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1. HIGHLIGHTS - UNCLASSIFIED

What may be a harbinger of renewed Communist activity in Lebanon
(following the virtual destruction of the actively anti-Communist PPS after
its abortive attempt to seize power last December) appeared on the labor scene
this past week when Socialist forces in the Federation of Independent Trade
Unions made overtures for cooperation to Beirut's seven autonomous Communist
unions (Iteml6).

Another post-coup manifestation is the apparent stiffening of the
Lebanese Office of the Arab Boycott of Israel (Item 2). Several new firms
have been included on the boycott list (Item 3).

Beirut's powerful Intra Bank is selling out its controlling interest
in branches in Arab countries where nationalization measures have rendered such
operations hazardous. Intra will now work through affiliated or associated
banks. (Item 7).

Beirut Port movements during January (145,520 MT) showed a considerable
rise over January of last year (130,147 MT), although they dropped below December
1961 traffic (150,244 MT). At the same time, customs receipts of LL 9,415,000
($3,135,000) showed a rise of LL 306,000 over January 1961.

The dollar rate dropped below LL 3 this period, with today's quotation
at LL 2.995. (DRM)

ARAB BOYCOTT

2. LIMITED OFFICIAL USE - Boycott Stiffeninq in Lebanon (CERP D-13)

A delegation representing the International Chamber of Shipping of Beirut
called at the Foreign Ministry on February 9 to protest stiffening enforcement of
the Arab Boycott. Nadim HALLAK, Director of the Lebanese Boycott Bureau, was
present at the meeting. The delegation informed the Foreign Ministry that their
members would not be able to comply with the new interpretation of boycott
regulations, that carriers once frightened away from Beirut would probably never
again return, and that the Lebanese economy would consequently suffer. Boycott
Director Hallak is described as having been unyielding at the meeting on his
insistence on strict enforcement. No final decision has, however, been reached
as to what future attitude the Government of Lebanon is likely to take.

CONFIDENTIAL - COMMENT: The new, stricter enforcement of the Arab
Boycott in Lebanon is due to the uncompromising Boycott Director Hallak, whose
influence since the abortive coup is apparently no longer counter-balanced by
that of Lebanese nationalist leader Pierre GEMAYEL. Current cooperation by the
Lebanese nationalists and Arab nationalists, who have temporarily united in the
prevalent anti-PPS sentiment, seems to have strengthened Hallak's hand. The
shippers, however, seem to have found new allies in the persons of Major Toufic
JALBOUT, Director of the Surete; Foud AMMOUN, Secretary General of the Foreign
Office; George HAIMARI, Director General of Customs; Izzet KHURSHID, FonMin Chief
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JiRAB BOYCOTT (Item 2 cont'd) From Beirut

r emeritus of Portocol, and Fuad CHADER, Director General of Communications. It
is also possible that Pierre Gemayel will be prevailed upon to intervene again.

Thus far American Export Lines is the only US company affected by the
stiffened shipping regulations, but, in view of new blacklistings (see Item 3),
the Embassy expects more trouble for additional US firms. Assistance to such
companies will have to be within the limits of our non-recognition and non-
condoning of the Arab Boycott. (LCT)

3. UNCLASSIFIED - New Firms on Boycott List (CERP D-13)

For some time the Lebanese press has been reporting that the case of
about fifty foreign firms was being considered by the Ministry of National
Economy pending their submission to the Council of Ministers, with a view to
placing them on the Arab Boycott of Israel blacklist. Le Commerce du Levant,
in its issues of February 7 and 14, reported that forty-five foreign concerns,
including three steamship agencies have been blacklisted. The list which has
been published by this Lebaneses5aweekly is inevitably scanty and may possibly
not be fully accurate. Among the 45 concerns listed, 13 are reported as being
American, namely: H. Hook and Co., Inc.; Anvers Corporation; Musher Foundation;
American Dental Manufacturers; The Preload Company, Inc.; New West Optical Co.;
Utility Appliance Corp. of Los Angeles; The American Machine and Foundry; Holy
Land Marble Granit; Aled Originals Ltd; American Mediterranean Corp.; Emanuel
Blumenfrucht and Son; and A. Plein & Co.

It may be added, however, that the list includes also the British branch
of the "General Tire and Rubber Co.", the parent American corporation having been
on the blacklist since December 19, 1953.

Upon issuance of the Official Gazatte, a comprehensive report will be
submitted on the subject. (MJ)

FOREIGN TRADE

4. UNCLASSIFIED - Cabinet Decides on Removal of Punitive Tariffs (CERP D-13)
on Japanese Goods

At a recent meeting, the Council of Ministers decided in principle to
remove punitive tariffs on certain Japanese imports. Accordingly, the Ministry
of National Economy has reportedly submitted a revised list of Japanese imports
on which punitive duties up to twice the normal rate are applicable. The press
reported that the Ministry of National Economy removed only 6 items from the
previous list of some 150 items originally drawn up in June of 1957.

