly increased inflow of capital, acceleration in government
spending and cautiousness by the banks in extending credit because of some
bankruptcies. (JHA)

9. OFFICIAL USE ONLY - Successful DLF Meeting with Sidem.
El-Bared, and BCAIF (BER 23)

Development Loan Fund Loan Officer Donald STOOPS and his two
colleagues, Engineer KOHLER and Attorney LIEBOWITZ concluded a successful
two-day session in Beirut on November 10. The status of the loan of SIDEM
(Societe pour l'Industrie des Metaux) was reviewed with the principals.
Adjustments caused by the delivery delays were discussed and SIDEM will
forward its written suggestions to Washington within the near future.
The El-Bared Loan, ($500,000 authorized) which for many months had been
stymied, was finally unblocked by being switched over to BCAIF (Banque
de Credit Aqricole. Industriel, et Foncier) where it will become part
of BCAIF's portfolio under BCAIF's original five million dollar DLF
authorization. With good luck, the new paperwork may be completed by
year's end. This will reduce DLF's authorized loans in Lebanon from
$5,900,000 to $5,400,000, but it will increase disbursements by one-half
million.

OFFICIAL USE ONLY - COMMENT: Stoops and company handled two
delicate situations extremely well and have gone far in refurbishing the
somewhat battered DLF prestige in Lebanon. Their trip was necessary
and worthwhile. (JCW)
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UNCLASSIFIED -Isbrandtsen Trade Fairs (BERs 22 and 23)

The Commercial Officer, together with Mr. Jacques SAADE of Rodolphe.
Saade and Company, agents for the Isbrandtsen Line, visited the Conseil Superieur
des Douanes on November 20, 1961. The purpose of their call was to make
represenations in behalf of the Isbrandtsen Company for the return of the space
in the Free Zone (originally used by the First Isbrandtsen Fair in November 1960)
for the Fifth Isbrandtsen Trade Fair expected sometime in February 1962. This
Free Zone space is rent "free" and, if secured, should save Isbrandtsen at least
1000 of the #2600 cost of the Fourth Fair in Beirut which closed October 30.
The Director General of Customs, Mr. Ihsan G. BEIDOUN, interposed no particular
objections, but did ask that an official Embassy request accompany the Isbrandtsen
petition. (JCW)

11. UNCLASSIFIED - First Shipment of Brazilian Coffee Arrives (BER 15)

The newly established Brazilian central warehouse for the Middle East
marketing area, located in the Free Zone of the Port of Beirut, received on
November 9 its first shipment of 50,000 sacks of Brazilian coffee, destined for
distribution to other countries in the area. The shipment, met by the President
and other representatives of the Brazilian Coffee board, arrived on the SS LLOYD
PARAGUAYO, whose visit inaugerated the new monthly service between South America
and the Middle East established by the Brazilian shipping line Lloyd Brasiliero. (DRM)

12. UNCLASSIFIED - Guinea Requests Free Zone Facilities

Probably encouraged by the Brazilian success, the new Guinean Consul
General last week delivered to the Foreign Office a request for the establishment
of regional warehouse facilities in the Beirut Free Zone for the distribution
of Guinean products, mainly coffee and wood;. (DRM)

AGRICULTURE

13. UNCLASSIFIED - Wheat Office Sales of Seed Grain

Last week the Lebanese Meat Office started its sales of seed grain
to individual farmers for the 1962/62 planting season (fall and early winter).
These sales are expected to include the office's stock holdings of 600 metric
tons of imported seed wheat, as well as 900 metric tons of seed wheat and 10
metric tons of seed barley, propagated locally. A year ago, seed grain sales by
the heat Office were confined to 800 metric tons of seed wheat (1,200 metric tons
imported, and 600 metric tons propagated locally). (MB)

LABOR

14. UNCLASSIFIED - Tannery Workers Gain Wage Increase

An agreement was signed November 16 between the Tannery workers UnionJ
d the tannery owners providing for the following wage increases, retroactive
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15. UNCLASSIFIED - SYG of International Graphical Federation Visits
Lebanese Affiliate

Mr. Charles WOERLER, Secretary General of the International Graphical
Federation (member of ICFTU), was in Beirut November 12-14 to visit the
Federation's new affiliate, the local Printing and Bookbinding Workers Union,
for discussion of various matters concerning the trade. (HH)

COMMERCIAL OFFICE

16. UNCLASSIFIED - American Business Visitors

The log of the CGnnercial Office shows the following list of Americans
and representatives of American firms visiting the Embassy Commercial Section
in the period from November 9 through November 20.

Mr. Richard Deichler, President of Intercontinental Hotels, New York;
Mr. Rene Lambert, Resident Manager, the Thoenicia Hotel, Beirut; Mr. James D. Fox,
Assistant General Manager - Development Pan American World Airways System,
New York; Mr. Ben Niedermeyer, Sr., Niedermeyer-Martin Company, Portland, Oregon;
Mr. Charles Allen, the Pepsi-Cola Company, Beirut; Mr. Gregory Carroll, Bank
of America, Beirut and San Francisco; Mr. Amos Eves, The National College, Beirut;
Mr. Jacques Saade, Agent for Isbrandtsen Lines, Beirut and New York; Mr. Ray
Conyngham, the Wrigley Company, Chicago; Mr. Farid Nammour, the Coca-Cola Bottling
Company, Beirut; Mr. Donald Stoops, Mr. Karl Kohler and Mr. Arnold Liebowitz,
Development Loan Fund, AID, Washington. (JCW)

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

Contributors:

LCTihany, JHAshida, JCWeisert, MNBekhash, KISalem, HHaddad

EPT PLEASE PASS: Amman, Ankara, Baghdad, Cairo, Damascus, Jidda, Tel Aviv,
Tripoli, Prague, Tokyo, Moscow.
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SUBJECT: The New Lebanese Government's Statement of General Policy.

On November 16, 1961 Mr. Rashid KARAME, Head of the new Lebanese Govern-
ment read before the Chamber of Deputies his government's statement of
general policy on which he obtained confidence by 63 votes to 18 and 1
abstention.

Enclosed is an English translation of this statement as released by
the government itself.

Public reaction to the Statement, as reported by the press, can be
summarized as follows:

It is traditional for the government to make promises and to forget
later to keep them. But the present government seems to be willing to break
with this practice; it is apparently not entering into any engagement
which it is not in a position to carry out.

An innovation on the part of the new government is the time schedule
of projects to be carried out within one year. Should the government
succeed in executing even less than half the planned projects, it would
perform a great mission, whites the press.

In addition, this is the first time, the press states, that a c
Lebanese Cabinet of Ministers has in its statement of policy so plaily
spoken of definite measures to be taken for the establishment of a central
bank after the termination of the note issue concession granted to be
Banque de Syrie et du Liban.

For the har e d'Aff re i.:

Enclosure: a /
The New Lebanese Government's

L Stateme t of General Policy.
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GOVERNMN NT STATEMENT OF POLICY

delivered by

H.E. RASHID KARAE, LEBANESE PRIME MINISTER
at the vote of confidence session

November 16, 1961

Honorable members,

It is our strong belief that the most important should supplant the im-
portant. With this end in view, we, in this statement of ours, deem it
adequate to outline the broad lines of our general' policy, confining it to the
general projects and general plans which, we believe, we shall be able to per-
form, As regards other matters and affaires, these fall under the normal
responsibility of the Government which, we hope, we shall be able to carry out
properly.

Lebanon's General Policy Based on Sound Principles

The general policy of the state is permanent and dependent on sound prin-
ciples emanating from the reality of our country and the interests of our
people in their various factions; our policy is centered on justice and equality,
its core being affection, tolorance and fraternity among the citizens, pre-
serving and solidifying national unity and maintaining Lebanon's status its
independence and sovereignty at all times and in all circumstances.

Lebanon is a Faithful Neighbor to Syria

It is this fact that formulates for us the general internal and external
Government policy. In the Arab domain, we affirm our earnest deisre that our
relations with all the Arab countries remain fraternal and friendly relations.
We would like at this critical moment to emphasize the importance that we
attach to the unity of the Arab Line and the role that Lebanon should play in
the domain of its message in the Arab world in order to realize this aim, so
that all the Arab states may direct their efforts and potentialities towards
defending their great causes, particularly the Palestinian and the Algerian
causes. We also express our belief that the Arab League is the best medium to
bring closer together all the Arabs to co-operate and unify their efforts
within the purview of its Charter, it being the best means for solving their
disputes, purifying the atmosphere strengthening the ties of solidarity and
their co-operative work.

In this respect, we hereby assert our greatest care to ensure that the
Lebanon will always remain the sincere neighbor to its sister, the Syrian
Arab Republic as well as to all other Arab states, appreciating this duties
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and rights as an Arab state avoiding all kinds of interference in the internal
affairs of all brotherly Arab countries and respecting the status of every
country and the desires of its people.

In the general international field, our policy is founded on bases of
friendship, respect and equity within the scope of the United Nations Charter
to which werare bound in letter and spirit, affirming that we shall abide in
all international fields by what we are bound to observe as a result of our
embracing a policy of neutrality and non-alignment in the international fields.

Social Equity and Freedom of Trade and Industry

In the internal domain, the general policy of our Government aims first and
foremost at providing a -greater share of social equity by way of diminishing
the dissimilarities between Lebanese economic fields and others and by attempting
to contract the differences in the development and evolution between various
Lebanese districts and factions.

We believe that we need hardly stress the necessity of safeguarding the
principle of freedom in general economy and the encouragement of individual
activities in the collective interest which requires the encouragement of in-
dustry and the improvemtn of its methods of work with a view to strengthening
the standard and the quality of production, the provision of work to a great
majority of the citizens as well as the widening of the scope of commercial
activities, taking into full consideration the interest of the consumer.

Reorganization of the Ministry of Planning

In order to be able to forge ahead towards acheving these objectives, the
Ministry of Planning should be reorganized on more effective bases for it is
its bound and duty to prepare basic plans for the development of economy in the
country and we shall therefore submit a draft law for this purpose before the
end of this year and we shall accord special attention to the Development
Training Istitute, to the Department of Public Statistics and to the establish-
ment of a national institute for educational research.

The Part Played by the Ministry of Finance

The Government cosiders that the Ministry of Finance should as from today,
play a greater role than its traditional one by way of undertaking the classi-
fication, the planning and the enforcement of all matters pertaining to
currency and taxes with a view to meeting the economic and social requirements
and the simultaneous supervision of the administrations of funds of independent
services.

In order to meet these requirements, we shall establish along the present
administrations, new basic administrations the important of which is the
Council'ef Currency and Loans. We shall also prepare studies and possibilities
for the control of banking statistics and the organization of banking, the

UNCLASSIFIED
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e stablishment of a development bank for the encouragement of loans for long
periods and the establishment of a central bank so that it may commence its
work immediately after the expiry date of concession of the issue of currency
granted to the Bank of Syria and Lebanon.

Reconsideration should be given to the tax laws with a view to clarifying
and classifying some of them and amendment of the scale of taxes on a fully
equitable basis insuring that such reconsideration should in no way affect the
index of costs or the attraction of foreign capitals.

Strengthening of the Government's Prestige

We wish to assure you that our Government will pay great attention to public
security in the country and will ensure the enforcement of the law and the
purification of the moral atmosphere so that the administration may be able to
carry out its responsibilities in an expeditious and effective manner, aloof
from all and sundry personal influences.

We shall continue to apply the new law of judicial organisation aiming at
raising the standard of justice, ensuring the settlement of cases and the
proper function of the court, resorting to you in every case where we conceive
a necessity of amending of the procederial provisions.

Carrying out the Projects According to a Time Schedule

As regards the execution of the schemes and projects wherefor funds had
been provided in the budget, the Government will undertake their execution in
accordance with a fixed program which we deem expedient to attach to this
statement of policy for your perusal of its details, stressing the importance
of this new method in binding the Government to carry out constructional works
at fixed periods.

In addition to this program, we plan to co-operate with the press with a
view to reaching an agreement on a new draft law for the regulation of the press
activities and for making publicity for the Lebanon, at home and abroad a
serious and fruitful act. As to tourism, it has become incumbent upon the
Lebanon to act in the touristic field on the basis that it is one of the impor-
tant elements of our national economy and that its development requires the use
of modern technical methods.

Reorganization of Higher Education

With our due appreciation of the activities of private schools and with a
view to ameliorating the quality of Government education, our Government will
accord special attention to raising the standard of this education in all its
branches and degrees the generalisation of elementary education so as to make
it compulsory and to strengthen technical and professional education as well as
the raising of the standard of educational communities, hoping to co-operate
with you very shortly in the study and approval of the high education organi-

Lsation draft law which has been referred to your Chamber by the preceding IJ
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F Government. The Government also hopes to co-operate sincerely with those
concerned to find a final solution for the case of teaching law.

Social Security

Starting in our program by providing more of social equity we list at the
top of our program the realisation of social security at consecutive stages,
the enactment of a draft law to regulate the work of foreigners in the Lebanon,
in order to safeguard the national manual labor, a draft law for professional
training, a draft law that would pave the way for collective contracting and
application of the principle of intermediary and arbitration, a draft law for
the amendment of some of the provisions of the labor law as well as the pro-
vision of free medical treatment and medicine for the indigent, the provision
of inexpensive medicine to all other citizens, the realization of the agricul-
tural guidance scheme, afforestation, the choice of good land, the regulation
of exploiting concave waters with the object of settling the farmer in the
country and improving his condition.

Honorable members,

It is true that what has been couched in this statement of policy and the
attachment thereto is not all what the country aspires, however, we have
preferred to confine our statement to what we believe lies in our power to put
into effect, intending to complete the last stages of the administrativerre-
form beginning with the practical application of the provisions pertaining
to decentralisation, so that the high objectives aimed at by this reform may
be completely realised, taking upon ourselves at any rate to exert all possible
efforts, sacrifice and sincerity towards surmounting the difficulties which
encounter the path of good rule.

On this basis, we approach your honorable Chamber with the request of your
granting us your valuable confidence so that we may proceed in our work that
would ensure to the Lebanese the means of security and prosperity, availing
ourselves of thisopportunity to express to our brethren and relatives over-
seas affectionate and sincere regards and imploring the Almighty God to
safeguard our Lebanese "Patrie" Arab, Free, Independent.
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SUPPLFIEN1'

Outline of Projects

The Government has laid down its program for the forthcoming fiscal year in the
light of the needs of the different districts according to their importance.
It has earmarked the necessary steps for the study and execution of all the
new and current projects which have been set equally for the different districts
during 1962; in order that the work may encompass, in every step different
divisions at a time in the various four Lebanese districts, which leads to the
employment of local manual labor, the encouragement of the construction movement
and to assuring the inhabitants of these districts, in a practical way that
the road, water, electricity and educational institutions projects will embrace
shortly all areas which have been until now, deprived of these projects.

We hereby outline the projects which will be executed during the first and the
second semesters of the coming year:

No. Kind of work

1 Road projects

During 1st semester 1962

A. Submission of studies &
tenders for:

8 kms. international
roads

20 " main roads
20 t touristic & ar-

cheological roads
20 " local and minor

E8 kms +

During the 2nd semester 1962

Submission of studies and
tenders for:

12 kms. international roads

30 kms. main roads
5 kms touristic and arche-

ological roads
10 kms local and minor
57 kms = 125 kms.

The most important of these projects are the tenders for the
following roads:

- Zgharta, Ihdin, Bshirri
Al Arz, Deir al Ahmar

- Al Hadath, Tannuring, Lekluk
- Different sections between

Beirut and Mdeirej
- Furn el Shubbak, Sin al Fil
- Dog river, Jeita, Raifoun
- Muktara, Jezzin
- Tyre, Bint Jebeil
- Crossroad Zebdel, Mahgara
- Beirut Tripoli highway

Sarba Jounieh division
- Sidon southern entranceL

- Tripoli Sirr
- Bahsas, Kosba, Behirri
- Byblos, Ahmej, Lakluk
- Maameltein, Gazir, Yahshus
- Araya, Abadiah, Kbei'
- Tayyuna, Shiyah
- Sidon, Jezzin
- Shtoura, Zhale
- Masna', Marjeoun
- Beirut Tripoli highway
- Junieh Maameltin section
- Zahrani, Nabatieh

UNCLASSIFIED
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1 Road projects

2 Constructional
works and civil
planning
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During 2nd semester of 196

Tenders
for 200 essential kms
for 60 deprived villages
in the different districts
- Submission studies and

plans for the remaining
300 kms for 150 deprived
villages in the different
districts.

- Preliminary works for the
1st part of the Government
city project

- Laying of the organi-
sational basis & the sub-
mission of the final ori-
entation plan for the
greater Beirut project.

- Laying of foundation
stone for the Lebanese
pavillion at Tripoli Fair

- Commencement of the cons-
tructionof some roads &
gardens in Tripoli Fair

- Constructions in the
Free Zone at B.I.A.

- Construction & completion
of 30 schools distributed
in all the districts from
the independent fund

- Construction of 3 vocation-
al schools in the districts
and the equipment of the
present vocational schools

- Submission of studies
and plannings and tenders
for some Muhafazab, Kazats
(Civil planning work)

- Construction of laborers'
houses

- Construction of public
gardens

- Construction of a slaughter
house in 1 village

- New planning for 13 villages
- Construction of internal
roads in 25 villages

- study of draining system s
for 6 villages

FORM FS-439a
6-1-60

P
B. Submission of studies and

plans for 800 kms essen-
tial for 250 deprived vil-
lages in the different
districts

- Completion of plan and
expropriation for the
Government city project

- study & plan for new
prision and leprosy hos-
pital

- study & plan for greater
Beirut project

- Completion of expropriation
transaction for the Tripoli
Fair & putting a general
plan for it

- Repairs & lighting at
B.I.A. station

- Establishment and comple-
tion of the construction
of 20 schools distributed
in different districts
from the independent fund

- Completion of 3 vocational
schools and the completion
of the vocational city at
Dikwany

- Completion of work in 5
Government buildings and in-
3 custom posts and at the
Presidential place at Baab-
da as well as the place of
justice in Beirut.

- Completion of the construc-
tion of hospitals in diffe-
rent Muhafazats, & equip-
ment & completion of 10
rural hospitals

- Tenders for the study of -
civil planning works in the-
Muhafazats & Kazats (24 posts
were decided on the recom-
mendation of Irfid plan
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No. Kind of work

2 (cont'd)

3 Construction
& loans to those
people who suf-
fered losses as
result of the
earthquake

4 Water projects

During 1st semester of 1962

- Establishment of 4 munici-
palities in 4 villages

- Construction of slaughter
house in 3 villages

- Construction of 15 inter-
nal roads in 15 villages

- New planning for 7 villages
- Study of drainage for 10

villages
- Construction of draining
& refining stations in
15 villages

Execution of Aternit houses
tendered in 1961. Termina-
tion of granting loans to
those who suffered losses
as result of earthquake (for
479 remaining villages)

- completion of the engine-
ering transactions and
the payment of compensation
for the places of wroship
within the earthquake area.

- Tenders for 163 houses at
Ain Helwi & 250 houses in
old Sidon.

- Execution of tenders for
the 2nd stage of AbilLAli
river project

- Tenders to bring drinking
water to 250 villages &
execution of plan of main
water pipes to 150 villages

- Tenders to insure irrigation
of an area of 1000 hectares
and the betterment of irri-
gation system in 5000 hec-
tares.

- The completion of the
equipment to Tripoli Port.

- Preliminary study of
Beirut River project.

L

During 2nd semester of 1962

- Execution of lighting schemes
in 5 municipalities

Loans to those who suffered
losses as a result of earth-
quake outside the earthquake
area.

- Execution of 1st part of
Zgarta Ehden development
plan.

- Tenders for 200 houses at
Ein Helwi quarter.

- Tenders for 3rd and 4th
stages of Abi Ali River
projects.

- Tenders to bring drinking
water to 150 villages &
extension of pipe lines
(main) to 85 villages.

- Tenders to insure the irri-
gation of 850 hectares and
betterment of the irrigation
system in 120000 hectares.

- Establishment of 3 artificial
mountain lakes in various
areas.

- Study of the 1st plan of the
rain water project

I
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During 2nd semester of 1962

4 Water projects (cont'd)

- Final suitable plans for
the construction of 3rd
basin of Beirut Port

5 Electricity
projects

6 Retrieve of
concessions &
water & elec-
tricity licen-
ces

7 Technical sur-
veying

8 Automatic tele-
phone & free
telephone booths
in the various
districts

L

- Final studies & tenders
for:

- 125 kms, for high vol-
tage lines

- Transmission station for
80 villages

- 300 kms internal system
to 170 villages

- Retrieve of 3 electricity
concessions

- Retrieve of 3 water con-
cessions

Tender for Lebanon map plan,
1/10000 and 1/20000 scale

- Surveying & settlement of
lands in 35 villages, dis-
tributed in Dnaya, Akkar,
Batrun, Alshouf, Hasbaya,
Bint Jbeil

- Measurements of lands in
19 villages where settle-
ment had been completed,
distributed in various
districts

- Completion of the execution
of a wireless link between
Beirut & Amman with a
capacity of 12,000 telephone
lines and 6 cable lines

- Tender for the execution
of the radio link project
between Beirut and Tripoli.

- Completion of study of wire
link between Beirut Junieh
Sidon & Zahle

- Final studies of Beirut
River project.

- Work on the 1st stage of the
construction of the 3rd basin
at Beirut Port.

- Final studies and tenders
for:

- 135 kms, high voltage lines
- Transmission station to

30 villages
- 300 kms systems for 140
villages

- Retrieve of 5 electricity
concessions

- Retrieve of a concession
and a licence of a water
network

- Work on planning of Lebanon
map 1/10000 & 1/20000 scale

- Completion of surveying &
settlement in 35 villages

- Completion of measurements
of lands in villages where
settlement had been completed

- Tenders for surveying the
remaining Lebanese lands by
"Photogrametri".

- Purchase of automatic central
telephone exchange for sou-
thern area villages and
some other villages.

- Execution of the wire link
plan between Beirut and
Junieh, Sidon and Zame

- Free telephone booths in
100 villages.
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ring 2nd semester of 1962

8 Automatic tele-
phone & free
telephone booths
in the various

districts (cont'd)

- Telephone booths (free)
for 150 villages

- Purchase of automatic
central telephone ex-
change for Mazraa, Ashra-
fiya and Furn el Chubbak

- Building projects for auto-
matic telephones in Junieh,
Mazraa, and Ashrafiya

- Study for the construc-
tion of automatic tele-
phone buildings in
Bhamdoun, Souk al Gharb,
Zgarta.

- Extension of automatic
telephone network between
Beirut and Tripoli.

9 Litani project

- Execution of the plan to
establish 35,000 automatic
telephone lines in Mazraa,
Ashrafiya and Southern region
villages.

- Work on Telephone buildings
in Bhamdoun, Souk al Gharb,
Zgarta.

- Establishment & completion
of network in Bhamdoun,
Lweiza, Dahr al Wahsh, Souk
al Gharb, Junieh.

- Exploitation of the first factory at Markaba, for the
production of electrical power during the first quarter
of the year and the continuation of work in the other
sections during the remaining part of the year which
included:

Kar'un Dam, Markaba dam, Jezzin Tunnel, Qanan tunnel and
reservoir, necessary roads and bridges for Litani river,
irrigation of Bekaa area, establishment of high voltage
lines from Beirut to Markaba and Awali and the installation
of electricity transmitters in Awali area.

10 Social develop-
ment and rural
industries
projects

- Preliminary work in 8
centers distributed in all
districts

- Equipping social work
centers - 25 centers -

- Rural industries in 4
centers

- Social rural projects in
2 villages

- Submission of the draft
law for social security

- Training camps in summer
resorts - 6 centers -

- Social rural projects in
10 villages

- Grant-it-aid to a few social
clubs and institutions.

- Grant-it-aid to projects of
afforestation and agricultural
roads in all districts.
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No. Kind of work

10 (cont'd)

During 1st semester of 1962 During 2nd semester of 1962

- Draft law for the regulation
of traffic and the assesment
of a scaling penalties and
the means of their implemen-
tation

- Draft law for the organisation
of municipalities and the amend-
ment of municipal rates

- Draft law for the distribution
of Government property and their
conversion into village communal
property (Machaa)

- Draft law for organisation of
Lebanese shores and project of
exploitations of sand and its
planning

- Divers excavations in: Byblos,
Sidon, Baalbeck, Beit Merry,
Niha.

- Expropriations in Byblos,
Sidon, BeitEddin, Baalbeck.

- Repairs to archeological
property:
Tripoli, Samar Byblos citadel,
Baalbeck temples, Anjar.

- Repairs to the museum and
studies of implments equip-
ment for the 5 year plan.

- Studies and plans for the
preservation of old houses
and natural scenery.

- Divers excavations in:
Sidon, Baalbeck, Anjar and
Niha al Bikaa

- Expropriations in Tyre
Deir al Qamar, Baalbeck

- Repairs to archeological
property, Byblos, Manjez tem-
ples, Sfeira and Kusba,
Mashnakat Wafka temples,
Yammuna and Niha temples
palace of Beit Eddin.

- Studies and plans for any
new sector at the museum
(Military museum)

- Repairs to 10 houses - old -
and natural scenery.

UNCLASSIFIED
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Delegates of the Lebanese Chambers of Commerce, Industry and Agriculture
have presented Prime Minister KARAME with a draft trade and transit agreement
designed to form the basis of forthcoming Lebanese-Syrian economic negotiations.
The proposed draft agreement contains what are probably the maximum goals of the
Lebanese economic elite, some of which may meet Syrian resistance. (See Item 2).

Prime Minister Karame has finally moved to constitute the long-
authorized Council of Money and Credit, with himself as Chairman ex-officio.
(See Item 3).

The Employees and Workers Union of the American University of Beirut
has threatened to strike unless the University accedes to its demands for

extensive wage increases and fulfillment of previous commitments. (See Item 23).

During the past two weeks the dollar rate jumped to LL 3.09, with some

transactions reported at LL 3.12, following a rumored Lebanese loan to Syria.
The flurry was short-lived and the rate has now dropped to the LL 3.04 level. (DRM)

ECONOMIC RELATIONS

2. UNCLASSIFIED - Syria: Lebanese Economic Exoectations Formulated (CERP D-10f)

A draft trade and transit agreement designed to serve as a basis of the

forthcoming Lebano-Syrian economic negotiations, has been prepared and submitted
to Prime Minister KARAME by delegates of the Lebanese Chambers of Commerce,
Industry and Agriculture. The draft agreement, in which, according to the press
"the Head of the Government has shown particular interest," provides for a free

exchange of goods between Lebanon and Syria; removes the necessity of obtaining
licenses of importation and exportation, except in certain cases; exempts from
duty either completely or on the basis of a 25%-50% reduction all goods exchanged;
regulates internal taxes on imports on a level not to exceed those in force in
the country of origin; abolishes export subsidies for goods partially or completely
duty-free; authorizes the re-exportation of all but specifically prohibited articles;
restores to full force the Inter-Arab Transit Agreement (concluded on December 12,
1959 among Lebanon, 4Qrdan, Syria and Saudi Arabia) and to a validity permitted
by the proposed treaty, the Arab League Convention on commerce and transit
(excepting crude 'petroleum transported by pipeline); pledges the immediate
commencement of negotiations for the conclusion of a financial treaty; reciprocally
opens national ports, airports and free zones to importers and exporters;
authorizes the free movement of persons and vehicles; guarantees the freedom of
sojourn, work and commercial representation in both countries; grants free access
to, facilities for the holding of trade fairs and exhibitions; undertakes to
liberate from restrictions the free transfer of capital and profits; encourages
the formation of joint commercial and exploiting companies; and provides for the
establishment of a permanent mixed commission to supervise the execution of the
treaty and "to study the possibility for the two countries economically to
complete each other."

CONFIDENTIAL

I

GPO 902667

DECLASSIFIED
Authorityi5t> 1

ByT NARA DateA' C 4

^, 
i

. .
r
f;:

.

i,

a.

,

(;

;' .

h'.
I"

t I ,

" ":

''!

j

1 I:Y

'
'.

i

''

1

t

'I
':,

L

ii

.1

i



.CONFIDENTIAL

ECONOMIC RELATIONS (Item 2 cont'd)

Page..3.a.of
Enl. No.-

Desp. No .3ll
From Beirut

. OFFICIAL USE ONLY-COMMENT: This draft treaty presents the optimum
and maximum expectations of the Lebanese economic elite on the subject of
future Lebano-Syrian economic relations. Granted that a treaty embodying
all the provisions appearing in the unofficial Lebanese draft would be ideal
for Lebanon, it appears likely that some of these provisions will not meet
with favor on the part of the Syrian representatives charged with negotiating
a trade and transit agreement with Lebanon. Lebanese proposals which will
probably meet with Syrian resitancein the course of the negotiations are
the following:

-1

(a) re-exportation of goods of Syrian origin;
(b) reciprocal opening of port, airport and free-zone facilities; and
(c) freedom of commercial representation.

Business circles in Beirut are aware of the fact that Syria has always
opposed. (a) and (b) above, because of a desire to promote direct Syrian
external trade, without Lebanese middlemen, and to develop Syrian port and
transport facilities in competition with Lebanese installations. The development
of Latakia as a rival port to Beirut is a good case in point. As far as (c)
above is concerned, it pertains to the well-known Syrian Decree 151 of 1953
(entered into force in 1954), which in effect deprives foreign,including Lebanese,
merchants of the right to represent foreignnf'', in Syria. This decree has been
a cause of business discontent in Lebanon for a decade, but Lebanese efforts and
suggestions to obtain amendment or relaxation have been to no avail. One Embassy
contact has stated that, on the basis of recent experience with Syrian trade
circles, he expects Decree 151 to be made more restrictive rather than to be
abolished. Other Embassy sources, on the other hand, predict that the provisions
of Decree 151 may be relaxed to some extent without repeal of their prohibitive
intent.

Two additional points of interest appear in the proposed Lebanese draft
treaty. One pertains to the abolition of export subsidies for goods to be madepartially or completely duty free and is probably inspired by the opposition of
Lebanese textile manufacturers and flour mill owners to Syrian "dumping" practices
in commodities affecting. their industries. This is an old issue between the twocountries which past negotiations have not been able to settle. The present,
position of the Syrian authorities on this problem is not known to the. Embassy.

The other point of interest is the omission from the proposed draft of
the restrictions placed on trade in commodities of French origin which appear
in the recent Syrian-Iraqi economic agreement. Should the Syrian delegates
insist, in the course of the coming negotiations, on including these restrictive
provisions in the text of the Lebano-Syrian treaty, it appears likely that theywill encounter strong Lebanese resistance. (LCT)
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3. CONFIDENTIAL - Officials Selected for Council of Money and Credit
(CERP D-12)

A reliable source has informed the Embassy that the Government has

selected the following to be members of the new Council of Money and Credit:

Joseph OUGHOURLIAN (Armenian Catholic) Vice Chairman; Paul KHLAT (Greek

Orthodox); Mohamed ATALLAH (Sunni); Abdel Amir BADR EL DIN (Shi'ite).

The Minister of Finance (Prime Minister KARAME) will be ex-officio Chairman

of the Council.

Khlat, a close adviser and friend of the Prime Minister, was offered

the job of Vice Chairman, but was forced to turn down the job because of 
the

financial sacrifices he would have to make. According to the law, the Vice

Chairman must be a fulltime member. of the Council and cannot hold any other

government position.

Oughourlian, who is backed by French interests, was able to hurdle this

obstacle. He obtained a written opinion from the Ministry of Justice that

serving in an advisory capacity does not preclude one from being at the same

time the Council's Vice Chairman. As the BSL's Financial Counselor, Oughourlian

receives a monthly salary of LL 3,000 plus an annual bonus. If he becomes Vice

Chairman, he will receive an additional LL 2,000 a month. In Oughourlian, the

French will have someone in a key position to influence day-to-day operations

of the Council. On major. questions, however, he can probably be outvoted by

Karame, Khlat and Atallah. The views of Badr .el Din, who is a close friend

of the President, are not known. As long as Karame remains Minister of Finance,

Khlat's views on most key issues are likely to prevail. (JHA)

4. CONFIDENTIAL - Ouhourlian's Contract Cancelled (BER 22) - (CERP D-12).

The Prime Minister has reportedly cancelled the LL 200,000 contract of

the Government with BSL's Joseph OUGHOURLIAN, under which the latter was to

undertake studies leading to the establishment of a central bank. As soon as

KARAME came into power, he inquired about this contract with Ministry of Finance

officials, who told him that the contract could not be cancelled. He subsequently

learned that the contract was still at the Audit Office, whose approval 
is the

last administrative step necessary to make the contract legally binding. 
Karame

had the Audit Office cancel the contract.

CONFIDENTIAL - COMMENT: For the past two years there has been a running

battle between the BSL forces represented by Oughourlian and Pierre GEMAYEL,

former Minister of Finance, and those like Paul Khlat who want a central bank

free from foreign influences. The BSL forces almost succeeded in pushing through

this contract, only to have it invalidated at the last moment. Oughourlian

would have undoubtedly slanted his findings in favor of the BSL's French interests.

Karame was reportedly determined enough to pay off Oughourlian to have

the contract set aside. Karame wants such studies to be executed by the Council

of Money and Credit. (JHA)
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5. UNCLASSIFIED - Flurry in Dollar Rate (CERP D-12)

Following the Lebanese-Syrian talks in Damascus November 25-26, the
dollar rate in Beirut soared to the LL 3.09 level with some transactions
taking place at LL 3.11-3.12. Rumors that the Lebanese delegation had offered
to loan the Syrians LL 20 million were evidently the immediate cause for the
sudden jump in dollar quotations in terms of Lebanese pounds. Concomitantly,
quotations for the Syrian pound declined from LP 80 to LP 78. The sudden
speculative flurry died down when financial circles heard that the purported
Lebanese offer may have been made merely as a gesture of goodwill during an
exchange of Arab courtesies and that the Lebanese Government would not pursue
the subject further unless the Syrians made an official request. The rate
has now dropped to the LL 3.04 level (Syrian pound LP 79), although local
financial circles momentarily expect the rate to rise again now that the
elections in Syria are over. (JHA)

6. UNCLASSIFIED - GOL Purchases More Gold (CERP D12)

The Government, through its Exchange Stabilization Fund (ESF), has
purchased 600,747.301 Troy ounces of gold for approximately $21 million from
the Federal Reserve Bank of New York in two transactions -- the first for -
300,747.230 ounces in July and the second for 300,000.071 ounces in October.
The gold has been flown to Beirut and placed in the vaults of the BSL. It
is still in the Commercial Department of the BSL as part of the ESF assets.

OFFICIAL USE ONLY - COMMENT: In contrast with the ESF's gold purchases

at high free market prices a year ago, the Government has now bought gold at

$35 an ounce in New York. Since the dollars used to pay for the gold were

acquired by the ESF during a period when the Lebanese pound had been appreciating,
the gold was bought at a bargain price. Shrewd Lebanese business acumen apparently
did not want to let such an opportunity pass by without expressing their strong
gold "illusion."

The Lebanese note issue has not expanded sufficiently to warrant such
a sizeable purchase at this time. Putting all that gold in the Issue Department
would give the note issue more than 100 percent coverage. The Government,
therefore, is expecting the note issue to rise and will use the gold to maintain

a high gold cover by transferring it gradually to the Issue Department. (JHA)
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7. OFFICIAL USE ONLY - Exchange Stabilization Fund Operations (CERP D-12)

A Ministry of Finance official has disclosed that the Exchange

Stabilization Fund (ESF) had purchased at an average rate of LL 303.392

some $19 million in dollar currency during the first ten months of this

year. With the exception of a small quantity of sterling, ESF's purchases

were limited to dollars. Operating only on the buying side, the ESF was

aiming to stabilize the dollar on the local foreign exchange market at

about LL 3.10.

UNCLASSIFIED - COMMENT: These purchases resulted in a release of

LL 58 million to the banking system and undoubtedly served to relieve the

tight money situation. The ESF's accumulation of dollars in turn made

possible its gold purchases. (JHA)

8. UNCLASSIFIED - Merrill Lynch to Open Beirut Office (BER 10 & 22)
(CERP D-12)

A vice president of the large American stock brokerage firm,

Merrill, Lynch, Pierce, Fenner and Smith, Inc., is in Beirut, making

arrangements to open an office here as soon as possible.

UNCLASSIFIED - COMMENT: Merrill Lynch has been studying the

advisability of opening an office here for the past two years. Now that

a decision has been made, the firm is proceeding with all possible speed

to complete the arrangement.

Merrill Lynch will be the fourth American stock brokerage firm

in Beirut. Bache and Company is just getting its offices ready and is

scheduled to open for business rmxt month, while Fahnestock & Co. and

Hayden, Stone & Co., are operating at present.

It is anticipated that when leased wire facilities direct to New

York are available next spring, there will be a considerable stimulus to

trading in securities and commodities on the American exchanges by

customers in Lebanon and its hinterland. The amount now invested by

Lebanese in the New York Stock Exchange is said to be around $25 million.

(JHA)
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9. CONFIDENTIAL - Soviet Bloc Efforts Purchase Air Liban Rumored (CERP D-11,16)

The Embassy has received several unsubstantiated reports that the
Soviet Bloc is moving to purchase a controlling interest in Air Liban. GOL

authorities have been alerted and are investigating.

CONFIDENTIAL - CO9ENT: A high Foreign Ministry official has informed

the Enbassy that an offer of 3 million has been made to an Air Liban director

by a middleman allegedly acting on behalf of the Czechs. The same official has

stated that the GOL is determined to prevent any and all such attempts at Bloc

penetration and is confident of success, provided that no deal is consummated

through a camouflaged purchaser. (JHE-LCT)

10. UNCLASSIFIED - Czech Airline Makes Inaugural Flight Through Beirut
(CERP D-ll,16)

A CSA TU-104A transited Beirut on the evening of December 1 en route

from Baghdad to Prague. This was the first regularly scheduled commercial flight

made by a Soviet Bloc airline to Beirut's International Airport. Beirut is to

be served wekly on Fridays, the schedule calling for departure from Beirut

regularly at 1900 hours, arrival Prague 2205.

OFFICIAL USE ONLY - COMMENT: Press coverage of the flight and the

small cocktail party given at the airport by Czech representatives was

negligible in terms of the significance of the occasion. (JHE)

11. UNCLASSIFIED - FAA's Expanded Beirut Service Authorized Through
August,1962 (OERP D-16)

The Lebanese Supreme Aviation Council has authorized a continuation

of Pan American Airways' daily Boeing 707 flights between Beirut and New York

in both directions through August, 1962. (BER No. 23)

LIMITED OFFICIAL USE - COMMENT: We have not yet been able. to determine

the reasons for the August deadline on PAA rights, but are awaiting a letter

said to be forthcoming from the Foreign Office before inquiring further. (JHE)

12. LIMITED OFFICIAL USE - GOL Denial of, Expanded BOAC Rights a
riFng Rerisals (CERP -l

The British Civil Air Attache at Beirut informs us that the Aviation

Council's denial of BOAC's application for one additional frequency through
Beirut has irritated London. On his recomme ation, consideration is being

given to bringing pressure to bear on MEL, either through BOAC, or through
Air Ministry restrictions on MEA'S London traffic rights. (JHE)
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13. UNCLASSIFIED - FAA Administrator Visits Beirut (CERP D-16)

Mr. Najeeb Halaby, FAA Administrator, accompanied by Raymond Maloy,
Director of FAA's International Bureau, and Frank Loy, Special Assistant,
visited Beirut and Damascus November 27-30. Their schedule included courtesy
calls upon appropriate Lebanese officials, conversations with FAA personnel
stationed at Beirut and a talk by Mr. Halaby at a Propeller Club luncheon
attended by leading members of Lebanese business and aviation circles.

OFFICIAL USE ONLY - COMMNT: Mr. Halaby's personal charm, high
American office and Arab ancestry combined to make this visit an outstandingly
useful one in terms of Lebanese-American relations in the civil aviation field. (JHE)

14. UNCLASSIFIED - MEA and Lufthansa Commercial Agreement (CERP D-16)

Middle East Airlines and Lufthansa-German Airlines have concluded an

agreement, which will become fully effective on January 1, 1962, aimed at
encouraging two-way business and tourist traffic between Lebanon and Western
Germany. This arrangement takes the form of a Fool agreement whereby all

passenger and freight traffic on MEA's present four services from Lebanon to

Frankfurt and Lufthansa's three weekly services from Germany to Beirut will be

shared proportionately. The two airlines will together have a daily service in

each direction and will undertake cooperative promotion of traffic between the

two countries. (JHE)

ECONOMIC DEVELOPMENT

15. UNCLASSIFIED - Proposed Lebanese-Japanese Economic Cooperation (BER 23)
(CERP D-18 )

According to Mr. Pierre EDDE, President of the Beirut Riyadh Bank and

former Minister of Finance, who has recently returned from a two weeks visit

to Japan, the focus of Lebanese-Japanese economic cooperation will probably be

a jointly owned development bank incorporated in Lebanon. The six largest
Japanese banks will participate; it is still too early to know who will

participate on the Lebanese side except for Edde's bank. Japanese banking
experts experienced in long-term financing will come to Lebanon to cooperate

in this venture. Most of the funds for long-term financing will be obtained by
selling debentures. The bank will establish associated development banks in

West Africa and in other Arab countries with the cooperation of local interests.

OFFICIAL USE ONLY - COMMENT: The whole project is still very hazy.

It appears that the Japanese interests are eagerly pushing this venture, but it

remains to be seen whether there are enough Lebanese who would be willing to risk

their money either by buying the bank's stock or the debentures. It may be
difficult to sell debentures -- a type of security never sold here -- unless
attractive inducements can be given. (JHA)

L
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16. UNCLASSIFIED - Cumulative DLF Disbursements (CERP D-18)

DLF funds disbursed by the a de Credit Agricole et Foncier
(BCAIF) as of November 30, 1961 tota109,722 . DLF funds disbursed to
the Societe Pour L'Industrie des Metaux, S.A. as of November 30, 1961 total
#231,614..3. The combined total of DLF funds now in Lebanon is $1,330,336.53. (JCW)

AGRICULTURE

17. OFFICIAL USE ONLY - .Citrus Trade with Soviet Bloc (CERP D-11)

Late in November 1961 contractual sales of Lebanese 1961 lemons were
made to Soviet bloc countries for shipment in December 1961 and January 1962.
They total 8,000 tons: 2,000 tons each to Poland, Czechoslovakia, Rumania
and U.S.S.R. A further sale contract is under way with East Germany for most
probably 3,000 tons of lemons. The Cif prices are claimed to average LL 0.41
(4.1367) per kilo, gross export weight.

In the 1960/61 marketing season lemon shipments to Soviet bloc countries
totalled 12,200 tons. East Germany shared 5,300 tons, Czechoslovakia 4,200

tons, Rumania 1,700 tons and 141and 1,000 tons. This represented 55 percent of
total Lebanese lemon exports (22,000 tons) for the season. (MB)

18. UNCLASSIFIED - Damage to Late Crops by Cold Spell (CERP D-10)

Late in November, a cold spell in the Bekaa destroyed the remaining
unharvested late fall vegetable crops of lettuce, parsley and tomatoes, and
lowered the quality grade of the unpicked table grapes of a secondary variety,
by reducing its sugar content. One third of the remaining crop of this variety
(about 100 tons) was rendered inedible and was sold at a very low price to the
arack distilleries of the area.

The fruit and vegetable growers whose crops were hit have contacted the
Cabinet and released information to the press requesting financial aid from
the goverment. They have estimated damage ranging from LL 1, to IL 1.5
million ($333,000.( to :500,000.<).

OFFICIAL USE ONLY - COMMENT: Investigation on the spot by the Embassy
has revealed that the total loss of vegetable growers does not exceed LL 4,500
(01,500). -The total depreciation of the late crop of grapes (about 1,000 tons)
may be estimated at about 1L60,000 ($20,000). (MB)

19. UNCLASSIFIED - Rainfall1961-62 Season (CERP D-10)

Rainfall on the central coast of Lebanon began a fortnight earlier this
year than last, while in the central Bekaa valley it was one month earlier.

L Although the accumulated fall is below normal, so far there has been no
difficulty. for farmers. The accumulated fall through November 30 in the I

CONFIDENTIAL
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Central Bekaa reached 81 mm compared with 88 mm average normal fall for these

months, and with 88 mm for 1960. At the AUB observatory in Beirut, 90 mm

were registered, compared with 187 mm average and 254 mm in 1960. (MB)

LABOR

20. UNCLASSIFIED - New Affiliates for UUEW and FITU (CERP D-1)

The Coincil of Delegates of the United Unions of Workers and Employees

(UUEW) voted last week to accept affiliation of the Iraq Petroleum Company

Employees Union, the Iraq Petroleum Company Refinery Workers Union and the

American University of Beirut Employees and Workers Union. In a similar move,

the Federation of Independent Trade Unions (FITU) accepted the re-affiliation

of the Customs .Clearing Agents Union, with a membership of approximately 170,

which had withdrawn from the federation about three years ago because of

personal differences between officials. (HH)

21. UNCLASSIFIED - UUEW Affilates with ICFTU; 3 Unions Withdraw to Form
New Federation (CERP D-l?)

The UUEW's Council of Delegates voted 41-16 on November 22 to join
the ICFTU. Subsequently, three member unions - the Railroad Fmployees,

Tobacco Regie Employees, and Port Company Enployees - who bitterly opposed

the affiliation of the UUEW with the "pro-Western" ICFTU, withdrew from the

federation. These three unions have since announced that they will join with

the Electricity and Transport Employees Union (OETC) (which is led by a former

Communist, and which itself withdrew from the UUEW about a year ago) in the

formation of a new labor federation in Beirut. The Presidents and Secretaries

of the four unions have constituted themselves as a founding committee and

will use the OETC headquarters as their base while framing a constitution for

the proposed federation.

UNCLASSIFIED - COMMENT: There has been considerable speculation that

the four unions involved, all representing employees of autonomous government

agencies, would seek affiliation with the FITU with the aim of dominating that

federation by sheer weight of numbers (over 5,000 members) and prestige. They

were apparently discouraged by the FITU's lack of sympathy with their

pro-socialist leadership, and instead moved to set-up a 5th 
Lebanese federation.

This will require a license from the Ministry of Labor, however, 
and it is

unlikely that Ministry officials will change their several years old policy of

opposing any increase in the number of Lebanese federations. (DEM)

CONFIDENTIAL
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22. UNCLASSIFIED - Lebanese Labor Leaders Invited to West Germang (CERP D-l?)

On December 5, three labor leaders from the Jami'at federation -
Hussein Ali HUSSEIN, Wadih SIMAAN, and Mohammad DASSOUM - and one from the

FITU - Naim EREIDI - left Beirut for a two week visit to the German Federal

Republic as guests of the West German Embassy. (HH)

23. UNCLASSIFIED - AUB Eployees Union Threatens Strike (CERP D-l?)

Over the past three weeks, officials of the American University of

Beirut Employees and Workers Union met several times with University

representatives to discuss alleged non-fulfillment of the agreement signed

last May 31 (see Embdes 964, June 26, 1961, item V). The Union claimed that

the University Administration has not adequately moved to assure: 1) promotion

from within to fill vacated posts for qualified personnel; 2) institution of a

job classification and wage scale; .3) uniformity of paid holidays for both

employees and workers; and 4) establishment of a limited loan fund for employees.
Unfortunately, in an effort to bolster their bargaining position, the union

leaders added to their demands a request for payment of a 13th-month bonus each

year and a doubling of the family allowance. (Such increases would raise the

annual wage bill by I. 482,000 or $161,000.) When the University representatives

pointed out the unreasonableness of the last two items in view of the very

generous wage increases granted by the May 31 agreement, the Union called a

general membership meeting on December 4. More than 1000 members (out of about

1250) were present and voted unanimously to give their leadership authority to
call a strike,. in spite of extensive explanation by the Administration of the

serious financial position of the University, (this year's budget deficit

amounts to some $882,000) and recent instructions from the Board of Trustees to

reduce the cost of operations for the academic year 1962-63 by 5 per cent. At

this writing, a date for strike action has not been set.

LIMITED OFFICIAL USE - COMMENT: It appears this situation has grown out of

ineptness on both sides. There is evidence that the Administration has not been

scrupulous in applying the promotion from within rule. It is also probably

taking an unduly long time in drawing up a wage classification system, although
it has promised to institute such a scale by July 1, 1962. The Administration

only rectified the paid holiday inequality on December 2, after several meetings
with the Union. It appears that the University has acted with good faith in

establishing a limited loan fund, earmarking LL 5,000 for this purpose in July,

and another IL 5,000 in October on the understanding that the Union would arrange

for a matching system of contributions from its members to the fund by the end

of November, at which time ABB would again add to the fund on the basis of what

the Union had done, on a matching basis. The Union did not do this, but the

Administration on December 1, authorized an additional IL 5,000 until June 30, 1962,

in order to give the Union more time to set up its own contribution to the fund.

CONFIDENTIAL
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The Union's leadership has clearly shown an unfortunate lack of patience and
negotiating skill. Their addition of the new wage increase demands to their
grievances, as a means of ensuring total participation in a strike, put the
University Administration in an impossible position, obscured their legitimate
grievances, and at the same time made it hard for them to back down on their
strike threat.

Emile BUSTANY, Deputy and businessman, and first Lebanese citizen to
become a Trustee of the University, has threatened to provide workers to
maintain essential services during atny strike. It is very possible Bustany's
behind the scenes action will force the Union to revise its demands. (DRM)

COMMERCIAL OFFICE

24. UNCLASSIFIED - U.S. Trade Fairs (CERP D-13)

First World Economic Progress Assembly and Ex osition (FWEPAE)
The Comercial acho, accompanied les A , rut representative
of the Center for International Economic Growth (CIEC) of Chicago, visited
the Ministry of National Economy on November 29. This was to follow up the
Embassy's note to the Foreign Office of October 18, requesting Lebanon's
participation in the FPAE to be held in Chicago from November 10 to 25, 1962.
The GOL is exhibiting some interest in this exposition and hopes to be able to
co-ordinate its other Chicago activity (The Chicago Trade Fair which takes
place each July) with modest participation in the FWiPAE. (JCN)

Great Lakes World Trade Center (GLWTC)
Questionnaires were mailed to representative Lebanese businessmen and government
officials during the latter part of November, requesting their opinions and
comments on a World Trade Center in the Cleveland area. When returned, the
Embassy will transmit the questionnaires to the Department as requested. (JCW)

New York World's Fair 1964-1965 (NYWF)
Twelve French translations of the Participation Agreements for the NYWF were
transmitted to the appropriate GOL officials on November 27. (JCW)

Century 21 Exposition
In accordance with airgram instructions, the Commercial Attache made
representations to GOL officials on December 5 concerning the urgency of a
decision by the GOL for participation in this Exposition which opens in
Seattle on April 21, 1962. No- decision was obtained, but a "yes-or-no" answer
was promised before the end of January 1962. (JCW)

26. UNCLASSIFIED - Sale of Damaged U.S. Wheat (CERP D-10)

On November 27, 1961, seven sealed bids for 3,409 metric tons of
L damaged U.S. wheat flour now in Aqaba, Jordan, were opened formally at the
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American Enbassy, Beirut. The contract was awarded to the hi chest bidder,N. V. Speelman's Oliefabrieken, Overschie, Holland, who bid 95,895.17. Thissale, representing a saving to the U.S. Government of over a $100,000 (sinceit would have cost the U.S. $8,000 to have dumped it into the Gulf of Aqaba)resulted from the persistent efforts of U.S. Government Disposal Officer,Charles C. CROOKS, plus active help from U.S. Embassies and Consulates in theNear East and in Europe over the past several months. (JCW)

26. UNCLASSIFIED - American Business Visitors (CERP D-13)

The log of the Commercial Office shows the following list of Americans
and representatives of American firms visiting the Embassy Commercial Section
in the period from November 21 through December 5: Mr. Blaine K. Stevens,
Lockheed Aircraft Corporation, Geneva, Switzerland; Mr. George Fade, bowling
alley owner, Belmont, Ohio; Mr. Robert C. Cooley, representative 0. R. Burden
Construction Corp., Tulsa, Oklahoma; Mr. Thomas Hauff, American Foreign
Insurance Association, Beirut; Mr. J. Rodney Scrivener, Kaiser Aluminum
International, Oakland, California; Mr. D. Graham Bailey, West Virginia lup
and Paper, New York; Mr. Raymond E. Byler, Western-Knapp Engineering Company,
San Francisco; Mr. Paul Mallory, oil engineer; Mr. Leon J. Michel, representing
Mandrel Industries, Houston, Texas; Mr. Joseph Kovacs, Curtiss-Wright (Export)
Corporation, Zurich and New York; Mr. Miles A. Copeland and Mr. John Lufkin,
International Trade and Investment Services, Beirut and New York; Mr. Frank Buffa,
plant manager, Procter and Gamble, Beirut; Mr. Issa C. Dalal, American citizen in
shoe business, Beirut; Mr. Fred Sears, Vice President of Merrill, Lynch.

Evan M. Wilson
Charge d'Affaires a.i.
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During a conversation which I had Doceber 18 with
PresidentChoheab .(Ebassy A-.11L and -11G) tne subject of
economic end social development in Lebanon came up. I.to-d
Sthe.Presidentthat in recent weeks. I had been carrying out a
program of visiting various parts of the country, calling on
the different provincial governors, and that it was. my observa-
tion that Beirut clearly was not Lebanon. The President agreed
end expressed himself in familiar terms as a strong supporter
of the necessity for tne Lebanese Covernment to do more for
the improvement of tae economic and social condition of the
people.. The Departmaent will recall that he touched on this
theme last montn in his Independence.Day message to the
nation (text enclosed with the Emcbassy's odespatch io. 30G,.
dated Niovembor 30, l91l. )

The President told me. that he is now devoting two full
days a week to economic matters, and acting as his own -"Cief
of Staff in supervising the activities of a small office
which has been set up in the :inistry of Planning to imple-
men t the recommendations of the report, of Father Lebret of
IRFED) (Centre International de Formation et de Recherchos
en Vue do Developpement :armonise). This work he regarded
as being of the highest importance..

The- President commented in somewhat critical tones that
it was difficult to achieve progress in some fields because
of the opposition of the entrenched industrial interests.
For example, Lebanese fruit was being exported in conesider-
able quantity behind the Iron Curtain for wLnt of buys in ;_.
the Free Waorld. -le had been trying to urge the adoption of
program of intensified development of markets in esrn
Europe and in the Persian. gulf. This would involve gn
improvement in the quality and preservation of Lebtnese fru
ne also thought that greater attention should be praid to to6 1

ATThis copy must be returned to R. s with notation of action ien .
ACTIONACTION

ASSIGNED TO~. TAKEN w««.. .. ,..... « THIC ___--
NAME OF OFFICER

& OFFICE SYMBOL
I Oel~ls f icat ion
IACTI ONE

DIR ECT IONS PROHIBITED UNLES&%'U1NCLASSIFIED'
TO R.M/R

i 1



2 Secstete IASIDC

CONFIDENTIAL

production of preserves end the extraction of juice. All of these
projects, however, had run up against one obstacle after another on
the part of the short-sighted businessmen who were so influential
in Beirut.

The President referred in this connection to a report on the
Lebanese textile industry which had been prepared by harry C.
; ills of tne J.C. Penney Purchiasing Corporation at tae instance
of 'Ambassador I~cClintock. This report had shown up various weaknesses
in the Lebanese industrial structure but efforts to gain acceptance
for the suggestions made therein had been unsuccessful. The Pres-
ident reiterated that sustained development was essential if Lebanon
was to develop a sound economy and not offer an opportunity for
Communist penetration.
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1. HIGHLIGHTS - UNCLASSIFIED

There was considerable flurry in the local press following an official
protest by the Soviet Ambassador against inclusion in the recently concluded
Lebanese-West German Technical Aid Agreement of a provision extending the
validity of the agreement to the territory of Berlin. (See Item 4).

The government has established a working group to plan and carry out
a program of fiscal reform aimed at providing increased revenues needed to
finance the IRFED 5-year Development Plan. (See Item 6).

Accumulated rainfall in the Central Bekaa reached 158 millimeters
by December 15, far surpassing last season's fall of 96 mm. and surprisingly
exceeding the average fall of 147 mm. Thus far, all winter grain and feed
crops have had an excellent start. Subsoil moisture of agricultural lands
has exceeded the levels experienced during the previous four drought years.
Some springs in the Bekaa have suddenly increased in flow as a result of
heavy snowfalls. The accumulated rainfall in Beirut (173 mm.), however,
is still below the average of 281 mm.

The dollar rate continued to drop slowly this period, reaching
LL 3.005 on December 20. (DRM)

ECONOMIC RELATIONS

2. UNCLASSIFIED - Effects of Three Months of Syrian Independence

The effects on the Lebanese economy of the first three months of
Syrian independence have been mostly psychological rather than concrete and
tangible. The optimism with which most Lebanese businessmen await the opening
of the Syrian market and the revival of the transit trade has caused flurries
of activity in Beirut. At the same time, there are also considerable discontent
and reserve owing to the fact that the new regime in Damascus has not yet
repealed economic sanctions which were applied against Lebanon both before and
during the period of the union with Egypt. The Embassy has, however, observed
a little more leniency on the part of the Syrians in applying statutory economic
sanctions against Lebanon, a certain amount of relaxation in the restrictions
on the movement of people across the frontier, a rather premature animation in
the Beirut money market, and a few anticipatory purchases in Beirut by Syrian
importers of such items as coffee, tea, and spare parts. The Embassy has also
received visits from Syrian middlemen (accompanied by Lebanese partners) for
the purpose of inquiring.concerning the possibility of placing sizeable orders
for U.S. goods.
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OFFICIAL USE ONLY - COMMENT: Lebanese business circles consider the
re-establishment of an independent Syria as the most benignly momentous economic
event of the past ten years in the Near East. They hope that this unexpected
political occurrence will solve all the major economic problems which during
the past ten years have accumulated and impeded normal economic relations between
the two neighbor countries. These accumulated economic problems may be summed
up as follows:

Restrictions on the circulation of persons, goods, and capital; the
adverse effects of Syrian Decree No. 151 and the submission of Lebanese enter-
prises in Syria to conditions of local nationality; measures restricting transit
trade across Syrian territory; obligatory importation of sea-borne goods through
the port of Latakia; discrimination practiced against the Beirut Free Zone; and
finally the nationalization of Lebanese banks and insurance companies established
in Syria.

The process of political and economic reorganization in Syria, political
complications arising in Lebanon from a religiously and ideologically divided
population, Syrian reaction to these Lebanese complications, and the rather
awkward position of Lebanon in the Arab world, in the line of fire between
Cairo and Damascus, have thus far delayed even a preliminary approach to a
solution of these problems. No. Syrian economic delegation has as yet visited
Beirut for the purpose of negotiating a trade, transit and payments agreement
comparable to those.Damascus has recently concluded in Baghdad and Jidda.
Representatives of the Lebanese economic elite have prepared an elaborate draft
economic agreement (see BER 25) with the suggestion to the Lebanese Government
that this draft be used as the basis in negotiating with the Syrian delegation
when and if it arrives in Beirut.

It should be noted that during the past three months Syrian independence
has exerted two unexpectedly adverse effects on the Lebanese economy. First, the
semi-annual visit of the U.S. Sixth Fleet to Beirut, scheduled for October, was
postponed, depriving local merchants of goods and various services of the not
inconsiderable-financial benefits derived from such naval visits. Second,
"Lebanese" assets in Egypt, belonging mostly to UAR citizens of Lebanese origin,
have been sequestered as a retaliatory measure by the Cairo.authorities reacting
to the Syrian secession. Consequently, one might say that thus far the Lebanese
economy has suffered from,rather than profited by, the re-establishment of Syrian
independence. Such limited benefits as have thus far accrued to Lebanon, have
been in the fields of trade and currency exchange.

(a) Trade

In spite of repeated declarations made by the authorities of the new
regime in Syria concerning their desire to resume liberal and amicable trade
relations with Lebanon, and of contacts established by an unofficial Lebanese
trade delegation which visited Damascus towards the middle of October, no
definite measures have as yet been taken by the Syrian authorities to revive
Syro-Lebanese trade. Former laws and regulations affecting economic and trade

LCFEI
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relations between the two countries, particularly the nationalization of the
major business enterprises in Syria and the existing restrictions on trade
with Lebanon, have not yet been modified. Syro-Lebanese frontier restrictions
have, however, been somewhat relaxed, thus permitting a fairly large number of
Syrians to visit Lebanon, after going through certain formalities. It is
reported that such visits have resulted in worthwhile purchases in the Lebanese
market of personal effects and, in some cases, of limited quantities of necessi-
ties not available in the Syrian market. The Syrian authorities are now stated
to be rather agreeable to facilitating the entry of such goods into Syria. This
is said to have had some favorable effects on the local retail market, as well as
on certain Lebanese establishments. Another effect is a greatly increased
number of patients at the American University Hospital, as a backlog of Syrian
chronic cases are now coming to Beirut for treatment.

As a matter of fact, Lebanese economic and trade observers appear to be
rather sympathetic with the present attitude of the Syrian authorities, taking
into consideration the various problems which prevent the latter from taking
quick measures to abolish existing trade restrictions before determining how
far they can go in this direction, while safeguarding Syrian economic and
trade interests.

Local trade sources hesitate to give any opinion as to how the terms of the
proposed Syro-Lebanese economic agreement would be received in Syria, considering
the fact that the new Syrian Government has not yet been formed. It is generally
believed, however, that certain clauses of the proposed agreement, which is
considered to be an ideal one for Lebanon, would be strongly opposed by the Syrian
authorities. It is now stated in local trade circles that the Syrian authorities
have refused to consider this project of the agreement as a basis for negotiations.
It is further stated that a more favorable attitude on the part of the Syrian
authorities may however eventually prevail due to expected changes in the personnel
of the Syrian office concerned with such matters. Prominent among the terms of the
proposed agreement; which are expected to be opposed by the Syrians, are those
covering the representation of foreign companies in Syria by Lebanese business
concerns. One trade source has reported in this connection thataccording to the
impression he has gained from his recent contacts with certain elements in Syrian
trade circles, it is his opinion that the famous Decree 151-not only will not
be abolished but that on the contrary, its provisions will be tightened to exclude
any possible Lebanese participation in representing foreign companies on Syrian
territory.

It should be noted, on the other hand, that in November 1961 total transit
movement amounted to 33,596 metric tons, the highest figure since August 1960.
This, of course, reflects the more lenient attitude of the Syrian Government
with regard to transit through its territory.

(b) The Money Market

Partial relaxation of the restrictions on the movement of persons and
goods between Syria and Lebanon has been reflected in a slight rise in the agio
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[Tetween the Lebanese and the Syrian pounds. In anticipation of further improve- 7

ment in commercial dealings with Syria a rise took place in Lebanon's demand for
imports, and this rise brought about a slight decline in the price of the Lebanese
pound. Rumors of a possible substantial Syrian demand for foreign exchange pushed
up the price of foreign currencies slightly, i.e. they occasioned a further slight
decline in the price of the Lebanese pound in terms of foreign exchange.

These developments have helped to bring about considerable speculation in
exchange, which turned a slight decline in the Lebanese pound rate (rise in the
dollar and other foreign currencies' rates) from the norm into a brisk decline,
reaching U.S. cent 1.11 or approximately 3.5 percent. This sharp downturn is
now being followed by a similarly sharp upturn, which may bring the Lebanese
pound rate up to a record high unknown in twenty years. Barring unforeseen
developments, the rate is expected to fluctuate around LL 1.00 = U.S. $0.335
or U.S. $1.00 = LL 3.01 as a norm. (LCT-HA-KS)

3. UNCLASSIFIED - Lebanese Economic Counselor for West Africa Apoointed

According to the December 13 issue of the Arabic daily al-Jarida,
President CHEHAB has appointed Emir Malek CHEHAB of the Beirut Chamber of
Commerce and Industry as Economic Counselor for West Africa with headquarters
in Dakar. Chehab is scheduled to depart for his new post this week. He will
be responsible for maintaining economic contacts with the African. countries
from Senegal in the north to Gabon in the south -- an area where some 150,000
Lebanese emigrants are living. One of his important tasks will be to protect
the interest of these emigrants.

UNCLASSIFIED - (DMMENT: Chehab is the first of three new economic
counselors with regional responsibility that the Government of Lebanon is
sending abroad. Of the remaining two, one will cover North America; and the
other, South America. Mr. Edmond AWAD, the Economic Counselor designate for
North America, expects to leave for Washington, D.C. next month. The Economic
Counselor for South America has not yet been named. (JHA)

FOREIGN AID

4. CONFIDENTIAL - Soviets Protest Lebanese-German Technical Aid Agreement
(see Embtel 591, Dec. 15, 1961)

The Soviet Ambassador on December 12 submitted a written protest to the
Foreign Ministry r Article 5 of Lebanese-West German (FRG) technical agreement
of October 20, 1961 (see Embdesp 304 of November 30, 1961), extending validity
of the agreement to the territory ("land") of Berlin under certain conditions.
The Soviet protest demanded elimination of Article 5 from the treaty text as

"contrary to juridical status of Berlin" and beyond the competence of either
Lebanon or the FRG. Lebanon has not replied as yet.
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CONFIDENTIAL - COMMENT: The Embassy is inclined to believe that, in a

showdown, the Lebanese Government would probably choose to forego the rather

limited economic benefits accruing from the agreement rather than face the

political consequences of rejecting the Soviet protest. If the agreement

fails to enter into force due to non-ratification by the Lebanese Parliament,

Lebanon's Western sources of potential technical assistance may be limited not

only by the elimination of the FRG (added to the termination of U.S. technical

assistance in 1962) but also by the effect Lebanese non-ratification may

conceivably have on other OECD member governments. Should this prove to be

the case, Lebanon may eventually find Bloc offers of technical aid increasingly

attractive. (LCT)

-I

FINANCE

5. UNCLASSIFIED - Council of Money and Credit Developments (BER 25) (CERP D-12)

A decree was promulgated on December 16, naming the members of the

Council of Money and Credit (CMC) as reported in BER 25.

Parliament approved on December 14 a bill which abrogates Articles 9,

10, 11 and 12 of Legislative Decree No. 154 of June 12, 1959 providing for the

establishment of the CMC. These articles gave the CMC authority to impose

punitive measures on uncooperative banks.

The new law was strongly endorsed by Mr. Pierre EDDE, President of the

Lebanese Bankers Association, who claimed that the law was necessary to protect

banking secrets. His argument was that the CMC, being a government agency,

cannot be sued for leakages of banking information, whereas the Central Bank

would be subject to the banking secrecy law. Banking data will now have to be

submitted to the Central Bank and then filtered through it to the CMC.

Financial circles predict that the Central Bank, if only skeletal form,

will be established before the end of 1962. A special committee will reportedly

be appointed by the Government to draw up legislation for the proposed Central

Bank. (JHA)

6. UNCLASSIFIED - Fiscal Reform (CERP D-12)

The Government of Lebanon has embarked on a program of fiscal reform.

A committee composed of Mr. Andre TUEINE, Director General of the Ministry of

Finance, Mr. Zeki MAZBOUDI, Director of Public Revenues, and Mr. Rene DEBOUS,

Chief of the Finance Section of the IRFED mission, has been appointed to plan

and carry out the reforms. They include revision of exemptions for the income

tax, the levying of a progressive tax on improved real estate, a radical

revision of the schedule of indirect taxes and improved tax administration.

A major objective of the reform, according to Debous, is to find additional

revenues to finance the five-year development plan being drawn up by the IRFED

mission. The execution of this plan is now scheduled to begin in 1963. (JHA)

i
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[AVIATION 7
7. CONFIDENTIAL - East Germans Aqain Pressing for Beirut Air Rights (CERP D16)

The Director General of Transport has informed us that GOL is being
pressed by the East Germans to accord Interflua commercial air rights to Beirut.
He suggests that the Embassy make prompt representations to the Minister of
Foreign Affairs who, he says, is wavering toward granting the rights. We are
informing th'e German Embassy at Beirut of this report and offering our support
of any representations the Germans may make.

CONFIDENTIAL - COMMENT: The Chairman of Middle East Airlines has, at
our suggestion, expressed to the Director of Transport his strong view that a
grant of rights to Interflug would imperil MEA's excellent working relationship
with West German subsidized Lufthansa (see BER 25). (JHE)

LABOR

8. UNCLASSIFIED - Draft Law re Collective Agreements before Cabinet (CERP D17)

The Ministry of Labor and Social Affairs forwarded to the Council of
Ministers this past week a draft law on collective agreements which reportedly
would provide:

1. That any employers association be authorized to negotiate and
conclude agreements on behalf of all employers in the trade or business concerned;

2. That any labor union be authorized to negotiate and conclude
agreements on behalf of all employers and workers in the trade;

3. That any agreement concluded between an employers association and
labor union in a given trade would be considered as binding on all employers
and employees in that trade, regardless of whether they belonged to the
association and union or not.

UNCLASSIFIED - COMMENT: Although the text of this .draft law is not yet
available, this first report indicates a rather heavy-handed attempt by the
Ministry to encourage membership in both management associations and labor unions.
An example of the law's application would be that, if the Beirut Merchants'
Association and the Commercial Employees Union concluded an agreement fixing the
working hours of the union's members at 8 hours per day, with Sundays as official
holidays, IIIJ Beirut merchants and their employees would presumably be forced
to adopt the same hours, and not just the members of the two negotiating bodies.
There is little doubt that a lot more will be heard about this project before
it reaches the Chamber of Deputies. (DRM)

9. UNCLSSIFIED - International Federation of Petroleum Workers Official
In Beirut (CERP D-17)
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LABOR (Item 9 cont'd)

December 6 for a four day visit with two local affiliates, the Mobil Oil WorkersUnion and the Mobil Oil Employees Union. On December 7, the Workers Union gavea large dinner in his honor, attended also by officers from petroleum workers
unions in Iraq, Syria and Jordan who had been invited to Beirut especially tomeet with Mr. Haskins.

UNCLASSIFIED - COMMENT: During a dinner conversation with the Embassy's
local assistant to the Labor Attache, Haj Ibrahim AL SALEH, President of the
Iraqi Federation of Trade Unions and of the Iraqi Oil Industry Workers Union,
mentioned that representatives of the Soviet and British Embassies in Baghdad
had actively sought him out, presenting him with periodicals and other materials
concerning the labor movements in their countries and in each case had extended
an invitation for an Iraqi labor team to visit their countries. He noted that
he would welcome contact with the American Embassy and added that he was anxious
to meet American labor officials. (DRM)

10. UNCLASSIFIED - AUB Union Still Negotiating (CERP D-17)

The threatened strike of AUB Employees and Workers (see BER 25)
failed to materialize last week, following an appeal by a group of university
professors who offered to mediate the dispute. The union leadership has
apparently realized the impossibility of its demands for wage increases and
is negotiating with the university administration for a satisfactory settlement
of other grievances. (DRM)

FOREIGN TRADE

11. UNCLASSIFIED - Ministry of National Economy Seeking to Reduce
Trade Deficits (CERP D-13)

Mr. Rafic NAJA, the recently appointed Minister of National Economy
declared in an interview on December 18, 1961, that Lebanon would be seeking
basic accords with all importing countries to reduce the mounting trade deficit.
He singled out particularly Western Germany, from whom imports rose to
LL 70,000,000 ($23,150,000) in 1960 and exports sank to LL 4,000,000 ($1,330,000),
for a trade deficit of roughly $22,000,000. Mr. Naja indicated that he was going
to attempt to find additional outlets for the products of Lebanon in all countries
where imbalance exists, which includes practically the whole world. The trade
imbalance with the U.S. was 15-fold in favor of the U.S. in 1960.

UNCLASSIFIED - COMMENT: Lebanon now makes up an estimated deficit of
LL 800,000,000 ($377,000,000) with invisibles such as tourism, emigrant
remittances, oil investments, etc. It is certainly questionable whether all of
Lebanon's industry, commerce, and agriculture, operating at full blast, could
make much of a dent in the above figure. The main points are that (1) Lebanon
has scarcely anything to export and (2) Lebanese prosperity depends on imports
rather than on exports. (JCW-LCT)

L
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FOREIGN TRADE (cont'd)

12. UNCLASSIFIED - Sale of Ford Trucks to Beirut Municipality (CERP D-13)

Selling against world-wide competition, including the Soviet Bloc,
the able and aggressive Ford organization in Beirut secured an order for five
C-800 chassis-cab trucks which will have garbage bodies built on them locally.
These trucks sell at LL 35,000 a piece ($11,700) which makes a $58,500 order. (JCW)

TRADE FAIRS

13. UNCLASSIFIED - Chicago International Trade Fair Cultural Director
in Beirut (CERP D-13)

Mrs. Helen Tieken GERAGHTY, Director of Cultural Activities for the
Chicago Fair arrived in Beirut on December 6, 1961 and was met at the airport
by the Commercial Attache. Mrs. Geraghty remained in Beirut until Saturday,
December 9, discussing with the Baalbeck Festival Committee the feasibility
of bringing Lebanese Folk dancers to the Chicago Fair in the summer of 1962.
The Embassy's Acting Cultural Affairs Officer, Mr. Richard Arndt, was extremely
helpful to the Commercial Office on this assignment. (JCW)

AID Loan Activities

14. UNCLASSIFIED - El-Bared Loan (CERP D-14)

The former Development Loan Fund, which became a part of the Agency
for International Development (AID) last month, notified the Banque de Credit
Aqricole, Industriel et Foncier (BCAIF) by letter on December 11, 1961 that
the way had been cleared for the granting of the $500,000 El-Bared (power company)
loan. This was done by waiving, for purposes of the El-Bared loan only, three
sections of the original DLF-BCAIF agreement. This was the happy result of the
November visit to Beirut of Mr. Donald STOOPS and his confreres. BCAIF, with
the assistance of the Embassy Commercial Office, hopes to have all necessary
paperwork and substantiating documents finished before the end of January 1962.

UNCLASSIFIED - COMMENT: The original negotiations for this loan
began in the summer of 1958. (JCW)

15. LIMITED OFFICIAL USE - Eastern Development Bank Application Submitted
(CERP D-12)

An application from the above bank which is owned principally by
the well-known Lebanese banker, Mr. Sami SHOUCAIR, for a loan of $10,000,000
for another Development Bank in Lebanon was forwarded to Washington on
December 18, 1961. This application was the result of conversations between
Mr. Shoucair and DLF officials in the fall of 1961. The Embassy furnished
drafting aid.

CONFIDENTIAL JL
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AID LOANS (cont'd - Item 15)

LIMITED OFFICIAL USE - COMMENT: A rival bank to BCAIF might very
well stimulate BCAIF to swifter and more imaginative banking action. BCAIF's
present disbursements are in general very solid, but proceeding at such a
deliberate rate that it is doubtful if the full $5,000,000 authorized will
be used by mid-1963 when the authority expires. AID/W (DLF) has called
BCAIF's attention to this upon numerous occasions. (JCW)

COMMERCIAL OFFICE AFFAIRS

16. UNCLASSIFIED - American Business Visitors (CERP D-13)

The log of the Commercial Office shows the following list of Americans
and representatives of American firms conferring with Embassy Commercial Section
between December 6 and December 19:

Mrs. Helen Tieken Geraghty, Director of Cultural Activities, Chicago
International Trade Fair; Mr. James J. Thakara, Vice-President of the Chase
Manhattan Bank, New York; Mr. Robert Berke, Greenleaf Farms, Beirut; Mr. Adrian
E. Salloum, District Manager, IBM World Trade Corporation, Beirut; Mr. A. P.
diTullio, General Manager and Area Director, Hilton Hotels, Cairo; Mr. Guy F.
Stark, Industry Officer, USON4/Saigon; Commander J.K. Freeman and Lieutenant
T.A. Damon, Naval Attache and Assistant, Embassy Tehran; Mr. Frank S. Wilson,
President, Gabriel International, Cleveland; Mr. George F. Graham, Ebasco
Services, New York; Mr. Paul C. Parker, Middle East Representative and Mr.
Gregory C. Carroll, Manager Beirut Branch, Bank of America (International),
New York. (JCW)

The editor and the contributors wish their readers milaadan maiiidan
w sanatan iadiidan (Merry Christmas and a Happy New Year).

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

Contributors:
LCTihany, JHAshida, JHEnnis, DRMorris, JCWeisert, HAyoub, KSalem.

Distribution:
Copies to: AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA.

DEPARTMENT please pass to: TEL AVIV, TRIPOLI, DAKAR, BONN.
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As requested in refair, Embassy Eeirut is reporting on the arrival
of BCAIF's $109,520 Treasury check.. 00

00
This check, for October disbursements of BCAIF, was received on

Saturday, December 23 at approximately 10 a.m. This was fiftr three days >
after the close of the disbursement month and fifty days after BCAIF air *
mailed their reimbursement request to Washington on November 3, 1961.
In order to avoid interest charges to BCAIF for another three days to
December 26 at $14.00 per day, Mr. William B. Snidow, principal Consular
Officer made a special trip to the Embassy to open the Saturday pouches
and the Commercial Officer and an officer from BCAIF took two hours from
their 'free" Saturday to effect the transfer in the closed Embassy without 01
clerical help. 0)

P

The Embassy mentions this
the processing of large checks
that the Washington processing

to stress the priority which it regards
such as this last one. The Embassy hopes
time can be reduced in the future.

For the Charge d'Affaires, a.i.:

Leslie C. Tihany
First Secretary of Embassy
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1. HIGHLIGHTS - UNCLASSIFIED

In spite of last month's stiff Soviet protest, the Lebanese Government
has reportedly sent the Lebanese-West German technical assistance agreement
to the Chamber of Deputies for ratification. (Item 3). Efforts of the East
German airline INTERFLUG to obtain Beirut traffic rights appear stymied.
(Item 8). The long-awaited opening of the deluxe Hotel Phoenicia took place
on December 23, with 120 rooms and most public rooms open to the public.
(Item 10).

Minister of National Economy Rafic NAJA, backed by the Prime Minister,
has announced a month-long drive against the high cost of living, to commence
January 15. Cynics among Lebanese businessmen feel that the drive is more
political than economic, that it aims only at food and consumers' goods, while
neglecting rentals, education costs and services in general, and that it is
timed to occur at just the moment when prices will be reduced for normal
January clearance sales. (DRM-JCW)

GENERAL ECONOMIC

2. UNCLASSIFIED - 1962 Opens on Note of Optimism (CERP D-lO)

As a result of substantial foreign currency purchases by the commercial
sector during the final week of 1961, the Beirut money market closed on a note
of firmness. The last 1961 dollar quotation was LP 302.10. By January 3 the
rate rose to LP 304.

OFFICIAL USE ONLY - COMMENT: Foreign currency purchases by the
commercial sector are attributed to the generally optimistic attitude with
which Lebanese business circles are entering the new year. Whether or not
this optimism is fully justified, only time can tell. In the meantime,
confidence in the future is having a stimulating effect on the economy.
Optimism and confidence are being generated by three major factors: (a) the
KARAME government's published calendar of public works, which has been accepted
as an official pledge to start spending government funds during 1962; (b) the
stability shown thus far by newly independent Syria, which augurs well for a
liberalized resumption of trade relations with that country; and (c) the
disappearance, during the last three months, of a threat to Lebanese national
independence and sovereignty, which are considered by the economic elite as
the keystone of the present national economy. The abortive military coup of
December 31 has probably strengthened the influence of this last optimistic
factor by revealing the intrinsic weakness of those elements which, if operating
from a position of strength, would now be able to threaten Lebanese independence

[and sovereignty. (LOT) J
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FOREIGN AID

3. UNCLASSIFIED - German Aid Agreement Reported Before Parliament (CERP D-ll)
(see BER 26, Item 4)

The press has announced that the text of the Lebanese-West German
(FRG) technical assistance agreement, over which the Soviet Ambassador had
lodged a protest on December 12, has been sent to Parliament for ratification.
Lebanon has not replied as yet to the Soviet protest.

CONFIDENTIAL - COMMENT: The Embassy is now inclined to believe that,
barring further publicity or a new Soviet move, the Lebanese-FRG technical
assistance agreement will eventually be ratified more or less automatically.
(LCT)

BOYCOTT

4. OFFICIAL USE ONLY - SS. Atlantic Reportedly off Blacklist (CERP D-13)

American Export Lines has informed the Embassy that the S.S. ATLANTIC
is scheduled to make her first two regular calls at Beirut at the end of May
1962 and June 1962. The Embassy has also been informed that the Boycott Office
in Alexandria has notified Boycott Offices in all Arab ports that the S.S.
ATLANTIC has been removed from the blacklist.

LIMITED OFFICIAL USE - COMMENT: The Embassy has also been informed
that the UAR authorities have accepted the owing S.S. ATLANTIC itinerary
for May and June 1962: Piraeus-Alexandri -Haifa-Beirut-Haifa-Alexandria-Piraeus.
In discussing the matter with the Lebanes ratorities the Embassy has learned
that the vessel has probably been removed from the Lebanese blacklist as well.
Lebanese acceptance of the above itinerary is pending. (LCT)

FINANCE

5. UNCLASSIFIED - Takla's Name Being Mentioned as Candidate for
Governorship of Central Bank (CERP D-12)

The name of Foreign Minister Philippe TAKLA is being mentioned in
Lebanese financial circles as a suitable candidate for the governship of the
proposed Central Bank.

OFFICIAL USE ONLY - COMMENT: Takla's candidature may be pushed by
Intra Bank interests, since one of this bank's high officials suggested his
name to an Embassy officer about two months ago. Takla is highly respected in
most circles and is a close adviser of President CHEHAB. For this reason he
would be a powerful opponent of Paul KHLAT, the leading candidate of those who
want a Central Bank free from foreign influences. When Khlat heard about the
rumor, he questioned Takla's qualifications, noting in particular that the
latter is not a trained economist. (JHA)
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6. UNCLASSIFIED - Beirut Stock Exchange Activity in 1961 (CERP D-12)

For calendar year 1961 a total of 545,029 shares valued at LL 71,767,000

($23.8 million) was traded over the Beirut stock exchange. Both figures repre-

sent new records. By comparison the 1960 figures were 356,897 shares valued at

LL 69.1 million ($21.8 million). More than one-third of the exchange's

activity by value and by number of shares traded was concentrated in January-

February 1961 when there was a scramble to buy Casino shares. Otherwise,

trading activity was rather dull for most of the year. (JHA)

AVIATION

7. CONFIDENTIAL - Soviets Offer to Purchase Air Liban (BER 25) (CERP D-16)

A representative of the Soviet Embassy is reported to have approached

George KARAM, major shareholder and self-styled holder of 
an option to sell

Air Liban at LL 375 a share on behalf of all (including Air France) but one

small shareholder, to buy Air Liban at LL 400 a share. The French Embassy

has categorically denied that Karam holds a valid option now, the last one

having expired on August 15, 1961. Karam states that he will be leaving for

Vienna in a few days to dispose of Air Liban shares to the Soviets. He

allegedly will, however, give American interests until January 10 to buy

into Air Liban at LL 375 a share.

CONFIDENTIAL - COMMENT: At this juncture there still exists the

possibility of bluffing on the part of Karam. Since, however, bearer shares

are involved, the Embassy will not know there was no bluffing until 
such

time as the Soviets may have bought Air Liban. The Embassy will continue

to follow up this matter. (JHA)

8. CONFIDENTIAL - East German Attempt to Obtain Beirut Air Riqhts

Momentarily Foiled (BER 26) (CERP D-16)

The attempts of the East German Interflua to obtain provisional air

traffic rights to Beirut appear to have been momentarily foiled. Lebanese

businessman-banker Sami SHOUCAIR informed the Embassy that he had talked 
with

the former President Beshara AL-KHOURY about the grave political dangers 
of

granting such rights. Al-Khoury, who had been pressing Foreign Minister Takla

on this matter, then promised to talk to Takla about dropping his demands.

Al-Khoury interest in Interfluq rights stem from his desire to help

his nephew Nabih AL-KHOURY, who wants to handle the Interflua agency in Beirut.

Since Nabih Al-Khoury, who is married to the daughter of an enterprising Lebanese

shipping agent MAKHZOUMI, had no business of his own, his father-in-law suggested

that Nabih obtain the Interflua business if the Lebanese Government would

authorize traffic rights for the East Germans. The nephew applied for such

rights and enlisted the assistance of his uncle in dealing with Foreigh Minister

Takla. Beshara Al-Khoury and Takla are long-standing friends, having been

formerly associated together in the Constitution Party. (JHA)
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COMMUNICATIONS

9. OFFICIAL USE ONLY - New Controlling Interest in Lebanese Television
Company (BER 16) (CERP D-16)

The prominent businessman-banker, Sami SHOUCAIR, has informed the
Embassy that he, in cooperation with Time-Life Broadcasting Inc. (TLB), has
now obtained control over the Lebanese Television Company (TCL). He mentioned

that he had been quietly buying TCL shares.

LIMITED OFFICIAL USE - COMMENT: Since TLB became associated with

TLC in August 1961, Shoucair has obtained options to exercise the voting
rights of shares held by several Lebanese shareholders for a certain
consideration. These options plus the shares acquired by himself and TLB

now permit him to exercise control over TCL. It therefore appears that TLB

will now have pretty much of a free hand in revamping the station's program
along American lines, and this incidentally just in time to meet the competition
of the second television station, which is reportedly scheduled to begin
operations in March and is affiliated with ABC. (JHA)

TOURISM

10. UNCLASSIFIED - Opening of Hotel Phoenicia (CERP D-13)

On December 23, 1961 the Hotel Phoenicia, newest in the Intercontinental
Hotels Corporations' growing chain, opened its doors for business. Only four
floors of rooms, comprising one hundred and twenty of the eventual three hundred
and twenty-five rooms were immediately available. Construction is still going
on on most of the floors, but the main lobby, ballroom, "L'Amerique" (a snack-bar),
"L'Age d'Or" (the main dining room), "La Cascade" (a bar and tea room), and some
private dining rooms are open. No special ceremonies took place because of the
unfinished construction. The formal opening is planned for March 31, 1962, when
all rooms will be open and the six hundred new employees should be working
reasonably well as a team. Middle East Airlines' Cedarjet Clubs' Christmas
Party provided 850 paying guests for the dining room and ballroom the first
evening.

UNCLASSIFIED - COMMENT: The rates are comparable with any first-class
hotel in the area and are as follows: Singles from $10 to $13, doubles from
$13 to $17, suites from $25 to $40, plus two Presidential Suites at $60. A
most interesting side-light on the procurement for the hotel is that a West
Virginia glass manufacturer was able to win the contract for the glassware
against world-wide competition. U.S. manufacturers were not successful on
the chinaware, which is German; on the silver, which is French; and on the
linens, which are British.

The Phoenicia is operated by the Intercontinental Hotels Corporation
of New York (IHC), which has about a 25% interest, the majority ownership being
Lebanese. Mr. John Gates, Chairman of IHC and vice-president of Pan American
Airways, was in Beirut on the 23rd of December, but no publicity was given to

Lhis visit. (JCW)
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LABOR

11. UNCLASSIFIED - Union Elections Scheduled (CERP D-17)

The Executive Board of the Airline Companies' Employees and Workers
Union resigned last week, as a gesture that they had done their best in the
long standing dispute for higher wages with the companies. Union elections
have been scheduled for January 7. President Said NEHME has announced his
intention to run for re-election.

The Executive Board of the UUEW has set January 9 as the date for
the federations annual elections. (DRM)

12. UNCLASSIFIED - Another UUEW Affiliate Withdraws (CERP D-17)

The IPC Refinery Workers Union has withdrawn from the United Unions of
Employees and Workers (UUEW) in protest against the Federation's affiliation
with the ICFTU. (See BER 25). Last week, officials of the union, along with
leaders from the other three which had previously disaffiliated - the Tobacco
Regie, Railroad and Port Company unions - and the Electricity and Transport
Workers Union, met with the Minister of Labor and Social Affairs to explain
their action and to petition for a license to form a new labor federation.
The Minister is reported to have denied their request on the grounds that,
except for the IPC union, they represented government employees who were
prohibited by law from forming new unions or federations. He has undertaken
to mediate their dispute with the UUEW and has expressed the hope that they
will return to the federation. (DRM)

13. UNCLASSIFIED - OETC Employees Union Ordered to Split (CERP D-17)

Following a reorganization in the Ministry of Public Works, the
Electricity and Common Transportation Employees Union (OETC) has been
directed to reorganize into two unions, one to represent the electricity
workers, and the other the common transportation (tramline) workers. Under
this reorganization, the common transportation workers may either remain
independent or elect to join the Railroad Workers Union. (DRM)

AGRICULTURE

14. LIMITED OFFICIAL USE - Offer of Rumanian Wheat

Late in December the Rumanian commercial representative offered the

Millers' Association a lot of 5,000 metric tons of Rumanian 1961 commercial
grade, semi-hard wheat at $65 in bulk per metric ton, CIF Beirut. This
Rumanian wheat is equivalent to U.S. hard winter, grade number 2.

LIMITED OFFICIAL USE - COMMENT: The Millers' Association counter-offered

at $60. The Rumanian commercial representative had stated that he would proceed
to Rumania by the end of the year to submit his annual report. He promised to
discuss the counter-offer price with higher Rumanian authorities and hoped to

Return with a favorable decision. (JCW) -- J
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15. UNCLASSIFIED - Rainfall 1961/62 Season (CERP D-10)

A breakdown of accumulated rainfall as of December 31, 1961 is given

below in millimeters for 1961/62 season, compared to 1960/61 and normal, in

both Beirut, and at Ksara, in the central Bekaa valley:

Normal 1960/61 1961/2
Central Bekaa Valley

Ksara Observatory 208 133 264

Beirut, Central Coast Area
AUB Observatory 376 305 317

Bekaa Valley
Winter grain and feed: crops continue to progress most favorably. In

the southern section of central Bekaa valley (Bar-Elias toward Ammik) sub-soil

moisture has crossed surface moisture. This has caused some agricultural lands

in this area to be slightly flooded. However, adequate sunny dry weather at

regular intervals has avoided damage to the flooded fields of grain and feeds

in this area.

Coast
Favorable weather conditions are stimulating the growth of winter grain

and feeds and vegetables along the coast.

Mountainous-Areas (Higher Altitudes)
Snow continues to cover most of the highest altitudes of both ranges

of Lebanon and Anti-Lebanon. Fruit orchards on the medium and higher altitudes

are favored with adequate cold weather and abundant sub-soil and surface moisture.

The two subsequent snowfalls late in the fall continue to be reflected

in the improvement of underground water and springs. (MB)

COMMERCIAL OFFICE

16. UNCLASSIFIED - Cumulative AID Disbursements (CERP D-10)

AID funds disbursed by the Banque de Credit Aqricole, Industriel et

Foncier (BCAIF) on loan Number 99 as of December 31, 1961 totalled $1,115,222.00.

No change was recorded in the SIDEM'total of $231,614.53. The combined total of

AID loan funds now in Lebanon is $1,346,836.53. Not reflected in the figures,

but actually processed in December 1961 by BCAIF is $100,000 as partial payment

on twelve overhauled Pratt & Whitney R-2000 engines sold by the Airwork

Corporation of Millville, N.J. to Trans-Mediterranean Airways (TMA). (JCW)

CONFIDENTIAL
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17. UNCLASSIFIED - Retail Sales Rise (CERP D-13)

The Christmas season was a happy one for Lebanon's retailers, who
reported sales gains over last year of ten to twenty percent. An estimated
LL 25,000,000 ($8,333,333) was spent in the last two weeks before Christmas.

UNCLASSIFIED - COMMENT: An interesting aspect of the shopping pattern
is that the "trend to the suburbs" has also come to Beirut, where the major sales
gains were registered in the outlying shopping areas, while the "downtown" markets
and Souks suffered from traffic strangulation and no parking space for shoppers.(JCW)

18. UNCLASSIFIED - American Business Visitors

The log of the Commercial Office shows the following list of Americans
and representatives of American firms conferring with the Embassy Commercial
Section between December 20 and January 2:

Mr. Vernon A. Cassin, representing Earl Bunting International,
Washington, D.C.; Mr. Robert A. Jordan, Manager, radio and television station
Kuam, Agana, Guam; Mr. George F. Graham, representing EBASCO Services, Inc.,
New York; Mr. Jack L. Bartlett, Fahnestock & Company, Beirut branch; Mr. Robert
C. Cooley, representing O.R. Burden Construction Corporation, Tulsa, Oklahoma;
Mr. E.W. Smith, senior partner in the Reliance Company, Beirut; Mr. Richard A.
Dwyer, economic officer, American Embassy, Damascus. (JCW)

BEIRUT PORT

19. UNCLASSIFIED - Port Company Vice Chairman Resigns (CERP D-16)

In December, Sami SHOUCAIR, powerful Beirut banker and businessman,
and one of the leading lights in last year's Lebanonization of the Beirut Port
Companye(BER 31, Dec. 8, 1960), resigned as Vice Chairman of the Board of
Directors amid a flurry of publicity charging the Company's management with
lack of initiative in improving the operations of the port, bad faith in its
dealings with the Government, unsavory financial deals and general mismanagement
of the operation of the Port entrusted to the Company by the Lebanese Government.
In an open letter to the Company's shareholders, Shoucair detailed his charges,
pointed out that profits had dropped from a LL 2 million ($660,000) yearly
average to only LL 8,000 ($2,660) this past year, and called for a demand by
them for a reform of the Company management.

OFFICIAL USE ONLY - COMMENT: It is clear that there has been very
little accomplished toward modernization of physical operations of loading,
unloading and berthing (beyond the introduction of palletization and the use
of mechanical fork lifts), of inefficient accounting methods, and of re-
organization of presently different working hours of various groups of employees
such as customs clerks, warehouse tally clerks, stevedores, etc. Offers to send
senior personnel to the United States and other countries for training and
observation of modern techniques of port operation have been left to gather

CONFIDENTIAL
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dust and United Nations expert advice has been spurned as too expensive whileunqualified local "expertise" has been hired at unrealistically high rates.The Government's decision to build a $10 million third basin for the Port hasnot been met with energetic planning by the Company for the design specifica-tions necessary before tenders can be let.

It is as yet unclear whether Shoucair's public attack will bring aboutany change in the Company's Board of Directors, which manages quite well withits management fee of five percent of Port revenues. His appeal that theCompany is not living up to its obligations to the Government and is therebydepriving the public purse of increased revenue may, however, help him in hisreform campaign. In a conversation with Embassy officers, Shoucair reportedhe had recommended to President CHEHAB the creation of a government portauthority similar to those in the United States, to replace the present'businessman-management" arrangement. Shoucair also said that he plans todivest himself of his extensive holdings in company shares. (DRM)

For the Ambassador:

Evan M. Wilson
Counselor of Embassy

Contributors:
LCTihany, JHAshida, DRMorris, JCWeisert, MBekhash

Distribution:
Copies to: AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA.

DEPT. please pass to: TEL AVIV, TRIPOLI.
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INTRODUCTION : The Lebanese Economy as a Whole.

Many Lebanese feel that the last quarter of 1961 marked the end of a
trying decade during which the Lebanese economy gave proof of its viability
by successfully adjusting to, and meeting the challenge posed by, adverse
factors operating in or through Syria. Some of these adverse factors limiting
a full expansion of the Lebanese economy became operative before, others during,
the period of the Syrian union with Fgypt. The dissolution of this union in
October 1961 has produced two schools of thought among Lebanese businessmen.
The first school optimistically hopes that all the adverse Syrian developments
of the past decade can now be nullified; the other, more realistically, looks
for some improvement in Lebano-Syrian economic relations, without, however,
expecting a disappearance of all the restrictive measures applied by Syria
against Lebanon prior to the UAR period.

The optimists expect that all, the realists hope that some, of the following
major Syro-Lebanese economic problems, which have accumulated during the past
decade, are about to disappear :

Restrictions on the circulation of persons, goods, and capital; the adverse
effects of Syrian Decree No. 151 and the submission of Lebanese enterprises in
Syria to conditions of local nationality; measures restricting transit trade
across Syrian territory; obligatory importation of sea-borne goods through the
port of Latakia; discrimination practiced against the Beirut Free Zone; and
finally the nationalization of Lebanese banks and insurance companies established
in Syria.

Time can only tell to what extent expectations will be fulfilled. In the
meantime, however, the psychological fact that most Lebanese expect some improve-
ment, is having a stimulating effect on the market. An additional stimulus is
being provided by the new Karame government 's calendar of public works, published
during November, which has been accepted as an official pledge to start spending
government funds during 1962. Another confidence-inspiring factor during the
fourth quarter has been the disappearance, after the Syrian secession, of a
keenly felt threat to Lebanese national independence and sovereignty, which are
considered by the economic elite as the keystone of the present national economy.

While listing the favorable external and internal influences operating on
the Lebanese economy during the last quarter of 1961, it should be noted also that,
during the same period, Syrian independence exerted two unexpectedly adverse minor
effects. First, the semi-annual visit of the U.S. Sixth Fleet to Beirut, scheduled
for October, was cancelled, depriving local merchants of goods and various services
of the not inconsiderable financial benefits derived from such naval visits.
Second, Lebanese assets in Egypt, belonging mostly to UAR citizens of Lebanese
origin, were sequestered as a retaliatory measure by the Cairo authorities reacting
to the Syrian secession. Consequently, one might say that thus far the Lebanese
economy has suffered from, rather than profited by, the re-establishment of Syrian
independence. This circumstance, however, does not dampen the optimism of
business circles and this optimism is beginning to show on the economy.
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Such statistics as are now available indicate that, measured by the standards)
of the third quarter, there have been several improvements during the fourth.
Customs receipts rose from LL 25 million ($8.3 million) to LL 30.7 million ($10.2
million). New incorporations increased from 14, with a total share capital of
LL 21.7 million ($7.2 million), to 22, with a total share capital of LL 24.9
million ($8.2 million). Christmas retail trade was said to have been ten to twenty
percent better than last year's. Transit trade during October and November was
63,133 MT as compared to 67,913 MT for the three months of the third quarter.
Freight unloaded in Beirut Port during the final quarter indicates a rise over the
total score registered during the third quarter. One may conclude, therefore, that
(a) the final quarter of 1961 probably marked the beginning of the end of the "minor
commercial crisis" about which a great number of Lebanese complained during most
of 1961; and (b) even if the hope of significantly improved economic relations
with Syria should eventually prove to be without foundation, it is in the meantime
having a psychologically stimulating effect on business.

In attempting to forecast the development of Lebanese economy during and
beyond 1962 one should keep in mind two basic facts. The;'first of these facts
is the record of the past ten years, which shows that, in spite of Syrian
exclusiveness and the damages of civil war in 1958, the economy has been able
to flourish and has shown remarkable resilience. The second fact is the ultimate
dependence of the economy of certain non-Syrian external factors, which have been
operating during the past decade and which will continue to exert a profound effect
either by their continued presence or by their absence. These external factors are :
.(a) the inflow of capital from the oil-rich states of the Arabian peninsula, as a
result of which Lebanon, a country without natural petroleum resources, has assumed
the characteristics, if not of a petroleum economy, then at least of a petroleum
prosperity; (b) the socio-economic effects of the petroleum prosperity, which
stimulates a constantly expanding receptivity for additional imports to satisfy
the consumption needs of a rising middle class; and (c) the process of capital
formation resulting from the combined effects of the petroleum prosperity and
rising imports.

The optimistic forecast that one is inclined to make on the basis of the
three foregoing factors must be controlled by a realization that they are external
and dependent on uninterrupted political stability, the undisturbed continuation
of the oil boom in the Arabian peninsula, and the untrammeled expansion of world
trade. In other words, the Lebanese have no control over the th. prime movers of
their prosperous economy apart from maintaining the liberal institutions which allow
these external factors beneficial free play domestically. It should also be taken
into consideration that, while the inflow of oil capital is having a stimulating
effect on construction activity in and around Beirut, capital formation is not
being extensively used as the basis for long-term development projects which
Lebanon needs to even off geographically and socially the benefits of its prosperity.
Private Lebanese capital has not been attracted to an appreciable extent by long-
range development projects; the formation and utilization of state capital for
such purposes has been retarded by what a spokesman for the Ministry of Finance
at the end of the quarter described as an urgently needed reform of the fiscal
system. This spokesman was quoted by the press as stating that "most of the
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state revenues are collected not through direct taxation 544 but indirect 76 ," and that "between 15% to 18% of the national income is allocated in thebudget of the Lebanese state, while other countries average between 35% and 45%,"and that "the expenditures of the state increase every year by 10% while therevenues increase annually by 20%."

With due regard for all of the foregoing, objective Lebanese and foreignobservers foresee a continued and increasing flourishing of the Lebanese economy,subject to undisturbed political stability, the uninterrupted inflow of oil capital,the untrammeled expansion of world trade, the maintenance of the free enterprisesystem in Lebanon, a reform of the fiscal system, and the utilization of Lebaneseprivate and state capital for development projects. The resumption of liberalizedeconomic relations with Syria during 1962 would provide an additional impetus forthe processsof possible economic growth and expansion. A discussion of theeconomic aftermath of the abortive coup on the last day of the quarter belongsto the first quarterly summary of 1962.

I. FACE

(a) Money and Credit

The money supply, which recorded an expansion of 3.6 percent during thesecond quarter, rose at approximately the same rate in the third quarter. Whilenote circulation remained unchanged, the increase in money supply was principallyattributable to the marked growth in foreign exchange demand deposits resultingfrom capital inflows and perhaps an increased preference for maintaining liquiddeposits in foreign currencies in anticipation of their appreciation in terms ofthe Lebanese pound. The note issue on October 15, however, increased from LL 431million to LL 437 million -- the first jump in exactly one year.

The local money market has eased considerably. The inter-bank call moneyrate at the end of the year was about 3 percent, down about a half percent in thelast six months. Most bankers report they have ample funds on hand to loan out.This development is borne out by the changes in the loan-deposit ratio from 79percent in June to 76 percent in September. The relatively large expansion indeposits in the third quarter gave the banks ample funds to expand their loansand discounts by 1.6 percent in the third quarter as compared with 0.5 percentin the second quarter.

The easing of the money market is probably due to a combination of severalfactors. One is the purchases of foreign currencies, principally dollars, by theExchange Stabilization Fund since it resumed its activities in April 1961. Asecond factor is the increased inflow of foreign capital into Lebanon. TheGovernment, by launching some long-overdue public works program, has also undoubtedlycontributed to the easing of the local money market.

(b)'Banking

In his ministerial policy statement Prime Minister Karame declared that the
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%ouncil of Money and Credit (CMC) would be established. The original legislative
decree authorizing the CMC was promulgated in June 1959 during Karame t s previous
term as Prime Minister. Because of opposition, however, from certain circles, the
decree had never been implemented. On December 16 the following were named as
members of the CMC z Joseph OUGHOURLIAN (Vice Chairman) 1/, Paul ICLAT, Mohamed
ATALLAH and Abdel Amir BADREDDINE. At the same time Articles 9, 10, 11 and 12 of
the 1959 legislative decree granting the CIS authority to impose punitive measures
on uncooperative banks were abrogated at the recommendation of Mr. Pierre EDDE,
President of the Lebanese Bankers Association. He stated that the amendment was
necessary to protect banking secrets. His argument is that the CMC, being a
government agency, cannot be sued for leakages of banking information, whereas
the Central Bank would be subject to the banking secrecy law. According to Edde
banking data should be submitted to the Central Bank and then filtered through
it to the CMC.

It is now anticipated that the Central Bank, if only in skeletal form, will
be established by the end of 1962. A special committee will reportedly be appointed
by the Government to draw up legislation for the proposed Central Bank.

Prime Minister Karame has cancelled the contract Oughourlian signed with
the Government last summer to prepare necessary studies for drafting a banking
law. Dr. Hjalmar SCHLCHT, the German financial expert, appears to be out of the
picture completely.

Three banks, all Lebanese, were incorporated during the quarter : BaLue de

Beyrouth le Commerce (capital LL 2 million), Ban ue Libanaise de Credit
Hypothecaire (IE 2 million) and Bangue gJose h GeageahLL 3 millionY One bank,
Bangue des Affaires (capital LL 10 million), was incorporated on September 27
and was not reported in the Official Gazette until after the previous quarter's
Economic Summary had been submitted. The Government has not been able to prevent
the establishment of new banks, although in March 1961 the Council of Ministers
decided to declare a moratorium on new bank incorporations. The "overbanked"
situation is causing many so-called "commercial" banks to make questionable loans
in order to pay the high interest rates on deposits resulting from unbridled
banking competition. The Government realizes the potential danger this situation
could be to Lebanon's financial institutions and is thinking of adopting corrective
measures.

For reasons unknown no action was taken by Parliament on the investment
trust holding company draft law. Parliament did, however, approve joint accounts
in Lebanese banks -- something hitherto not provided in the commercial code.
Parliament also approved a bill authorizing the BSL to loan to the Banque de
Credit cole, Industriel et Foncier (BCAIF) LL 10 million for agricultural
purposes.

Preliminary Lebanese-Japanese talks for joint economic collaboration point
to some form of development bank to be incorporated in Lebanon. Six of the largest

1/lMinister of Finance is ex officio chairman
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[Japanese banks have indicated their willingness to participate through subscrip-
tion of capital and through providing trained experts in the field of long-term
financing.

(c) Gold and Foreign Exchange

The Lebanese pound continued to appreciate vis-a-vis the dollar and other
Western currencies until a few days before the Lebanese-Syrian talks in Damascus
on November 25-26. For a few days thereafter the dollar rate dramatically soared
from the LL 3.01-2 level of the previous week to an average of LL 3.09 with some
transactions reportedly taking place at LL 3.11- 3.12 as a result of a sudden
increased demand for the dollar. The demand stemmed largely from Syrians who had
received a few days earlier licenses to import necessities with foreign exchange
held abroad. Another contributing factor was the widespread rumors of a reported
offer of a Lebanese loan to Syria during the talks in Damascus. The dollar began
to drop a few days later when the Syrian authorities suspended the issuance of
such import licenses and the rumors of a Lebanese loan proved to be unfounded.
At yearend the dollar rate was fluctuating at the LL 3.01 level. No major recovery
is anticipated by local financial circles until demand for the dollar revives
through reordering by local merchants and through Syrian purchases.

Other currencies which fluctuated markedly include the following :

Sept. 15 Oct. 31 Dec. 26

Syrian pound LP 72.0 LP 80.6 LP 79.0
Brazilian cruzeiro LP 1.12 LP 1.00 LP 0.75
Egyptian pound LP 630 LP 605 LP 550

(non resident )

The Syrian pound appreciated following the revolt. while conversely the Egyptian
pound depreciated during the quarter.

The Exchange Stabilization Fund (ESF) purchased from the New York Federal
Reserve Bank about 600,000 Troy ounces of gold for approximately $21 million in
two transactions, the first purchase for 300,000 ounces in July and the second
one in October. The gold has been shipped from New York City to Lebanon and
placed in the vaults of the BSI. The Government is keeping the gold in the ESF
for the time being, but is expected to transfer small amounts gradually to the
BSL's Issue Department as the Lebanese note issue expands. In this manner a high
gold coverage can be maintained for the Lebanese pound at all times.

Local gold dealers have been reporting temporary revival of gold transit
shipments to Hong Kong, averaging about a metric ton monthly. After a few months
the authorities there reportedly discovered and closed down the smuggling operations.
The Syrian gold demand has reportedly revived following some relaxation of economic
controls by the Syrian authorities.
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I I (d) Government Finance

Normally during the fourth quarter government receipts exceed expenditures
thereby causing a slight contraction of the economy. This year, because of the
stepup of expenditures, the government sector may on balance have been expansionary.
Customs receipts, the only statistical indicator available, show a moderate increase
in the fourth quarter of 1961 over the same period a year ago when receipts were
unusually large because of importation of large quantities of cotton textiles
before the tariff hike went into effect.

On September 27, 1961, the President of the Republic referred the Government 's
proposed 1962 Ordinary State Budget and the four autonomous budgets (Telephone
Administration, National Lottery, Mheat Office and Lebanese University) to the
Chamber of Deputies. The 1962 budget bill calls for ordinary state expenditures
of LL 368.2 million ($121.5 million) and expenditures totalling LL 40.8 million
($13.5 million) for the four autonomous agencies. The 1962 proposed budgetary
expenditures represent an increase of LL 94.4 million ($31.2 million) over the
1961 budget as approved by Parliament in January 1961. The increase is actually
only 44.2 million ($14.6 million) as the proposed budget includes LL 50.2 million
($16.6 million) in appropriations for "grands travaux" formerly included in the

1t extraordinary budget. The budget is balanced by receipts from the usual taxes,
fees and income from government property totalling LL 318.0 million ($104.9 million)
and by withdrawals from the Reserve Fund amounting to LL 50.2 million ($16.6 million).

During the quarter the Government announced that it was undertaking a
program of fiscal reform including revision of exemptions for the income tax,
the levying of a progressive tax on improved real estate, a radical revision of
the schedule of indirect taxes and improved tax administration. A major objective
of the reform is allegedly to find additional revenues to finance the five-year
development plan being drawn up by the IRFED mission.

(e) Stock Exchange

The Beirut stock exchange experienced another quiet quarter of trading.
During this quarter a total of 85,983 shares valued at LL 11,710,000 ($3.9 million)
were traded as compared with a total of 92,334 shares, valued at LL 11,985,500
($3.96 million) during the third quarter. On the whole building supply and
hydroelectric company stocks tended to drift higher. The recent abundant rains
helped to buoy prices of Electricite Nahr Ibrahim, Electricite Bardd and Kadisha.
Quotations for the Casino and the Por Company were lower, the Casino's because
of impending dilution through issuance of additional shares, and the Port Company's
because of reports of poor management.

For calendar year 1961 a total of 545,029 shares valued at LL 71,767,000
($23.8 million) were traded over the Beirut stock exchange. Both figures represent
new records. In 1960, the figures were 356,897 shares valued at LL 69.1 million
($21.8 million).
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7 Two of the largest American stock brokerage firms, Merrill, Lynch, Pierce,
Fenner and Smith, Inc. and Bache and Company, decided to open a Beirut branch.
Both firms are rushing to complete local arrangements for an opening in early
1962. With the arrival of these two firms, there will be a total of four American
stock brokerage firms operating in Beirut. The two firms operating at present are
Fahnestock and Company and Hayden, Stone and Company. With telex and leased wire
facilities to be available during the first half of 1962, the Lebanese and Arabs
from the hinterland are expected to show much more interest in trading on the
American exchanges.

II. FOREIGN TRADE AND ECONOMIC RELATIONS

Probably the outstanding economic expectation of this fourth quarter of 1961
was the future of trade between Lebanon and the new Syria. The new Syrian govern-
ment has now been formed and is expected to resume talks with the Lebanese dele-
gation headed by Rafic Naja, Minister of National Economy during January. Dr.
Adnan Kuwatli, Syrian Minister of Economy, reportedly will be the chief of his
delegation.

The Lebanese Chambers of Commerce, Industry and Agriculture have prepared
a draft agreement for Prime Minister Karame which, if adopted by the two countries,
would free in great measure the exchange of goods. This draft agreement proposes
to remove the necessity of obtaining export-import licenses, reduces all tariffs,
regulates internal taxes on imports, abolishes expgrt.subsidies on most goods, andauthorizes the re-exportation of all but specifically prohibited articles. It
would restore to full force the Inter-Arab Transit Agreement (between Lebanon,
Jordan, Syria, and Saudi Arabia). It would also call for the immediate beginning
of negotiations for a financial treaty, reciprocally open national ports, airports,
and free zones to importers and exporters.

It would further authorize the free movement of persons and vehicles, guarantee
the freedom of sojourn, work, and commercial representation in both countries,
grant free access to facilities for the holding of trade fairs and exhibitions,
undertake to free from restrictions the free transfer of capital and profits, and
in general work toward an economic "complementing" of the two countries.

There, of course, are many hurdles to go over before such a free treaty can be.
negotiated and many a "quid pro quo" will have to be made. However, the economic
health of both countries can become only stronger from freer arrangements. Not
only would the two countries prosper if free trade succeeds, but more Western
businessmen would be persuaded to make a Beirut-Damascus axis the center of their
Middle Eastern operations. These trade treaty negotiations should be followed
closely by everyone doing business or planning to do business in this area.

The continued failure of the West to absorb all of Lebanon's fruit and
agricultural products led to the conclusion during the past quarter of two trade
agreements with the Bloc countries of Czechoslovakia and Poland.

The Poles agreed to take 5,000 MT of citrus fruits (up 1,000 from the previous
agreement) and 50 tons of tobacco; the Czechs agreed to use 7,500 MT of citrus
L
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ruit and 20 tons of tobacco. Lebanon is to purchase all types of manufactured
goods. In the past both Czechoslovakia and Poland have had large trade balances
in their favor, and although both treaties are aimed at correcting this, it can be
forecast that Lebanon's trade deficits with these two countries will continue.

The Minister of National Economy, Mr. Rafic Naja, announced on December 18,
1961 a general drive against all trade deficits and singled out Western Germany
as one example where a $22,000,000 trade deficit existed last year. The 1960
trade deficit with the U.S. of LL 80,000,000 ($38,000,000 at the customs rate
of LL 2.21 to one dollar), which was published last spring, is now being publicized
again, perhaps as part of this drive. Lebanon now makes up an estimated trade
deficit of LL 800,000,000 ($377,000,000) with invisibles such as tourism, emigrant
remittances,.oil investments, foreign aid, etc. Three of the four above invisible
sources originate almost exclusively in the West so that a deficit arising with a
country like Western Germany, now providing $500,000 in technical aid (see Section
XI) plus a good many tourists and commercial travelers as well as some investment,
would seem easier to live with than deficits with countries who supply neither
tourists, capital, nor aid.

The Fourth Isbrandtsen Trade Fair was held in Beirut in the last ten days of
October. This exhibit was shown in an expensive location on the Rue Hamra
(the international shopping center) but was attended indifferently. Because
the appeal of the Isbrandtsen Fair is mainly to a specialized group of Lebanese
customers seeking agencies for United States products, it is now the intention to
attempt to return to the Free Zone for the Fifth Trade Fair expected in February
1962. The money saved in rent and moving costs then (hopefully) could be spent
on promotion directed at a selected group.

The Chicago Trade Fair promotion group was quite active in Beirut during
the last quarter of 1961. Early in November two of its leading officials gave
a large reception at the Bristol Hotel, at which a colored movie of the Chicago
Fair was shown. During December the artistic director of the Chicago Fair was
in Beirut for nearly a week exploring (with the Enbassy's help) the possibility
of using the Baalbeck Festival Lebanese Folklore Group in Chicago next summer.

In addition to assisting in the promotion of the Chicago Trade Fair in Lebanon,
the Embassy continued to make representations for the New York World's Fair 1964-
1965, the Seattle Century 21 Exposition, the Great Lakes World Trade Center (near
Cleveland) and the First World Economic Program Assembly and Exposition (Chicago).

The Chicago Trade Fair will very probably once again have Lebanon as an
exhibitor because its local Lebanese roots are strong and its sales people have
spent much time and effort in Beirut. The other U.S. Trade Fairs have not had as
sustained promotion and, in spite of continued Embassy efforts, Lebanese participa-
tions in the Century 21 Exposition in 1962 now looks doubtful.

The British Embassy gave a two-week showing this fall of selected British
manufactured products. Thirty-seven carefully selected items were displayed and
the British Ambassador opened the showing with a reception. New sales outlets
ere developed as a result of the show.
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Fifty thousand sacks of Brazilian coffee were received in the Beirut Port
Free Zone in November, destined for distribution to other countries in the area.
This shipment inaugurated the Brazilian Central Coffee warehouse for the Middle
East, which will be serviced by monthly shipments between Brazil and the Middle
East.

Customs receipts dropped from the fourth quarter of last year to LL 30.7
million ($10.2 million). This is a rise of roughly LL 5.7 million over the third
quarter which is in accord with the seasonal pattern. The Beirut Port showed a
significant gain in freight loaded as last quarter 1961 figures of 98,076 MT sur-
passed the 1960 three-monthly fourth quarter figure of 63,770 MT and the 1961
third quarter figure of 61,$07 MT. The same kind of a gain was shown in total
transit trade where October-November figures of 63,133 MT nearly equalled the
previous quarters' three-month figures.

The above increase had three causes : first, the Syrian government change
caused many Egyptians to return to Egypt with their effects and a good many of
them went through the Beirut Port; two, the Syrian change freed up the movement
of some goods into Syria; and three, the generally prosperous conditions in Lebanon
itself,

III. AGRICULTURE

(a) 1961/62 Growing Season

This season's rainfall started in September. By December 31, 1961 in the
central Bekaa valley rainfall was above, and in the central part of the coast
below, the average. In contrast with the last four drought years, sub-soil and
surface moisture began plentiful and general this season. Two subsequent early
snowfalls, late in the autumn, on the highest altitudes of both mountain ranges
have contributed with ample rainfall to the improvement of underground water and
have increased the flow of some of the springs. As of late December 1961, water
supply from cisterns in villages has improved considerably over the past four
drought years. Favorable weather conditions, of dry and wet weather at adequate
intervals, stimulated the growth of winter grains and feeds. This season wheat
plantings are anticipated to continue until late in January 1962.

Livestock is in a very good condition. Pastures, feeds and water are in
abundant supply. Sheep flocks of the nomadic tribes that usually station in spring
and summer in the Bekaa valley, resumed late in the fall their eastern drive for
the first time since 1957 toward the Syrian desert. Lamb and kid crops are
anticipated to be large.

(b) 1961/62 Marketing Season

The harvest in the central part of Bekaa valley of the fall crops of vegetables
continued until late in the fall and produced good yields. All winter vegetables
plantings, mainly concentrated along the coast, are expected to produce bumper
crops, according to agricultural circles. The apple picking season continued
from October through November 15, 1961 on the higher altitudes (1,000 to 1,800
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[i ters). This crop represents about half of the total crop (75,000 MT). The
citrus fruit harvest started in November. The olive picking season started in
October and ended late in December. The early rainfall improved the juice content
and fruit size of the unpicked app Le, citrus fruit and olive crops. This season
the quality grade of these fruits was better than a year earlier.

According to the Fruit Board 3,300,000 cases of apples (44,000 MT) were
placed in cold storage this season. This compares to 2,000,000 cases (34,000 MT)
in 1960. At the orchard level the prices of citrus fruit are about 15 percent
below last season's. Apple prices were 10 percent below 1960.

By November 30 apple exports totalled 22,600 MT. The bulk was shipped to
Arab countries. The U.S.S.R. is the only Soviet Bloc country that has purchased
any apples so far in season. In November 1,300 MT of apples were shipped to that
country. These shipments are a part of a barter transaction that was concluded
late in August 1961 between Soviet commercial representative and a Lebanese fruit
exporter for the exchange of 4,000 MT of apples against 10,000 MT of Soviet wheat.
Last season, by November 30, Lebanon had exported a total of 15,700 MT of apples
that were principally destined for Arab countries. No shipments were made within
this period to Soviet Bloc countries.

Late in November contractual sales of Lebanese 1961 lemons were made with
Soviet Bloc countries for shipment in December 1961 and January 1962. These sales
total 9,500 MT : 2,000 MT each to Poland, Czechoslovakia, Rumania and the U.S.S.R.;
and 1,500 MT to East Germany. A further sales contract is under way with East
Germany, most probably for an additional supply of 4,000 MT of lemons. The CIF
prices are claimed to average LL 0.41 ($0.1367) per kilo, gross export weight,
according to the trade.

During the 1960/61 marketing season lemon shipments to Soviet Bloc countries
totalled 12,200 MT. East Germany received 5,300 MT, Czechoslovakia 4,200 MT,
Rumania 1,700 MT and Poland 1,000 MT. This represents 55 percent of total lemon
exports (22,000 MT) for the season.

Orange exports totalled 4,400 MT by November 30 and were mainly destined
for Arab countries. No shipments were made to Soviet Bloc countries. Last season,
orange exports had totalled 5,400 MT, of which 38 MT were shipped to East Germany.

(c) Fruit Board Policy

Dn September 23 the Fruit Board released a tender for the supply of 8,000
field cases for supply to the two government-owned citrus fruit packing plants
located in Beirut and Tripoli. This measure was aimed at reducing to a minimum
bruise damage caused to the citrus fruit through handling from the orchard to the
government-owned packing plants. Also on September 23 the citrus fruit export
cases used for shipments to Arab countries were released for export shipments for
other destinations. This measure was taken to allow the export trade to use freely
these cases -- in great demand by the Arab countries -- in citrus fruit exports for
any destination.

UNCLASSIFIED

GPO 902667

DECLASSIFIED
Authority

ByLNARA Dat 234



Page 12 of
UNCLASSIFIED

Desp. No
From

On September 29 the Fruit Board was given authority to export fruit on a
consignment basis for the individual apple or citrus holder (grower, speculator
or exporter). Upon delivery to the Fruit Board, the fruit is graded and packed
in the standard export cases and an advance payment of LL 4.00 ($1.33) to LL 5,00
($1.65) per export case is made to the individual fruit holder. Not later than
July of the same marketing season, the Fruit Board will pay the individual fruit
holder (consignee) the balance of the net export countervalue. Such facilities
are made available to the Lebanese fruit holder, at cost price and free of any
commission. For this purpose two committees were formed in the Fruit Board : one
to handle the apple crop and the other the citrus crop.

This step was decided following the numerous complaints of apple growers, who
were confronted at the beginning of the 1962/62 marketing season with an unusual
apathy of the domestic fruit market and the anticipation of a similar situation
early in November 1961 for citrus fruit. The Fruit Board, however, may not imple-
ment its new authority prior to the beginning of the 1962/63 marketing season.

IV. INDUSTRY

A significant industrial milestone was reached on November 1 when Lebanon's
first steel mill went on steam and produced the first steel ingot in the Arab
Middle East outside of the United Arab Republic. The ingots are being stockpiled
and will later be rolled into various semi-finished products.

Another important event was the conclusion of an agreement between an American-
German group and Lebanese interests for the construction of a chemical fertilizer
plant. The plant will use imported ammonia gas from Libya. Construction of the

plant at an unannounced site on the Lebanese seacost is expected to begin within
a few months.

The Lebanese pig iron plant employing an unusual rotary kiln is still
experiencing difficulties caused by the shortage of working capital. Instead
of exporting raw pig iron, the plant is now casting crude sewer pipes for local
consumption and the export market. Alleged dumping of cheap pig iron and castings
from the Soviet Bloc is continuing to create difficulties for this plant.

Cement production by Lebanon's two cement plants continued at a lower level
during the third quarter with a monthly average of 69,000 MT than the same period
in 1960. Construction of a new white cement plant also at Chekka has begun and
is expected to be completed late next year. Machinery with an annual capacity of
70,000 MT has been ordered from France. The principals behind this project do not
anticipate producing more than 30,000 MT annually at first, enough for the require-
ments of the domestic market.

The concession of the Regie des Tabacs etdes. Tombacs, which was extended for
one year on January 4, 1961, by the Council of Ministers will probably be renewed.
During the past year the Government was supposed to have "Lebanized" the company
in accordance with the recommendation of a government committee. It appears that
the Government has taken the easy way out.
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The cotton textile industry has been in the doldrums for some time. With
the export market all but closed and dumping by Communist China in particular,
the mills are operating far below capacity although profitably. The mill owners
have been unable to gain much support from the Government for added tariff
protection since they are always accused of having made inordinate profits
during World War II. Moreover, there is strong opposition to higher duties from
merchants who import cotton textiles. The Government is, in addition, anxious to
keep the cost of living down by lowering textile prices.

Lebanon's lone woolen weaving mill has once again received increased Soviet
orders for woolen cloth for 1962. These orders, according to the mill owners,
will enable the plant to operate all its looms on one shift, whereas for much of
1961 because of a lack of sufficient orders only half of the looms were working.

In contrast, the expansion in the demand for woolen yarns has led three
entrepreneurs to start construction of three woolen spinning mills in recent
months. The potential output from these mills is reportedly more than sufficient
to meet domestic requirements.

A recent report by the Industry Bureau of the Ministry of National Economy
gives the following list of industries which could be profitably established soon
in Lebanon :

(1) fruit packing and grading plant
(2) paper mill

(3) plants for manufacturing pottery, tile, ceramic ware and porcelain
(4) iron foundry

(5) canning factory

(6) plant for making lime and its derivatives.

During the quarter 22 new incorporations with a total capitalization of
LL 24.9 million ($8.2 million) were reported. Of these only six were industrial
corporations with a total capitalization of LL 6.2 million ($2.0 million).

V. CONSTRUCTION AND RENTS

Fourth-quarter statistics for cement production and for the issuance of
building permits are not yet available at this writing. On the other hand, third
quarter statistical data which were non-existent at the time the Eabassy submitted
its Summary of Economic Developments for the third quarter, have now become
available and indicate a slight slackening of construction activity, during the
July-August-September period. As compared with the third quarter of 1960, during
the corresponding period of 1961 cement production dropped from 223,136 MT to 208,413MT;
the number of building permits issued, from 296 to 226; the number of floors
constructed from 842 to 716; floor area completed, from 196,495 sq.m. to
148,175 sq.m. Fourth-quarter statistics, when available, should indicate whether
this slackening represents a continuing trend, due perhaps to a relative lesseningLI
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interest by Kuwaiti and Saudi investors in the Beirut real estate market; or
whether it is a reflection of a temporary reluctance on the part of Lebanese
construction speculators, caused by unsettled conditions in the Middle East during
last summer, to risk capital on providing this form of investment opportunity for
Kuwaitis, Saudis, and other oil-rich Arabs.

Up until mid-1961 Beirut construction activity was proceeding at an annual
rate of about 650,000 sq.m. of new built-up area within the city limits, and is
probably not much below that figure now, if at all. Concurrently new car registra-
tion has been increasing at a rate of approximately 20% per annum (800 to 1000 more
cars per month). These two converse trends, making for less space for more
automobiles in the city, are turning Beirut into a traffic-snarled small metropolis.
A secondary result has been the focusing of attention on violations of the Building
Law of January 20, 1954 in the matters of licensing, height, alignment and sani-
tation. In many instances violations were detected by the authorities charged
with "urbanism control" only after new buildings had been completed. It became
obvious that, without energetic action on the part of the authorities, undisciplined
and irregular construction activity in Beirut would soon turn the city into an
urban jungle.

During much of 1961 the Government showed serious preoccupation with this
problem and on August 7 issued Decree No. 7279 in order to keep construction
activity within orderly channels. The significant provisions of Decree No. 7279
are :

(a) Anyone who infringes the provisions of the Law of January 20, 1954
shall be liable to imprisonment of one week to three months and to
a fine of LL 100 to LL 1,000, or to either one of these two

penalties.

(b) Should the infringer proceed with building without license, after
he has been warned to desist from doing so, he shall be liable
to imprisonment of one to six months and to a fine of LL 500 to
LL 5,000, or to either one of these two penalties.

(c) Public utility services (telephone, water electricity) shall be
alerted against supplying the landlord or his lessees with any
of their services unless there is produced a certificate issued
by the municipal authorities attesting that the building has been
regularly licensed.

During November 1961 two interpellations took place in Parliament, suggesting
that Decree No. 7279 should not be applied retroactively. Another deputy, on the
other hand, recommended that the Decree be amended to apply even to engineers and
architects involved in the irregular construction of buildings. Several other
parliamentary debates on construction took place during the quarter, with deputies
demanding that the law on the taxation of built-up property (propriete batie)be
amended. According to the present law, the tax now consists of 1/12 of the rental
value of the property plus a municipal tax not exceeding 3% of the mental value.
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As a result of these demands, the Prime Minister on December 21 submitted
to the Council of Ministers two draft bills, which are now awaiting legislative
action. The first bill calls for a graduated surtax in order to facilitate the
application of the Building Law and to realize more equity for the taxpayer. This
bill takes into consideration the situation of modest landowners who live on their
small property, and exempts from taxation people with fixed incomes who buy
apartments on an installment plan.

The second bill concerns the building of low-cost houses for people with
fixed incomes, through private corporations or institutions in which the Government
may participate either in cash, facilities, privileges, etc. or otherwise. As of
the end of the quarter, no action has been taken on either of these bills beyond
a request by the Council of Ministers for more details.

The old rent law, which exempts so-called luxury buildings from controls,
expired on December 31, 1961. Since, however, the Parliamentary Committee on
Judicial and Administrative Affairs, which was supposed to have drafte a new rent
law before the end of the year, has not completed its work, the old law continues
to be applied and is administratively accepted as having legal force. The old
law has become a bone of contention between opposing interests. One faction
defends it, because it permits a continued rise in "luxury" rents, thus stimulating
capital investment in real estate; another attacks it, because of its inefficacy to
maintain reasonably low rents. Most vociferous in opposing the old law have been
the small proprietors of non-luxury buildings, whose federation held a convention
at the end of December and demanded that the Government abrogate the existing law.
Should the Government fail to do so, the Federation threatened to suspend tax
payment on rents, sue the Government before the Conseil d'Etat,and to organize
peaceful demonstrations to obtain a change. This threat has not been carried out,
but prolonged dissension during the first quarter of 1962 is likely. In the mean-
time, American personnel stationed in Beirut with fixed rental allowances continue
to feel pinched by uncontrolled and rising rents.

VI. TOURISM

No official statistics have been prepared as yet concerning the number of
fourth-quarter foreign visitors and the duration of their stay in Lebanon. According
to informal information obtained from the Commissariat General of Tourism, there
has been an 8f to 12% rise in numbers and an approximately 5% increase in tourism
income over the corresponding period of 1960. The Commissariat attributes the
rise in numbers to an increase in non-Arab rather than in Syrian visitors during
the last quarter. Restrictions and regulations governing travel of citizens of
Arab countries to and through Lebanon have remained substantially unchanged. A
certain degree of tolerance, however, in the application of these regulations on
the travel of Syrians to Lebanon has been responsible for a slight improvement in
travel between the two countries in both directions.

Lebanese tourism stands much to gain from the new Hotel PHOENICIA, the latest
link in the Intercontinental Hotels Corporations' growing chain, which opened
its doors for business on December 23. Only four floors of rooms, comprising
one hundred and twenty of the eventual three hundred and twenty-five rooms are

available. Construction is still going on on most of the floors, but the



16

UNCLASSIFIEDPage of

Desp. No 357
From Beirut

S[mainlobby, ballroom, "L'Amerique" (a snack-bar), "L'Agetd Or" (the main diningroom), "La Cascade" (a bar and tea room), and some private dining 
N p c aroomni s t ospa e o D c m e 2 e a seo h u f n aeda e o e*re openpn 

ng i.lnn d f r Ma c 1 1 6 , w en a l r om i l bNo special ceremonies took place on December 23 because of the unfinished construc-ton. The formal opening is planned for March 31, 1962, when all rooms will be
open and the six hundred new employees should be working reasonably well as a team.PENIA rates are comparable to those of any first-class hotel in the area and
are as follows : Singles from $10 to $13, doubles from $13 to $17, suites from825 to $40, plus two Presidential Suites at a $60. A most interesting side-lighton the procurement for the hotel is that a West Virginia glass manufacturer wasable to win the contract for the glassware against world-wide competition. U.S.manufacturers were not successful on the chinaware, which is German; on the silver,which is French; and on the linens, which are British.

The Phoenecia is operated by the Intercontinental Hotels Corporation of NewYork (IBC), which has about a 25% interest, the majority ownership being Lebanese.Mr. John Gates, Chairman of IEC and vice-president of Pan American Airways, was inBeirut on the 23rd of December, but no publicity was given to his visit.

VII. DOMESTIC BUSINESS

The Christmas season saw new retail highs reached as an estimated LL 25,000,000
($8,333,000) was spent by consumers in the last two weeks of the year. Merchantswere very happy, piling up volumes ten to twenty percent ahead of last year.

As the automobile population of Lebanon approaches 70,000, the "downtown"shopping centers and souks become almost inaccessible at times. Slowly movingvehicles clog the narrow streets. As a result, the commercial phenomenon that
occurred a dozen years ago in the United States, is beginning to take place in
Beirut. Shoppers move "uptown" or to the suburbs and sales volumes for merchantsin these districts show impressive gains, one large store registering an estimated
50% over last year. As nearly one thousand new vehicles pour into Lebanon eachmonth, the city fathers and merchants have finally become aware of the trafficstrangulation. Newspapers at the end of the year reported many schemes for trafficcontrol and easement, including the definite decision to replace the tramways(which run two ways on the one way streets) with autobuses.

The household appliance field continued strong, with U.S. manufactured
refrigerators and TV sets going well. As reported last quarter, United States
TV makers are being recognized as the quality builders. US-built TV volume isrising in spite of lower prices on European and Japanese receivers. Since thetwo television stations will increase their programming in the coming year, thereceiver market should continue to boom. Business in this field is so good thatthere is much talk of starting electronic assembly plants in Beirut.

Automotive registrations for the last half of the year fell below the
thousand a month average maintained for the first six months. This, however,
was expected as volume flattened out for the last four months to approximately
that of 1960. Ou the passenger car side American-made vehicles continued theirweak showing of a little over 12f of the total unit sales. Figures for the first

x months showed American-made "tourism" vehicles with 14.1% (889 out of 6,029 uni s)
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Vtheumarket. Five month figures, July through November, showed a dro to 12.6%(476 out of 3,774 units).

Eight European makes, Opel, Mercedes, Volkswagon, Simca, Peugot, Fiat, Renault,and Taunus, in order of sales position, were ahead of Ford, Chevrolet, and Buick,which placed ninth, tenth and eleventh in 1961 eleven-month totals. Pontiac 'andOldsmobile are respectively fourteenth and twenty-first. Unless an American-madetruly small car is produced (will this be Fords' "Cardinal"?), these figures willnot change for the better. It is ironic to read in a short history of the Chevroletmotor company which appeared in the December 4, 1961 issue of Advertising Age s(Page 60) "Here was an illustration of early marketing strategy. Sales had droppedoff slightly in 1914 while the big 40 was still in production, but the introductionof two new lower price models spurred sales to more than 13,000. Durant realizedthat the public did not want big European cars, but preferred smaller lea expensivedomestic cars." A little more of Detroit's founding fathers' (Mr. Ford's and Mr.Durant 's) philosophy applied in Detroit today might help reverse these sad U.S.automotive export sales figures.

Only in the field of trucks and buses, where size is not a factor and wherethe new anti-Diesel law has slowed up the Germans, did American-made vehicles
continue strong. Autobuses are almost an American "monopoly" as American-made
vehicles sales held well over the 75% of total units forecast in the previous
quarterly. When the demise of the street-car finally occurs, it is very probable
that American-made buses will replace the old electric cars, since the sales
momentum and sales drive of the Lebanese autobus representatives of Chrysler,
General Motors, and Ford should be sufficient to hold that order for American-made
vehicles.

VIII.AVIATION

During the fourth quarter of 1961 Lebanon's position in the civil aviationsector was enhanced by increases in Pan American and BOAC services to Beirut, bythe opening of the Pan American-sparked Phoenecia Hotel (see Section VI), and byseparate agreements between MEA and Pan American, MEA/BOAC and MEA/Lufthansa, allthree of which serve to strengthen Lebanon's largest airline.

(a) Traffic statistics, International Airport, Beirut

Air Traffic statistics released during the quarter reveal that during the
first six months of 1961 the number of passengers arriving and departing Beirutincreased by some 13 percent over the number for the corresponding period in 1960

- (264,673 ve. 233,904). The number of transit passengers remained about the same(66,690 vs. 66,733).

(b) Airline Developments

Middle East Airlines (MBA) announced during the quarter that (1) Pan AmericanWorld Airways will in the future serve as Pan American's sales agent in the MiddleEast, and that Pan American will represent MEA in the Far East, Latin America andtheUnited States; (2) MEA has renewed for another year, effective January 1, 1962
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its pooling agreement with BOAC on flights between Beirut and London; and (3) MEA]
signed an agreement with Lufthansa, effective January 1, 1962, aimed at encouraging
two-way business and tourist traffic between Lebanon and West Germany. Under the
agreement, revenue from all passenger and freight traffic on MEA's four services
from Lebanon to Frankfurt and Lufthansa's three weekly services from Germany to
Beirut will be shared proportionately. Airline schedules will be established so
as to provide daily service between Beirut and Germany seven days per week.

In October the Government of Lebanon with8mew its earlier objections to Pan
American Airways' application for augmented service to Beirut and subsequently
authorized the increased operations to continue through August 1962. The effect
has been to increase the frequency of Pan American jet passenger services to
provide daily services between New York and Beirut in both directions.

In December the Government approved BOAC 's request for an increase of one
frequency in its Beirut services

Czechoslovakia Airlines (CSA) inaugurated weekly commercial air services
between Beirut and Prague on December 1. The airline uses a TU-104A for this
service and is represented in Beirut by the TRANSAS Company. There has been no
indication that Air Liban, which has been allocated reciprocal rights to operate
between Beirut and Prague, intends to exercise its rights in the foreseeable future.

Air Liban continued throughout the quarter without a General Manager. This
vacancy has existed since February 1960.

Lebanese International Airlines and Trans-Mediterranean Airways continued.
their operations throughout the quarter without significant changes.

(c) Lebanese Aviation Agreements.

Lebanese efforts to negotiate an air agreement with Iraq were postponed,
reportedly owing to the inability of the parties to agree upon certain issues
Iraq refuses to accord Air Liban (French-associated) the right to land in Iraq
or to permit Lebanese carriers to overfly Iraq en route to Kuwait without special
prior permission in each case. The parties were also unable to agree that the
number of frequencies shown by each country's carriers between Baghdad and Beirut
should be reduced from six to three per week, as Iraq requests.

Talks between Cypriot and Lebanese aviation authorities in mid-November were
suspended, reportedly owing to the unwillingness of the Lebanese to grant fifth
freedom rights to Cyprus between Beirut and points on the Persian Gulf.

(d) Miscellaneous Aviation Events.

Mr. Najeeb Halaby, Administrator of the Federal Aviation Agency, accompanied
by Raymond Malloy, Director of FAA's International Bureau and FrankiLoy, Special
Assistant, visited Beirut and Damascus November 27 - 30. Their schedule included
courtesy calls upon high ranking Lebanese aviation officials, conversations with
FAA personnel stationed at Beirut and a talk by Mr. Halaby at a Propeller Club

L I
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[Tuncheon attended by leading members of the Lebanese and American business -communities. The visit was outstandingly successful.

IX. PETROLEUM

The lawsuits against the Trans-Arabian Pipeline Co. (Tapline) resultingfrom the leakage of 33,593 barrels of crude oil from a loading line on July 1(reported in the last quarterly report), have not yet been settled and claimsnow amount to more thaw $1,000,000. Similarly, serious negotiations with theGovernment for a revision of Tapline's transit fee arrangements have not yet begun.However, the company expects to commence them as soon as a new agreement withSyria is reached.

There was little change in level of operations of the country's pipelinesand.refineries during the quarter, although Tapline throughput increased seasonal-ly in December. Syrian gasoline, offered at dumping -prices, is exerting pressureon the market but so far has been kept out, except for some smuggling along theborders. No decision has yet been reached regarding the needed expansion ofrefinery capacity.

X. LABOR

There was no significant strike activity during the fourth quarter althoughthe Employees and Workers Union of the American University of Beirut threatenedto call a strike if their demands for rapid fulfillment of earlier agreements,and a new demand for wage increases, were not met. The UUEW joined the ICFTU,losing in the process four of its member-unions who withdrew in protest. Therewas no movement on the legislative front, with the draft Social Security lawstill at the Ministry. Available data reflect a slight rise in cost of livingduring October and November.

(a) Strikes

The only strike during the quarter was by 60 workers at the small Samatiantextile plant outside Beirut. The strike fizzled after some 15 days, with mostof the workers returning to the job, although a few took advantage of the manage-ment 's offer tocoash in on their accrued indemnities and leave their jobs.

The long standing dispute between the Airline Employees Union and the 26airline companies serving Beirut was referred in late October to the DirectorGeneral of the Ministry of Labor and Social Affairs for arbitration. Althougha swift award was promised, no further action has been taken. Just before Christmas,the members of the executive board of the Union resigned as a symbolic gesture toshow that they had done all they could.

Late in November, the American University of Beirut employees and WorkersUnion called on the University Administration to fulfill certain provisions of theagreement signed last May 31, on which Union officials claimed the University wasnot moving in good faith. These involved (1) promotion from within of qualifiedpersonnel to fill vacated posts; (2) institution of a job classification and wagesale; (3) a uniform schedule of paid holidays for both employees and workers; andJ

UNCLASSIFIED
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) establishment of a limited loan fund for union members. Unfortunately, in an 7
effort to bolster their bargaining position, the union leaders added to their
demands a request for payment of a 13th month bonus each year and a doubling of
the family allowance. When the University administration pointed out the unreason-
ableness of such demands (which would raise the annual wage bill by $161,000 at a
time when the University is operating with a budget deficit of $882,000 and has
instructions from its Board of Trustees to reduce the cost of operations by 5%
for the academic year 1962-63), in view of the very generous wage increases
granted under the May 31 agreement, the Union voted unanimously, with more than
1000 of its 1251 members present, to give the leadership authority to call a
strike.

After an approach, however, by a committee of professors who offered to help
mediate the dispute, the Union leadership returned to the negotiating table,
apparently aware that the University would stand fast onithe wage issue but give
satisfaction on the other four points listed above. - It appears that the leader-
ship will let time smooth over that had clearly been hasty and not well-thought-out
action, and that the strike will n'ot materialize. The Union will clearly have
suffered in prestige.

(b) Union Affiliations

The United Unions of Workers and Employees (UUEW) voted in late November
to accept the. application for affiliation submitted last quarter by the two Iraq
Petroleum Company Unions, the Refinery Workers and the Office Workers, and the
American University of Beirut Employees and Workers Union. In a subsequent action,
the UUEW's Council of Delegates voted 41-16 to join the International Confederation
of Free Trade Unions (IDFTU), of which the Jami'at Federation has long been a member.
Three UUEW member-unions - the Railroad Mnployees, Tobacco Regie Employees, and
Port Company Employees - refused to accept this decision, and withdrew from the
federation. The IPC Refinery Workers followed suite in December. These four
unions, along with the Electricity and Transport Employees Union (OETC), which
itselfihad withdrawn from the UUEW about a year ago, have petitioned the Ministry
of Labor and Social Affairs for a license to form a new federation in Lebanon. The
Minister has reportedly refused the request on the grounds that (except for the
IPC union) they represented government employees who were prohibited by law from
forming unions or federations. The Minister is said to have undertaken to mediate
the differences between the unions and the UUEW, with the hope that they would re-
affiliate. If they do not, the federation will have lost a substantial and
influential portion of its membership with a resultant loss in its prestige and
effectiveness.

The Federation of Independent Trade Unions (FITU) has accepted the re-affiliation
of the Customs Clearing Agents Union, membership about three years ago after
personality clashes among officials of the two bodies.

(c) Cost of Living Changes

Cost of living indices for the months of October, November, and December have

yet been issued by the Ministry of National Economy. The Mobil Oil index,
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howeverr, which in general reflects changes in living costs for white-collar
employees, shows a 6 point increase in cost of living during October, and five
points in November, which represents an increase of approximately one percent
for each of the two months. The October rise reflects an increase in food,
clothing and schooling costs; and that of November a rise in services costs only.
Other elements in the index show no changes.

The Government has recently announced a one-month official campaign to reduce
living costs. Measures to be taken are still under discussion, but it does not
appear that the campaign will go to the heart of the problem, which centers on
costs of housing, education and services.

(d) Legislative Activity

There has been no significant movement on the draft Social Security law,
which has not yet been submitted by the Ministry to the Council of Ministers.

XI. ECONOMIC DEVELOPMENT AND FOREIGN AID

The Banqueode Credit Agricole, Industriel et Foncier (BCAIF) disbursed only
about $230,000 during the last quarter. This brought to approximately $1,120,000
the amount of dollars disbursed to small and medium sized industries since the
implementation of the loan in December 1960. A much- increased pace of disbursal,
however, can be forecast for the first quarter of 1962, when the $500,000 El-Bared
loan check should finally be issued. This, together with two other impending
loans in the $200,000 category, will bring the total to well above $2,000,000 by
April 1., 1962.

BCAIF's agricultural lending activities are also stepping up with the receipt
of a LL 10,000,000 ($3,333,000) loan from the Banque de Syrie et du Liban (BSL)
for agricultural purposes* This money is being rapidly disbursed and it is
forecast that it will be lent out entirely by June of 1962.

The SIDEA Company, whose AID-financed aluminum extrusion press is now being
set up, has not drawn down the final $168,385 of its $400,000 authorization. This
probably will be requested during the first quarter of 1962 to cover spares and
auxiliary equipment.

Out of $5,400,000 AID loan funds authorized for Lebanon's economic development,
nearly 50% will have move into the Lebanese economy by April 1, 1962.

The AID Mission to Lebanon will phase out on June 30, 1962, except for a small
residual Regional Operation (audit, water resources, insect control and training)
plus an unfinished project for aeronautical facilities at the Khalde Airport. The
AID total for fiscal 1963 will be down to $150,000; $125,000 of which will be used
for the airport, $17,000 for regional overhead, and $8,000 for technicians' home
leave costs.

Of a total of LL 4,891,303 ($1,640,000) in PL-480 wheat funds (1958 and 1960)
now in the BSL, LL 674,803 ($222,000) has not been committed to projects. The AID
ssion to Lebanon is checking on the engineering feasibility of certain new projecs
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[mainly water projects), and will very likely commit a major portion of this
unusual balance during the first quarter of 1962.

The Federal German Government has begun the implementation of its 2,000,000 In
($500,000) Trade School project. Equipment and teachers (four to date) have begun
to arrive. An interesting sidelight in this connection is that although the
equipment and teachers are German, the language of instruction is English. The
Germans are considering adding a Merchant Marine School and a Hotel School to
their aid activities in Lebanon. On December 12 the Soviet Ambassador lodged a
protest with the Lebanese Foreign Ministry over the Lebanese-West German Technical
Assistance Agreement of October 20, 1961, because of its Article V, which refers
to the applicability of Agreement to the "Land" of Berlin.

The Litani power and irrigation project is scheduled- to begin the generation
of power early in January 1962. Late December reports indicate a very good
probability that the January goal will be met.

XII. GOVERNMENT POLICY

The new Karame cabinet issued its Ministerial Declaration on November 16,
stressing its intent to preserve the traditional Lebanese liberal economy while
safeguarding the interests of the consumer. There was a strong note of social
consciousness in the Declaration, indicating the new government 's concern with
a leveling of economic benefits not only among the various social classes but
also among the several geographical sections of the country.

The Ministerial Declaration also indicated that formerly dispersed economic
planning activities would be centralized in a reorganized Ministry of Planning
and that a new basic development plan would soon be presented to Parliament for
approval. A more important role was forecast for the Ministry of Finance, espe-
cially in monetary and fiscal matters. At the end of the quarter a spokesman for
the Ministry of Finance was quoted by the press emphasizing an urgently needed
reform of the fiscal system. A promise to establish a Council of Money and Credit
(CMC) was implemented on December 16 with the naming of CMC members. The new
body, whose main task will be the formulation of banking legislation and the
carrying out of monetary studies, came into existence without its original
statutory right to impose punitive measures on uncooperative banks. Since the
CMC can receive banking data only through the Central Bank (which will be, while
the CMC is not, subject to the Banking Secrecy Law), it is predicted that the
establishment of the CMC will of necessity have to be followed before the end of
1962 by that of the Central Bank.

The new government pledged not only the establishment of a central bank but
also the organization of a development bank "for the encouragement of long-term
loans." A novel and well-received feature of the Declaration was an appended
outline of eleven categories of development projects with target dates set for
1962. These projects consist of roads, structural construction, water supply
(drinking water, irrigation, ports), electricity, automatic telephones, the Litani,
rural industries, and the restoration of touristic and archeological sites. The
important contribution of tourism to the national economy was recognized and its
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itensified development through modern techniques was pledged.

In the field of social security the new government announced its intention
of planned progress, including new legislation to regulate the work of foreigners,
for vocational training, and for collective bargaining and labor arbitration;
amendment of certain provisions of the labor law; free medical treatment for the
poor; "inexpensive medicine" for all citizens; agricultural guidance; reforestation;
the draining of swamps and the improvement of the farmer's lot.

On the subject of Syria, of great interest to the economic community following
the dissolution of the UAR at the beginning of the fourth quarter, the Declaration
limited itself to a brief statement to the effect that "Lebanon will always remain
a sincere neighbor to its sister, the Syrian Arab Republic, as well as to all other
Arab states, appreciating its duties and rights as an Arab state to avoid all kinds
of interference in the affairs of all brotherly Arab countries and to respect the
status of every country and the desires of its people."

The Declaration omitted mention of foreign economic relations and activities.
The new Minister of National Economy declared, however, on December 18 his govern-
ment's concern with Lebanon's mounting trade deficit and its intention of seeking
basic agreements with all trading partners in an attempt to reduce the deficit. The
Minister singled out West Germany as an example of deficit trading, citing 1960
statistics to show the rise of imports to LL 70 million ($23.1 million), the drop
of exports to LL 4 million ($1.3 million), and the resulting trade gap of roughly
$22 million. He stated that he would try to find additional outlets for Lebanese
products in all countries with which a trade imbalance exists. It should be noted
that, according to 1960 figures, Lebanon's imbalance with the US was 15-fold in
favor of the latter.

Additional indications of government policy designed to deal with or to
regulate specialized economic activity, will be found in appropriate Sections of
this Summary.
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Indicator

IEBANON - ECONOMIC INDICATORS

4th
Unit Q arter

Customs receipts Mill.LL 31.9
Currency issue I" i 431.0
Public Debt

Internal " " 45.7
External " " 25.6

Demand Deposits (Aver.)
Lebanese currency acc. " " 954.3
Foreign currency acc. " " 28303

Time Deposits (Aver.)
Lebanese currency acc. " " 105.7
Foreign currency acc. " " 49.7

Loans (Average)
Lebanese currency acc. " " 755.0
Foreign currency ace. " " 135.7

Discounts (Average)
Lebanese currency " " 235.3
Foreign currency " " 9.7

Bank clearings " " 560.0
New incorporations 18
Cost of living index 536
Wholesale price index -
Cement production M.Tons 229,398
Building permits Number 270
Beirut Port Movement

Freight unloae M.Tons 358,034
Freight loaded " " 63,770

Total Transit Trade
Movement " " 75,441

Aircraft Passenger Movement
(including transients)
Arrivals Number 85,092
Departures "f 67,955

New Vehicle Registration
Passenger cars " 2,295
Trucks "o128
Buses 701 Revised figures. Total share capital

L 2Total share capital : LL 24,010,000
Total share capital : LL 21,700,000
Total share capital: LL 24,900,000
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Cost of living, which was to begin en J 15, had been postponed, "in the light
-of recent developments," becaue the GL dt ish to add further to the general
pressures" felt by the com:er-cial county, Te COL spkosaan did not spodify
what. pressuress" he had in mind, There rea n t believe that Beirut merchants
may be disturbed by continun : a rress of uects, zuors concerning arbitrary

- police methods, old political scores in ad by too r.uch political publicity
in general. Cn the other hand, I Is lso true th'atthe merchants had b:ern vigorously
o:.posed to the Governrent's plan to v it-t h costof-livinig nth
betwJeen January 14-February l5. it is pcss;be tI a they were able to stop the project
by- using the coup as an excuse for cancl it

B' the end of the cookL: the dl dp to Ln 3.2.75, hear its original level,
probably because the Clacing of ovqa o hadbn gapleted. Unconfirmed
reports that sall-scale capital n adedisturbed udi and
Kuwa'ti dcositors from Lebanse o isld not he considered a likely
cause for this drop.

Some worry was created by el ur that Yusef BD Manager of
Intra Bank, had boon picdoiing nd that an attempt -
was made to make him divulg.v e under C(}' : de Banking Secrecy Law.
:eidas, an ambitious and highly .ucc.s,{> JA tinian, is suspected of having been
af.inan:Cci link between the ! G msn' Lt. :"n andti' its:: allegfed Jordanian bakr~aEn 

a;'i opaeec ocW h acors.tIntra Bank saiw fit to alaco a announce s i others to deny the fact that
any of its managers had been old f iig by t e oice Business circles
in the city are however convinced tioni d id take place and that
IDeidas successfully resitad p s C "d the V nki ng S'crecy Law. In any
event, the Council of th e n o ion held a meeting on Saturday
January 6, and expressed its great toi .. . r. 'inister for his post-coup
declaration giving ssuranco. in iane Ministor. of the GOL's
continuedarspect for the Bdanking y no course of the meeting,
Pierre EDDE, the President of the :_,: van account of his activities

duringtheeek ,hic had ust e s i. nsulti.n dt competent GOL authorities,
in spite of "exceptional circunstn Ti ended its meeting by requesting
an audience with the President of ' :_, -Aly in order further to impress
on him the importance of observing the k ccy Law regardless of political
considerations,

Rumors in the economic comun.ty c c.n a possible seizure of Intra Blank,
because of its alleged NS associations, lav cused some anxiety. Should the
Government resort to this extrme mea:,ur e, ehich Is unlikely, the breadth and width
of Lebanese. economy .ould bo affected, cw:Ir to t unorthodox and far-reaching
operations of Intra Bank , which had been bthe E bassy (see Lr.m bdosp 322,
Dec, 12, 161 and Emnibdesp 341 gec. 22, 11.
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On Sunday, January 7, a top-flight businessman warned the reporting officerthat during the second wook of January the Stock Exchange would see "black days."This businessman added, however, that a bgins on the Exchange would not be adirect conseciaonco of the abortive coup, but rather of the fact that values havebeen inflated for some time now incorronsurately with possible dividends, and thatconsecjuntly these values will now be reappraised with a more critical eye.

Rumors of complete censorship being clamped down irm diately following thecoup disturbed several members of the economic elite. The facts are that (a) self-imposed press censorship was ostablished immediato1y after the coup, and is exercisedby a four-member board of the Pross.Syndicate; (b) that Aerican banks have beenprevented from using their telegraphic codes in sending messa-jes out of Lebanon andthat (c) outgoing private mail is probably more closely scrutinized if tho senderand: the addressee are of interest to the authorities. Cn the other hand, there hasbeen no a: nouncomont, no evidence, and no organized machinery established for acomploto press-mail censorship..

In the retrospect of one week it therefore appears that (a) adverse trendsnoticed during the first-wook aftermath .of the abortive coup may not be connectedwith that event, (b) some nervousness has been shown in high business circles dueto an alleged attempt to violate the Pnking Secrecy Law and to rumors that IntraBank may be. seized, and that (c) nervousness and anxiety have not boen generatedby the attempted rsutase itself but rather by the COL's subsequent efforts toliquidate its vestiges. The direct effects of the attempted coup are difficult totrace at this time because the first few weeks of the year are always a "dead"business season.
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The Enbassy continues to keep close watch on all post-coup manisfestations andtrends in economic circles.- It should be noted, however, that some of. the effectsof the Decembor 31 coup may not become apparent until much later. For example, the.Lnz 195' Emes editorial of January 2, referring to political instability in Lebanon,may cut into.the number of Aimerican tourists who could otherwise have visited Lebanonduring the coming summer. All additional publicity, whether in Lebanon or abroadconcerning the scotched uprising, is likely to have a restrictive effect on businesslifo in Lebanon,. Should the CCL decide to take the PPS conspiracy and its allegedforeign connections: to the Security Council,. as was claimed by the Lebanese pressduring the past wokend,. the execution of Inter-Arab Trade and Transit Agreements'will probably suffer, and Lebanon may be placed in a hostile position vis-a-visJordan, as a result of which Lebanese relations with Egypt may appear in Syrianeyes uch closer than they actually are. Suct a develop nt could not fail toexert a detrimental effect on the development of Lebanese economy during 1%62.
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1. HIGHLIGHTS - UNCLASSIFIED

The first two weeks of 1962 have been uneventful in the economic
sphere, with business experiencing its usual January doldrums. Aside /
from some feet-dragging on commercial loan repayments, the abortive
coup of December 31 seems to have had so far no measureable effect
on the economic life of the country. Some observers are concerned,
however, lest overly prolonged security measures by the army hurt
the coming tourist season and discourage investment. (Item 2).
There has been some concern that over-zealous investigation would
threaten the country's Banking Secrecy Law, but the Government has
reaffirmed its intention to uphold this keystone of the Lebanese
banking structure (Item 6).

The dollar rate has remained essentially unchanged since last
report, closing on January 17 at LL 3.05.

GENERAL ECONOMIC

2. UNCLASSIFIED - Economy So Far Unaffected by Abortive Coup (CERP D-10)

Official and unofficial spokesmen during the past two weeks have
stressed that the economy is "practically unaffected" by the attempted year-end
coup and that a flight of foreign capital is not taking place. The Bankers
Association has expressed gratitude to the Government for respect shown to the
Banking Secrecy Law. Toward the end of the past week, however, two official
voices were heard warning against the possible long-range consequences of the
abortive coup. On Friday, January 12, Pierre GEMAYEL, now Minister of Public
Works, deplored the inactivity of the Lebanese diplomatic missions abroad in
countering "erroneous presentation" in the foreign press of the internal
situation in Lebanon. This "erroneous presentation," according to Gemayel,
"is likely to affect commercial movements in general and touristic movements
in particular." On the same day the daily commentary of Radio-Liban attempted
to explain the still-intense security measures by linking the mopping-up
operations of the army not only to the sense of Lebanese patriotism but also
to the desire for economic well-being. The broadcast closed with the following
admonition: "Every Lebanese should be grateful to the forces of order which are
attempting to defend the entity of Lebanon and its prosperity."

LIMITED OFFICIAL USE - COMMENT: Continued and close Embassy scrutiny
has not revealed evidence of serious or permanent harm to the economy which
could be directly traced to the events of December 30-31. Early January is
usually a "dead" business season in Lebanon. On the other hand, official and



Page .3of

CONFIDENTIAL End. No. --
Desp. No 372

GENERAL ECONOMIC (Item 2 cont'd) From Beirut

unofficial uneasiness appears to be increasing that the political and security
sequel to the coup may eventually damage the economy.

During most of the past week economic activity was somewhat restricted,
probably as a result of the usual early-January lull in business affairs. It
has been reported, however, that mortgage payments to banks and collections by
business firms selling on the installment plan have been slowing down and that
this tendency is blamed by the defaulters on the coup that failed. This, it is
said, is true only in about 50% of the cases; the other 50% are allegedly using
the attempted coup as an excuse to postpone or avoid payment. The Stock Exchange
had two rather bearish days on Wednesday and Thursday (the volume of transactions
on Thursday amounted to only LL 81,000), but by Friday activity revived and the
value of transactions reached LL 271,000. For the whole week the volume of
transactions amounted to LL 818,000, as compared to LL 390,000 of the previous
week, the number of the shares traded rising from 2,920 to 4,743. The money
market also was moving from fluctuation toward stability, probably under the
influence of renewed commercial demand. The dollar opened on Monday, January 8,.
at LP 301.40 and closed at LP 301.75 on Saturday, January 13. In the public
works sector work in all areas with one exception was at a virtual standstill
as a result of unfavorable weather. In the Akkar area electrical construction
work proceeded without interruption.

The stabilization of the money market during the week is said to have been
due to the beginning of the annual process of restocking by the commercial
sector. At the same time, the inflow of foreign capitals was reported to be
proceeding apace. It is interesting to note that, regardless of the attempted
coup, it was the increasing pressure of commercial demand rather than of
inflowing supply which won out and stabilized the money market.

Business circles seem to have been reassured by the Prime Minister's
announcement that the Banking Secrecy Law will continue to be respected.
According to a director of the Intra Bank, eleven Intra managers were questioned
by the police. Intra's colorful president, Yusef BEIDAS, is also reported to
have been questioned by the police, but is now said to be completely in the
clear with the authorities, as is shown by the fact that on Saturday, January 13,
he was permitted to fly to England. It is interesting to note also that, in spite
of the announcement of January ]by a government spokesman that the month-long
campaign against the rising cost of living (which was to begin on January 15)
had been postponed, no official communique of the postponement has been
published thus far. (LCT)

3. UNCLASSIFIED - Drive Against High Cost of Living (CERP D-10)

Director General Abdel Rahman TAYARA stated on January 10 that the
drive against the high cost of living, scheduled to begin on January 15, had
been postponed to February 15, while a further study goes on. Premier Rashid
KARAME is following the studies of the Economics Ministry closely, and will
personally supervise the campaign when it gets under way. An interesting side-
light of the drive to lower prices is the removal of a special customs duty on

(certain Japanese goods which have had a double duty imposed on them since the
time of the Mandate. (JCW)
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ECONOMIC RELATIONS

4. UNCLASSIFIED - Lebanese Relations with Iraq and Kuwait (CERP D-13)

In connection with the current debate in Parliament over the question

of exchanging diplomatic representation with Kuwait, Foreign Minister TAKLA

presented to the Chamber's Foreign Affairs Committee the following statistics

relative to Lebanese economic relations with Iraq, which has threatened

reprisals against nations establishing diplomatic relations with the Sheikhdom.

Takla claimed that (1) total Lebanese investments in Iraq amount to some

LL 120 million ($40 million); (2) Iraqi purchases of Lebanese apples and bananas

in 1961 amounted to LL 25 million ($8.2 million); (3) Lebanon received LL 23
million ($7.7 million) in transit dues and commissions from Iraq in 1961; (4)

some 4,000 Lebanese engineers, doctors, teachers and other professional people

are currently employed in Iraq; and (5) an average 7,500 Iraqis travel to
Lebanon each year to spend the summer months. Takla did not have at hand

comparable statistics concerning Kuwait, but promised them for the next meeting

of the Committee.

OFFICIAL USE ONLY - COMMENT: Although the government is clearly stalling

on this issue, it will undoubtedly have to act to avoid estrangement with Kuwait.

There are an estimated 40,000 Lebanese, largely skilled and white-collar workers,

employed in the Sheikhdom, for whom job prospects in Lebanon are dim. 'Also, the

extensive Kuwaiti deposits in Lebanese banks and investment in real estate here

are a. very important factor in the present prosperous economic situation. (DRM)

FINANCE

5. UNCLASSIFIED - Slowinq Down of Bank Incorporations Requested (BER 6)
(CERP D-12)

Finance Minister KARAME has reportedly written a letter to the

Minister of National Economy, requesting the latter to go slow in granting

licenses for bank incorporations until a general banking draft law, now under

study, has been completed.

OFFICIAL USE ONLY - COMMENT: Lebanon has been suffering from a

plethora of banking institutions for some time. At last count, some 60-70
banks were competing under cutthroat conditions by offering interest rates
of 3-4.5 percent on current accounts and making, in many instances, questionable

loans to pay these high interest rates. Many of the so-called commercial banks

are more like investment or holding companies and are manipulated by their

owners to finance their commercial deals.

The General Secretary of the Lebanese Bankers Association said recently

that there are now pending some 60 applications for bank incorporations. There

is some evidence that such licenses are being obtained for possible resale

later, the applicant having no serious intention of ever establishing a bank.

To the Embassy's knowledge, about ten licenses were granted in 1961, although

only two new banks based on these licenses actually opened for business

during the year.
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INANCE (Item 5 cont'd) From Beirut

It appears that Karame's attempt to slow down issuance of licenses will

not be successful. Last March, the Council of Ministers decided to put a

freeze on all bank incorporations, but after a few months the freeze was

quietly lifted, presumably because of strong political pressures. (JHA)

6. CONFIDENTIAL - Police Pressures to Divulge Banking Secrets (CERP D-12)
Resisted Successfully

The police attempted about ten days ago to make Yusef BEIDAS, dynamic

manager of Intra Bank, and members of his staff, divulge under duress banking

information protected under the Banking Secrecy Law. His bank apparently was

suspected of being the financial link between the PPS party in Lebanon and

alleged Jordanian backers. Beidas and his staff were reportedly successful in

warding off this attempt. To restore possible loss of public confidence, Intra

Bank placed paid announcements in the press denying that its staff had been

interrogated by the police. The Council of the Lebanese Bankers Association,

at its meeting on January 6, expressed its gratitude to the Prime Minister for

his post-coup declaration giving assurances, in his capacity as Finance Minister,

of the GOL's continued respect for the Banking Secrecy Law.

OFFICIAL USE ONLY - COMMENT: Any violation of the Banking Secrecy Law

could have had dire consequences for Lebanese financial institutions. Their

prosperity is due in large measure to inflows of capital, which has found here

a safe haven under the law. An Intra Bank director informed the Embassy in

confidence that, in spite of the paid announcements in the press, eleven Intra

managers had been picked up by the police for questioning since January first.

(JHA-LCT)

7. UNCLASSIFIED - Increase in GOL Subscription to IBRD and IMF (CERP D-12)

A decree has been promulgated recently increasing Lebanon's

subscription to the IBRD from $4.5 million to $9.0 million and to the.IMF

from $4.5 million to $6,750,000.

UNCLASSIFIED - COMMENT: The bill was introduced in the Chamber of

Deputies over a year ago. Other financial bills still awaiting action in

Parliament are draft laws for an open-end mutual fund and for the Kuwait

loan to the Municipality of Beirut. (JHA)

LABOR

8. UNCLASSIFIED - UUEW Elects New Executive Board (CERP D-17)

The UUEW last week elected six presidents of member-unions to two-year

terms on the federation's Executive Board. The six, all of whom are new to the

Board, are: George SACRE, Mobil Oil Employees; Marseille KLAT, IPC Employees;

Said NEHME, Airline Companies; Tewfick SALLOUM, Textile Workers; Mohammad

MAHMASSANI, AUB Employees; and Antoine TOHME, Hotel and Restaurant Workers.

LE
CONFID ENTIAL}
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Still with another year to go on their terms are board members: Gabriel KHOURY,
Bank Employees; Afif ZINATI, Esso Employees; Nicola KIKANO, Bank Employees;
Antoine AOUN, Shell Employees; Amin ADAM, Textile Workers; and Daoud ABI SAAB,
Chekka Cement Employees. 1 gxcMyx xxgyygxsq gg

On January 16, the Board met to elect the following as officers for 1962:
President, Gabriel KHOURY; Vice President, Tewfick SALLOUM; Secretary General,
Antoine AOUN; Treasurer, Antoine TOHME; Secretaries, Afif ZINATI, Mohammad
MAHMASSANI, Nicolas KIKANO and Marcel KLAT; Advisors, George SACRE, Amin ADAM,
Daoud ALI SAAB and Said NEHMI. (HB-DRM)

9. UNCLASSIFIED - FITU Seek to Have Next CATU Meeting in Beirut (CERP D-17)

Two officials of the Federation of Independent Trade Unions (FITU)
visited Cairo last week to discuss with officials of the Confederation of Arab
Trade Unions (CATU) the possibility of holding the confederation's next meeting
in Beirut. Secretary General Habib SAHLANI and Treasurer Salh AL JAMIL based
their request on the desire to extend invitations to Iraqi, Jordanian and Syrian
trade unionists, who would not be able to attend the meeting if it were held in
Cairo. CATU Secretary General Assad RAJEH was non-committal and asked for a
month to consider the request. (DRM)

AVIATION
10. OFFICIAL USE ONLY - Former Air Jordan DC-6s (BER 23) (CERP D-16)

Two DC-6 aircraft repossessed by American Airlines from the former Air
Jordan and later sold by American Airlines to the Foreign Air Transport Development
Company (FATD), are expected to be ferried to Paris within a few days now that the
American flight crew has arrived. They have been repaired and maintained by TMA
since they were ferried to Beirut Internation Airport on October 22.

The American Airlines agent at Beirut has expressed his concern to the
Embassy lest the Lebanese Directorate of Civil Aviation not release the planes
until their landing and parking charges, accumulated under Air Jordan's operations
and estimated at LL 40-42,000, have been paid. The Embassy is assisting the
agent on this matter. (JHE-JHA)

11. CONFIDENTIAL - Government of Lebanon Assisting in Preventing
Air Liban Sale to Soviets (cf. BER 1) (CERP D-16)

At our request, the Minister of Foreign Affairs has emphasized to 'the
Director of Air Liban that the Government of Lebanon would not look with favor
upon the sale of a controlling interest in Air Liban to the Soviets. The Direttor
has agreed, reluctantly, not to sell any of Air Liban's shares to the Soviets
without further consultations with the GOL.

CONFIDENTIAL - COMMENT: Recent information from the French Embassy
reveals that on January 12 Air Liban shareholders in Paris told ROOS, President of
Air France, that they had received a request for an option from a Lebanese inter-
mediary "acting on behalf of an American group." On January 16 an American
representative of Texas oilman John MECOM told an Embassy officer that his principals
had never lost his interest in a possible purchase of Air Liban, and that his
optional offer to pay LL 200 per share (which is double the nominal value but onl
Talf the Lebanese asking price), still stood. (JHE-LCT)
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7 AGR ICULTURE

12. UNCLASSIFIED - 1961/62 Rainfall Season (CERP D-lO)

A breakdown of accumulated rainfall as of January 15, 1962 is given

below in millimeters for 1961/62 season, compared to 1960/61 and to normal,

in Beirut and at Ksara:

1961/62 Normal 1960/61

Central Bekaa Valley

Ksara Observatory 344 285 173

Central Coast Area
AUB Observatory in Beirut 439 471 360 -

The 1961/62 rainfall season continues to be favorable all over the

country. (MB)

TOURISM

13, UNCLASSIFIED New:Tourism. Organization Established (CERP D-13)

The newly established National Council of Tourism (NCT) held its

first meeting on January 11. The members of the Board of Directors are Charles

HELOU, Rachid BEYDOUN, Takieddine SOLH, Negib ALAMEDDINE, Georges RAYES, Rachid

MAASSARANI, Michel EL-KHOURY and Rene AGGIOURI. The NCT has announced its

intention to work out a plan for tourism development, for the compilation of

annual touristic events on a calendar basis, to organize tourism propaganda

in Lebanon and abroad, to coordinate all touristic activities, and to supervise

the development of Lebanon's "touristic equipment."

LIMITED OFFICIAL USE - COMMENT: Mr. Georges RAYE4, a former Commissioner

General of Tourism, has expressed his dissatisfaction to the Embassy of what he

calls inept work on the part of the present Commissioner General of Tourism,

and stated that the new NCT, which has the full support of the President and the

Minister of Information, will make up for lacking official initiative in

promoting tourism. Mr. Charles HeloUi, who has been elected President of the

NCT, believes that Lebanon is not ploughing a sufficient percentage of its

tourism revenues back into tourism promotion and that the goal henceforth should

be at least 5%. (ICT)

BOYCOTT

14. OFFICIAL USE ONLY -..SS Atlantic Still Uncleared (BER 1, Item 4) (CERP D-16)

L American Export Lines (AEL) has informed the Embassy that, although

CONFIDENTIAL
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Both the Alexandria and the Damascus boycott authorities have removed the
SS Atlantic from the blacklist and approved her May-June itinerary, the
Lebanese Boycott Office has thus far refused to give its consent to the latter,
which includes calls at Haifa.

LIMITED OFFICIAL USE - COMMENT: The matter is not yet closed, but the AEL
agent is worried about the personally adamant attitude of Nadim HALLAK, head
of the Lebanese Boycott Office. Should Hallak's attitude prevail, Lebanon
would show itself more Arab, as far as the boycott is concerned, than its Arab
neighbors. This has happened before, notably in the MARS case (see 1961 BERs
1, 2, Items 3 and 14). In its previous attempts to help boycotted US firms,
the Embassy experienced extreme caution on the part of Foreign Ministry
officials to influence Hallak's decisions. (ICT)

COMMERCIAL OFFICE AFFAIRS

15. UNCLASSIFIED - Pharmaceutical Sales Conference

1) On Monday morning, January 15, 1962, eleven representatives of
United States pharmaceutical firms gathered in the Embassy Conference Room
with the Chief Economic Officer, the Commercial Attache and his assistants,
for an export sales discussion. Ambassador Meyer took time from a crowded
schedule to welcome the group and stressed the Embassy*s deep interest in
supporting this industry which in 1960 had imported more than $1,000,000 worth
of U.S. products into Lebanon. Squibb, Merck Sharp and Dohme, and Parke Davis,
were among the American firms represented.

The conference dealt mainly with three problem areas: 1) The Free Zone,
2) foreign competition. 3) the nationalization threat, Two hours of lively
discussion resulted in several interesting and productive conclusions. These
were as follows: 1) The Free Zone, unlike Hong Kong or Panama, which are free
cities, is too difficult to work in and not worth the trouble or expense involved
in using it. 2) Competition from Europe and Japan was on the increase, particularly
from places like Italy, where no research was done. 3) The new Export-Import
insurance rules were not helpful so far, since the rules force a manufacturer
into an "across-the-board" participation, which is uneconomical. The manufacturers
wanted to be able to select their countries for insurance, as do the Europeans.
4) The tremendous prestige of American drug names can hold the market for the
U.S. (with maybe just a bit of slippage in 1962) for the time being against both
foreign competition and local manufacture (nationalization), but certain technical
(FDA) controls' in the U.S. could be relaxed to allow a more competitive position
for the manufacturer. A detailed despatch on the meeting is under preparation. (JCW)

L
CONFIDENTIAL
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16. UNCLASSIFIED - Free Zone for Isbrandtsen's Next Fair

The Supreme Council of the Customs notified the Embassy's Commercial
Attache on January 16, 1962 of its willingness to allow Isbrandtsen to use the

Free Port area for their next trade show. This represents a considerable

saving to Isbrandtsen and its agents and reflects a spirit of fine cooperation

from the Customs and Port authorities with the Embassy and the Isbrandtsen Line, (JCW)

17. UNCLASSIFIED - American Business Visitors

The log of the Commercial Office shows the following list of Americans

and representatives of American firms conferring with the Embassy Commercial
Office between January 3 and January 16, 1962.

Mr. Clayton H. Brace, Operations Manager CLT (Time-Life TV Affiliate,
Beirut); Mr. Percy Roberts, Regional Manager, Johnston Pump, Beirut and Pasadena;

Mr. Alfred N. Abdo, Department of Commerce; Mr. A. S. MacBride and Mrs. A.N.Nasser,

Caltex, Beirut; Mr. Sumner Howard, Frigidaire Representative, General Motors,

Beirut; Mr. J. H. Howell, Manager, International General Electric Co., Beirut;

Mr. William Moore, Operations Manager, TV Orient (ABC Affiliate - Beirut);

Mr. Robert Abboud, Assistant V.P. The First National Bank of Chicago; Mr. James

Albright, Albright Sales Company, Chicago; Mr. Terry Arnold, American Embassy,
Cairo; Mr. Jay Bushway, Manager, U.S. Marketing Service, Beirut; Mr. J. P. Henrion,
Manager, Parke Davis International, Beirut; Mr. Raymond F. Deraney, Regional
Sales Manager, Olin Mathieson Chemical Corp. (Squibb Division) Beirut;
Mr. Alfred M. Collins, M. E. Regional Manager, Merck Sharp & Dohme, Beirut;
Mr. Elie Zananiri and Mr. George Attie, Merck Sharp & Dohme, Beirut;
Mr. David Farsoun (Kettaneh Freres), agents, Winthrop and Sherring Corporations;-
Mr. Shukri Haddad 'and Mr. Michel Abou Hable (J.P. Sheridan (ME) Ltd.), Agents,
Pfizer Corporation, Beirut; Mr. Victor Echo,' (R. Pharaon & Fils) Agents,
Wyeth International Ltd. (JCW)

For Ambassador:

Evan M. Wilson
Counselor of Embassy

Contributors:
ICTihany, JHEnnis, JHAshida, DRMorris, JCWeisert,, MBekhash

Distribution:

Copies to: AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA.

L DEPT. please pass to: TEL AVIV, TRIPOLI.
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C'ntiCnud and cl:o :'M3y scrutnv h s Eot rve led evdnce of
erious or prn to tho cnoyc wich coul e- dirctl traCed

c totheeved ofDecmbe 3031, n te oher and oficil and
[. unoffviiic .u~adnessappearto beI incrsig that that political and

securityy requel to the coup may eventually damage the economy,

SDuringm o he t k cmc ctivty was om!ehatresticted di to the usu1 ea-0ly-d.:.ary lull sn Lusins affairs.
It ha been re orted that mrtga e paytnts to banks and collections by
L sincss .irs Belling on the. installment plan have been slowing don
ani that this tdcy is blamd by the dxauters n the coup that failed
This, it is sad, i truo only in about 0r, of the cases; the other 50%

are allgedly usin h attetted coup a an excusi to pstpone or avoid
paent- The Stock E change had two rather bea rish days on ednesday and
Thurday (the volue of tncions on Thursday aounted to only LL 01,000),
butbyFriday activityy revived0and the value of transactions reached

+.LZL271,00131,For the who Meek4te volu af trasac tions ziounted to
LL 811,0 s, as compared to LL 39iO,00 of therevIous week, th nu er of
the shares traded rising fromi 2,920 to 4,743. The money market also was
moving from fluctuation toward stability, probably under the influence of
renewed coercil ccand. The dollar pnd on eonday, January , at
LP 301.40 and closed at LP 301.75 on Saturday, January 13. In the public

W 44works sector wor in all areas w t: one exception was at a virtual stand-
pol - still as a result of unfavorable eat her. In the Akkar area electrical

amb construction work proceded without interrurtion-
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The stabilization of the money market durir the nok is said to have beendu to the bginning of the annual process of restocking by the cormercial sector.At the same tir:.e, thie inflow of foreign.capitals was reported to be proceedingapace, aIt s interesting to note that, regardl ss o'f the cttemted coup, it wasthe increasing AresstGftcoercial demand rather than of inflowing supply which

ofaya 
n~ 

spl 
out and stabilized the :c ney market.

Toward the end of the week two official voices were heard warning againstthe possible long-range cos S-iuo cCs of the abortive coup. Crn Friday, January 12,Pierre iC- -Y- L , now rnster of >blic ;or':s, deplored the inactivity of theLebanese diplomatic missions abroad in countering "erroocus presentation" in theforeign press of the internal situation in Le:anon. This "erroneous presentation,"-according to Ceayel9 "is likely to affect cornmrcial movements in fieneral andtouristic ravements in particularr" Gn the sar: day the daily cometary of:. L in attempted to explain the still-intconso security measures by linkingthe Cork of the army not only to the sense of Lebanose patriotism but also to thedesire for economic ell-oi ing. The broadcast closed tai 'h the following admonition:di very Lebantse siiauld t grateful to t f oThrees of order Shich are attempting todefend the entity of L: Lanon and its prosperity."

usnt s a circles sea to have Lo::n reassured by the Prime Minister's announce-ment that the Int socccy Law will continue to be respected. According to adirector o, theIntra .Bank, eleven Intra managers t oro questioned by the police.As far as Yusef dc is concerned, te sane source Informed atereporting officerthat the former is comletely in the ciQar with the authUor iies as is shown by thefact that on Saturday, January 139 he was -err ittcd to fly to England. It isInteresting to note also that, in spite of the announcement of January 6 by agovernment spokesman that the month--long campaign against the rising cost ofliving (wh ch was to begin on January 15) had been postponed, no officialcoapunique of the postponement has been published thus far. A
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The following is a summary of the abortive year-ond coup's economic
ofterna t and effects during tce week January Lb-21.

In morally languid January business cli: ate only adverse develcpments
directly traceable to abortive coup roro tigjhtoningc of comercial cred-itfacilities, sporadic slcw-down in u.::l'c works, and storpoed transit tradi
across Jordanian frontier. In or-der to rovent long-range damage toeconomy throug h possible decrease of touristic and con cercial ::ovemnnts,
Council or ministers on Januzry 17 approved credit LL 1 million for
intensification touristic propaganda abroad in view "erroneous presentation"in other countries of events December. 31. Cn January 19 Charles iLCui,
residents newly formed Uational Council of Tourism, as charged with
official mission, re port-dl y to sour inactive Lebanese diplomatic posts
to counteraction in face adverse foreign publicity.

Cn rwaterfront disch ir'ged car-oos visibly piling-up cue to reported
reluctance about 60 of local banks .o acce-t anyth'.i.ng but cash for billsof lading. Importers conseccu ently prefer to -pay storage rather than
settle bills until situation clarifies.

Larly in we: many s:illd lborors oro unable obtain cleardices
and passes to leave village s to report on water suo ly projects in' SouthLebanon. By end of woek, however, :.ork on :ost of those projectseas
back to normal. In one vililao whore mukht r is also subcontractor of
ator suppl y project, he and many of his laborers wore taken into custody

EC 4 ~ and no work since procoeding on contract.
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On January 15 truck tra.?c was int rrupted beten Lebanon and Jordan but
was resumed again on J"Aury 20, althoughthe nu .;or of trucks crossigc the
frontier rcmained belo. nornal. uick resum tion of truck traffic taken as

indication that stoagoc jias hurting Le?.:anon as well as Jordan.

Activity on Stock xchange a dc2uce<. Volume of transactions fell to
LL .3,000 frontn Li. J13,,0r last ook), nu:b.or of traded shares dro:pingj to
4,353 (fro.m 4,7413). Uaney market was fairly' st&lcr wth the dollar closing

at 132301.30 on Saturdjay, January 20. 1hrkoor .nd r c.ony changers 3ttribute
low-level stabl'.ity to seasonal indecisiun, perhapss inte si fied by contiruinj
security measures, rather than to loss of confidence.

The Covernent. has apparently abandonOd its plans to hold a fit-th-high-
cost-of-living onth beginning January 11. ) A unexpected salutary economic Offect

may result from the abortive coup if the Covern!ent decides to pay to the security
forces the extra month of nay which has een voted them as a bonus for suppressing

the coup. The sum involved amounts to LL 6,10,000; if this is paid within next
fcw weeks, it ill b; spent mostly on consumer goods and thus help terminate
current "dead" business season well before aster.
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iDuring the cpast t.eek (Janury 22-2) 'aor in all conor'ic sector5
continued :it:hout serious dislocatico, at its accustoC:<d ace. Thre

.vQS a slight slackeningo cororcil dood, as r.eault of c the
U.S. dollar dccineo d to L2 3 00.6- o January 26, closing ci'at L 3;.
on January 27. On the other hand aciviy on the Stoc Exchange shcued
a renarkabie revival, the voime of business rising to LL 1 ;,6e6-, 3
(from LL 33,0CO of the previous wook), anthem nudor of shrosot"radod
to 7,774 frontn 4,33 of heook beore).

Three additional official declcra tons were ma:.e during to fourth
Ieok of January to reoassure th.: :usi.noss cor :.unity. E n Januaiy r Vem
. SK'i£I, chief of the rime minister'sr' s caianot, toil the p:ress t t :
council of :;inisters , ja %praclaimed the attachnent of the GovrO2'ent
to the rule of liberty in all areas of to country's lif, and reably-
in the economic domain." On January 2'6 rice 'inistor KX' 'i the
course of. a press i ntvL iY), .denied) currant ruior s concerning "the
comtportient of certain -anks," an: strossel that iii ban ing 4ta.lisih
cnts in _eoirut, fori-g.n as vcol as Lo nose, are continuing te:ir t-

opetonstithout any odifictions in heir policies as rcgrd heir
ECG: 4 clioentvse. lethisstacr.:a.nt iJ..s 0A noentire.y in accord t.th otih

pOI evidence available .to t.-; csy (a jority of the banks aro r '-td
:. to have tihtnedC comcci alcrdit., it is hopd1 th..t it iLl re yethe

oopurpo?. f.r v"ich it w:as ncededr In he s.a vein, on January ' .r

u.co a fr tho 3.ni S ty of3. 1f 1 NatJrionm ll3ayed rum7.ors an:.. J id.:that"

1/29/62N.the rccent o.r IivC insurraction rid nt have any offoct on the economy."
1/29/62
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7 1. HIGHLIGHTS - UNCLASSIFIED

Non-interference by the Government in the economic life of the country
during the month since the December 31 abortive coup has done much to bolster,
and perhaps even increase, faith in the durability of Lebanese economic
institutions. Government refusal to violate the Banking Secrecy Law, or to
hinder the movement of currency, has clearly helped minimized any serious or
permanent damage to the economy thus far. Statements this past week by the
Prime Minister, the Minister of Information, and other government spokesmen,
have stressed the normal state of the economy and have emphasized the Government's
continued attachment to the principles of free enterprise. The Embassy believes,
however, that some adverse, medium-range effects may eventually be manifested if
current security measures are prolonged so long as to prevent the economy during
the spring months from climbing out of its seasonal slack. Longer-range adverse
effects, if any, will probably not appear until after the beginning of the usual
large-scale touristic and commercial movements following Easter.

The first electric power generated by a unit in the Litani complex was
fed into the Beirut grid on January 22. (Item 11).

Last week's conversations between Iraq and Syria have. led to some disquiet
in the Lebanese economic community, which fears a new-found position of strength
for Syria on the eve of pending economic negotiations. (Item 2).

The rate for the dollar has remained steady this period, with the
quotation on January 31 at LL 3.01.

On January 30, Parliament approved the long-standing 5 million pounds
sterling Kuwait loan to Beirut Municipality. (Item 10). (LCT/DRM)

ECONOMIC RELATIONS

2. UNCLASSIFIED - Baghdad-Damascus Conversations Irk Beirut (CERP D-13)
(See BER 23, Item 2 & 3)

The press during the past week headlined reports from Damascus to the
effect that Syria and Iraq were about to invite Lebanon to accede to the
economic agreement signed by them on November 3, 1961. According to the press,
Lebanese accession to the Syro-Iraqi agreement would take the form of either
turning the present bilateral pact into a trilateral treaty; or concluding
bilateral accords, identical to the Syro-Iraqi agreement, between Lebanon and
Syria and Lebanon and Iraq.

LIMITED OFFICIAL USE - COMMENT: Embassy contacts in the Foreign
Ministry make light of these reports. On the other hand, the economic community
is concerned because it feels that the Syrians are now able to negotiate with
Lebanon from a position of strength, having behind them (thanks to their recent
economic agreements with Iraq and Saudi Arabia) the nucleus of a commercially
organized and integrated Arab hinterland from the Lebanese border to the
Persian Gulf and the Red Sea, possibly in the process of evolving toward a

I
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F-egional Arab common market. Since Lebanon could not afford to stay out of this
trading area, for which it serves as a natural gateway, it is' feared in business
circles that accession could take place only in return for economic and
eventually political concessions.

Since the Syro-Iraqi economic agreement has not been implemented so far,.
Lebanese fears are perhaps premature. It is obvious, however, that the text of
the Syro-Iraqi economic treaty signed on November 3, 1961, contains grounds for
conflict with Lebanese economic policy, such as the promotion of Syrian port and
transit facilities (Article 9), and the exclusion of goods of French origin
(annex). (LCT)

3. LIMITED OFFICIAL USE - Prospects for Lebanese Assets in Eqypt (CERP D-13)
(see Emb A-88, Nov.14,1961, Cairo A-33, 12/15/61, & Cairo T-198, 1/25/62)

The press on January 16 described Foreign Minister TAKLA as being
optimistic about a settlement with Cairo on the subject of the expropriated
(nationalized and sequestered) Lebanese assets. Takla is reported to have
said that diplomatic conversations between the two countries were continuing
and that a settlement "favorable to the Lebanese owning property in Egypt"
was expected.

LIMITED OFFICIAL USE - COMMENT: Takla's publicized optimism does not
accord with the opinion of working-level Embassy contacts in the Foreign Ministry.
These contacts refer to the inconclusive character of the Lebanese-Egyptian talks
and express pessimism concerning the chances of successfully concluding them. On
the other hand, the Embassy has heard from another source that Cairo is now not
averse to a settlement which would include repatriation plus some compensation.
A recheck with the Foreign Ministry on January 31 has brought the answer that the
January 16 Takla interview was sheer invention on the part of the journalists
concerned and never took place. (LCT)

4. UNCLASSIFIED - Preferential Tariff Treatment Contemplated (CERP D-13)

A spokesman for the Commission of Commercial treaties has declared that
Lebanon was considering the preferential customs treatment for those countries
which imported Lebanese products. This is all part of the export drive recently
receiving such strong backing from the Prime Minister and the Minister of National
Economy, to narrow the very large Lebanese Trade imbalance. It would affect
mainly the West, i.e.: U.S.A., Western Germany, Britain, France, etc. (JCW)

5. UNCLASSIFIED - Australian Trade Mission (CERP D-13)

Thirty-six Australian businessmen arrived in Beirut on January 29, for
a five day visit to discuss the purchase of Lebanese products and markets for
Australian products. The mission is visiting Aden, Saudi Arabia, U.A.R., Lebanon,
Syria, Cyprus and Greece. It includes eight representatives from Australian
banking institutions who will examine prospects for market development on behalf
of their clients and the possibilities for attracting investment finance to
Australia. In addition, the country's traditional industries such as wheat,

-J1
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meat, barley, and dairy food products are well represented on the Mission as
well as textiles, rice, timber, paper, processed food products, household
equipment, light agricultural machinery and other industries.

OFFICIAL USE ONLY - COMMENT: Although the head of the Mission cleverly
told the press upon arrival that his country is "ready to buy whatever Lebanon
has to offer," all indications are that they are in Lebanon to sell as much aspossible and to compete with U.S. sales.

The Mission took half page ads in all the leading English, French and
Arabic papers and are being wined and dined by many ministers, local bankers,
and diplomatic missions. An estimate of the business which they have developed
will follow in a later BER. (JCW)

FINANCE

6. UNCLASSIFIED - Real Estate Prices in Center of Beirut (CERP D-12)

During the past two weeks the Municipality of Beirut sold two choice
pieces of unimproved real estate on Riad Solh Street in the heart of the city's
banking center. On January 17, one plot measuring 439 square meters was
purchased for LL 5,100 ($1,700) per square meter.. A week later the second
plot of 425 square meters was bought at a price of LL 5,800 ($1,933) -per square
meter.. According to press reports the Municipality intends to use the receipts
from sale of these plots to finance various municipal improvements.

UNCLASSIFIED - COMMENT: Prices of choice real estate in Beirut are
among the highest in the world. By comparison, according to a recent news
article, the Mormon Church announced that it would construct a 30-40 story
office building in Manhattan to house its chapel and center on six plots of
ground for which the church had paid $100 per square foot or about LL 3,229
per square meter.

The high price of land in Beirut results from its scarcity in relation
to large demand not only from Lebanese here and abroad but also in particular
from Kuwaitis and Saudis, who are looking for secure places to invest their
surplus funds. The keen competition to acquire real estate has led to a steady
appreciation of its price, particularly for unimproved lots. The price of
improved real estate, especially luxury apartments, has in many instances
declined slightly because of the great number of vacancies and the poor
construction and design of the buildings. (JHA)

7. OFFICIAL USE ONLY - Soviet Purchase of West African Currencies (CERP D-12)

A Beirut money changer mentioned recently that the Soviet Union has
been purchasing substantial quantities of Togo francs and Nigerian pounds from
a local dealer for the past year or so. These West African currencies are
reportedly imported into Beirut from Switzerland and sold at a considerable
discount from their nominal values. (JHA)
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8. OFFICIAL USE ONLY - Investment Trust Holding Company Draft Law-1
Facing Difficulties (BER 22) (CERP D-12)

The investment trust holding company draft law, which was introduced
into Parliament last October as an urgent bill, is facing unexpected difficulties.
According to the Secretary General of the Lebanese Bankers Association, the draft
law in French was sent after approval by all interested parties to the Ministry
of Justice for translation into Arabic prior to its presentation to the Chamber
of Duputies. Over zealous Ministry of Justice officials went beyond mere
translation and made some "improvements" to the bill by adding, among others,
the stipulation that at least 20 percent of the capital must be invested in
Lebanese companies. Since there are very few eligible Lebanese companies in
which the backers of the draft law would wish the holding company to invest,
the bill in its present form is unacceptable and would probably have to be
redrafted in its original French form and resubmitted to Parliament. (JHA)

9. UNCLASSIFIED - 1962 Budget Approved by Parliament (CERP D-12)

On January 29, the Chamber of Deputies approved the 1962 budget calling
for total expenditures of LL 413.1 million ($137.7 million) for ordinary state
expenditures and for those of the four autonomous agencies. Amendments by the
Parliamentary Finance Committee resulted in an increase of LL 6.8 million
($2.3 million) in total budgeted expenditures over the original budget as
proposed by the Council of Ministers in September. During the debate, the
deputies called upon the Government to spend all the sums appropriated rather
than to refrain from doing so, as in previous years. (JHA)

10. UNCLASSIFIED - Parliament Approves Kuwait Loan (BER 5 & D-658, 3/3/61)
(CERP D-12)

On January 30 Parliament finally approved the Kuwait loan of 5 million
pounds sterling to the Municipality of Beirut after a long drawnout debate.

OFFICIAL USE ONLY - COMMENT: This loan agreement was negotiated in
February 1961, but its ratification was delayed because of opposition from
those who felt that a government-guaranteed loan from the Banque de Syrie
et du Liban would be less costly in terms of interest payments. The
Ministry of Finance reportedly objected to the gold clause in the agreement.
Others questioned the ability of the Municipality to repay the loan.

Lebanon has now contracted external loans totaling $41 million:
$27 million from the IBRD for the Litani project and now $14 million for
the Municipality of Beirut for various civic improvements. (JHA)

CONFIDENTIAL
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ECONOMIC DEVELOPMENT

11. UNCLASSIFIED - Litani Project Generates Power (BER 24) (CERP D-16, 18)

On January 22 the Markabi power plant, on a trial run, generated

power for the first time. This power was fed into the Beirut grid via 70,000

volt high tension lines linking the Markabi power plant with Beirut's Zouk

Mikael plant. Only one 15,000 kw turbine-generator is operating at present;

the installation of the other unit of the same capacity is not expected to be

completed until mid February. Starting on January 29, the power plant was

scheduled to operate from 5 p.m. to 7 a.m. each day and even longer, if the

Government's Electricity Office so requests.

Working around the clock, the National Litani Office has completed the

Karoun dam to a height of 16 meters. Water has accumulated to the 13 meter

level behind the dam. While tests are constantly being made to check the

water tightness of the dam site, a NLO official stated that, until the water

reaches the 26 meter level, the NLO will not be sure about the water-holding

capacity of the dam. He expects the dam to reach this height later this spring.

UNCLASSIFIED - COMMIENT: The NID appears to have done a remarkable
job in constructing the dam to the mentioned height in such a short time.

The dam will now be able to capture the winter and spring runoffs of the

Beka'a valley, which has enjoyed abnormally heavy precepitation for the first

time in the past three years. (JHA)

12. UNCLASSIFIED - Aid Disbursements (CERP D-18)

The bank de Credit Agricole, Industriel et Foncier (BCAIF) disbursed

$99,230.66 in the month of January making a total of $1,214,658.66 disbursed

to date. Of this January amount $44,255 was disbursed in Lebanon and $54,975.66
in the United States.

The Societe pour l'lndustrie des Metaux S.A. (SiDEM) also stepped up its

activity with requests for letters of commitment for $128,388.21 to bring

their total draw-downs to $360,002.74. Thus the total AID disbursements to

Lebanon as of January 31 now total $1,574,661.40. (JCW)

AGRICULTURE

13. UNCLASSIFIED - 1961/62 Rainfall Season

Accumulated rainfall as of January 29 is given below in millimeters

for the 1961/62 season compared with ,1960/61 and normal, in both Beirut, and at

L Ksara:
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AGRICULTURE (Item 13 con'd)

1961/62 Normal 1960/61
Central Bekaa Valley
Ksara Observatory 381.3 362.0 258.6

Central Coast Area
AUB Observatory in Beirut 495.89 553.49 467.13 (MB)

LABOR

14. UNCLASSIFIED - Jami'at Elections (CERP D-17)

On January 23, the Jami'at Federation held regular annual elections
for members of its Executive Board. Re-elected for two-year terms were:
Hussein Ali HUSSEIN, Bakery Employees; Fuad KARANOUH, Grocery Workers; Edmond
FRANJIYEH, Upholsterers; Mohammad DASSOUM, Film Distributors Employees; and
Antoine SHIHA, Commercial Employees. Newcomers on the board are Halim MATTAR,
Printing and Bookbinding Workers, and Antoine MAJARIAN, Mobil Oil Workers. (DRM)

15. UNCLASSIFIED - Labor Federations to Discuss Legislation (CERP D-17)

At the initiative of the Jami'at, representatives of Lebanon's
four licensed labor federations (Jami'at, UUEW, FITU, and FUNL) will meet
during the first half of February to discuss proposed labor and social
legislation and to seek united positions. The agenda for the meeting includes
the following subjects: social security, Labor Code, low cost housing,
collective agreements, arbitration, and employment of foreigners. (DRM)

DOMESTIC

16. UNCLASSIFIED - Drive Against the High Cost of Living (CERP D-10)

Prime Minister Rachid KARAME announced on January 22 that the
campaign against the high cost of living which was to start on January 15,
had only been postponed because of the disorganizing effects of the abortive
coup. This drive is now expected to begin on February 15 and contemplates
moves such as the formation of syndicates under the Government's supervision
to import products such as pharmaceuticals to be sold at much cheaper prices
than are presently charged. The Prime Minister also promised that other
items of large consumption such as local cigarettes would be reduced in price
and American cigarettes raised in price (.7%) in order to encourage the use
of the local product.. (JCW)
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COMMERCIAL OFFICE

17. UNCLASSIFIED - No American Trade Fair in 1962 Budget (CERP D-13)

The Embassy learned to its dismay on the 29th of January that the
budget which had just passed the parliament that day made no provision for any

American Trade Fair in 1962. This eliminated the Seattle Century 21 Exposition

and, surprisingly, also the Chicago Trade Fair which had strong support from
some quarters within the Government. Mr. Vilas JOHNSON, representing the
Chicago Trade Fair, arrived in Beirut on January 30 and with the assistance

of the Embassy is now attempting to secure the inclusion of the Chicago Trade
Fair in the 1962 budget. (JCW)

18. UNCLASSIFIED - American Business Visitors ;

The log of the Commercial Office shows the following list of
American and representatives of American firms conferring with the Embassy
Commercial Office between January 17 and January 31, 1962.

Mr. Edwin W. Smith, partner, the Reliance Company, Beirut; Mr. Jerry
Mason, Regional Manager for Le Tourneau-Westinghouse Company, Peoria, Illinois;
Mr. Gabriel Nahas, Beirut representative of Isthmian Lines, New York;
Mr. Peter N. Ruchti, M.E. representative, Pfizer Company, New York; Mr. Gerard
Miston, on loan by TWA to Saudi Arabian Airlines, Jidda; Mr. Tom Damman,

representing the Chicago Tribune and New York News Syndicates; Mr. Criton
G. Zogran, Manager, Near East Region, Coca-Cola Export Corporation; Mr. J. E.
Ponchelet, Special Representative, Todd Shipyards Corporation, London and
Houston, Texas; Mr. Edwin B. House, Assistant to the President and Mr. Adbi
S. Ishak, Director, American Levant Shipping Company (AMLEVCO), Beirut;
Mr. Michel C. Culley, Regional Representative, Westinghouse Electric

International, Geneva, Switzerland; Mr. William F. Wassmann and Mr. Eric J.
Craig, M.E. representative Union Carbide Corporation, New York; Mr. Philip
Leonard, formerly of Greenleaf Farms, Lebanon; Mr. Edward E. Hymas, President,

and Mr. Henry Louis, Personnel Director, Mobil Oil Lebanon; Mr. Fuad Abou-Haidar,
Buick agent for Lebanon; Mr. Charles Ravenel, Corning Glass fellow, Harvard
Business School; Mr. Sumner Howard, Frigidaire Manager for the Middle East;
and two business conferences (in the AUB hospital) with Sir William Elliot,
Special Assistant to Mr. Morehead Patterson, Chairman of American Machine and
Foundry, New York. (JCW)

AVIATION

19. CONFIDENTIAL - Poles Renew Pressure for Beirut Air Traffic Rights (CERP D-11)

We have learned confidentially from a source in the Ministry of
Foreign Affairs that the nlish T.a+inn a+ naseru+ i - 4 +i (trmr .
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an answer to its request of February, 1961, for exchange of air traffic
rights between Beirut and Warsaw. The Ministry official has asked for our
reactions but has not committed himself to follow our advice. We are
awaiting Departmental guidance. (JIjE)

20. UNCLASSIFIED - Former Air Jordan DC-6 Held at Beirut (CERP D-16)

Lebanese Civil Air authorities have refused to permit a DC-6
formerly owned by Air Jordan to depart from Beirut. They assert that either
American Airlines (which repossessed the plane from Air Jordan), or the new
owner of the aircraft (Foreign Air Transport Development Company) must pay
bills amounting to LL 47,517 ($15,800) still outstanding against Air Jordan
for Lebanese landing fees and taxes.

OFFICIAL USE ONLY - COMMENT: The Director of Civil.Aviation has
admitted to the Embassy that his personnel were in error in not collecting
from Air Jordan while it was still solvent. Lebanese law, however, makes
no provision for such error, it appears likely, therefore, that liability
can only be established by court action. Pending the resolution of the case,
American Airlines is considering posting a bank guarantee to effect release
of the DC-6. (JHE)

21. UNCLASSIFIED - Lebanese Iraqi Air Talks Planned (CERP D-16)

According to press reports Lebanon and Iraq in February are to
resume their efforts to negotiate a civil aviation agreement. Talks held in
Baghdad last year failed to achieve agreement.

OFFICIAL USE ONLY - COMMENT: Reportedly, previous talks failed
because Iraq: (1) refused to accept landings of Air Liban aircraft in Iraq
owing to that airline's French affiliations; (2) refused to allow Lebanese
aircraft to overfly Iraq en route to Kuwait without specific prior permission
in every instance; and (3) insisted that the number of frequencies between
Baghdad and Beirut should be reduced from six to three per week for each
country's carriers. None of these conditions were acceptable to the
Lebanese. (JHE)

22. UNCLASSIFIED - Saudi Arabian Airlines Recruiting Lebanese Stewards
and Stewardesses (CERP D-16)

Mr. Gerard MISTON, assigned by TWA to Saudi Arabian Airlines to
assist the latter in preparing to operate its recently acquired Boeing

L 7 2 0 -B aircraft, is currently in Beirut recruiting stewards and stewardesses
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for the airline. He has already selected 17 stewards, who are to be sent

on February 2 to Kansas City for three-weeks' training. Of the 17 stewardesses

to be employed, some half-dozen have already been selected. They are to be

trained by Middle East Airlines.

For the Ambassador:

Evan M. Wilson

Counselor of Embassy

Contributors:

ICTihany, JHEnnis, JHAshida, DRMorris, JCWeisert, MBekhash

Distribution:

Copies to:

L

AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, JIDDA, TEL AVIV, TRIPOLI.
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