When the Cabinet decision was announced, a group of anxious Lebanese
industrialists approached the Director General of the Ministry of National
Economy, asking how the decision would be applied. The Director General
reportedly explained to them that the Government's concern over the high cost
of living was the main factor behind the decision.
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FOREIGN TRADE (Item 4 cont'd) From Beirut

UNCLASSIFIED - COMMENT: These punitive duties stem from the pre-World
-War II period, when all imports from countries not members of the League of
Nations were subject to punitive duties. (US goods were exempt under a special

treaty.) In 1957, the Government decreed the cancellation of all such duties,
but, because of vociferous protests, it reinstituted (under the guise of protection
to domestic industries) the system of punitive duties on selected Japanese goods--
mostly textiles, knitted goods, cast iron and steel pipes, light bulbs, elevators,
leather trunks and brushes.

From the list it appears that not only industrialists but also importers

who handle comparable goods imported from other countries are supporting the
retention of punitive duties on certain Japanese imports. (JHA)

5. UNCLASSIFIED - Possibility of Pharmaceutical Import Nationalization
(CERP D-13)

A bill was introduced in Parliament during the first week of February
which would provide for a single corporation (in which the Government would hold
forty percent of the stock) to handle all imports of pharmaceuticals into Beirut.
The purpose of this bill presumably is to lower the cost of pharmaceuticals as
part of the drive on the high cost of living. The bill is, of course, encounter-
ing opposition from the independent importers, as well as from spokesmen for the
Lebanese Medical Profession who claim that this would put doctors at the mercy
of this single corporation. Premier Rachid KARAME and Mr. Antoine KHALLOUF,
President of the Association of Pharmacists, are discussing the affair at the

present time. (JCW)

6. UNCLASSIFIED - Trade Balance Deficit with the Soviet Bloc (CERP D-13)

Early in February a Parliamentary commission reported that the commercial

exchanges between Lebanon and the five countries of Eastern Europe had resulted in
an unfavorable balance of trade of LL 12,037,000 ($4,100,000) for 1961. The
detailed breakdown is a LL 4,646,000 ($1,540,000) imbalance in favor of the USSR;
LL 2,795,000 ($925,000) in favor of Czechoslovakia; LL 1,232,000 ($410,000) in
favor of Rumania; LL 1,281,000 ($428,000) in favor of East Germany; and LL 2,083,000

($695,000) in favor of Poland.

UNCLASSIFIED - COMMENT: Even with all the talk of Lebanese fruit shipments
to the Soviet Bloc and the limited number of Soviet Bloc products commercially

acceptable in Lebanon, the pattern of trade imbalance persists, in spite of

bilateral treaties specifically designed to prevent it. (JCW)

FINANCE

7. OFFICIAL USE ONLY - Intra Bank Converts Branches into Affiliated or
Associated Banks (CERP D-12)

Intra Bank, Lebanon's largest bank with total assets exceeding $160 million,

has decided to convert its network of branch banks in the Arab countries into

affiliated or associated banks. The principal difference between the two is that

Intra Bank retains controlling interest in an affiliated bank, whereas in an
associated bank local interests have control. Recently, Intra Bank liquidated



Page 5 of
CONFIDENTIAL End. No. --

Desp. NoA423
FINANCE (Item 7 cont'd) From Beirut

[its two branches in Iraq by selling their assets to the newly organized United
Bank of Iraq, an associated bank. As soon as the Syrian authorities denationalize
the banks, Intra Bank has plans to sell the assets of its three branches to the
Arab World Bank, an associated Damascus bank established in 1959. Intra Bank's
four operating branches in Jordan will become part of a Jordanian affiliated
bank, since Intra has reportedly received a license for establishment of such a
bank from the Jordanian authorities.

This new policy is the result of experience gained from the Iraqi
revolution of 1958 and the July 1961 nationalization laws in Syria. In both
instances Intra Bank presumably found itself seriously handicapped because of
responsibility for maturing liabilities of its branches at a time when their
assets were frozen. Intra Bank officials feel that where local interests are
involved as in an affiliated or associated bank, these interests are in a better
position to safeguard the assets of the bank than would be the case of a branch
office. Moreover, Intra Bank's liability in any such emergencies would be limited
to the extent of its financial participation in these banks. (JHA)

8. OFFICIAL USE ONLY - Visit of Lebanese Bankers to Damascus (BER 18) (CERP D12)
Mr. Alexander SARAH, Legal Counsel for the Lebanese Bankers Association,

visited in Damascus with Messrs. Kuzbari and Kuwatly, the Speaker of the House and
the Minister of National Economy respectively, on February 2 and 3. According to
Sarah, these talks paved the way for the Syrian Government to withdrawn on Feb. 3
its draft bill for semi-denationalization of banks with retention of varying degrees
of Government ownership of the banks. On Sunday, February 4, Sarah was joined by
Messrs. Pierre EDDE, President of the Lebanese Bankers Association, Anis BIBI, Vice
President, and Jean ABOUJAOUDE, Treasurer. They reportedly called on President QUDSI
and emphasized to him how Lebanon had prospered under a free economy in spite of
internal and external crises in the past few years. After the audience they were
warmly received as brothers by the chairmen of the various commissions established
by the Syrian authorities to make recommendations regarding changes in various laws
enacted during UAR days. They later had a profitable meeting with Kuwatly, who
conceded that the forces wanting a free economy were very powerful and that he thought
now that a bill giving almost complete freedom to branches of Arab banks in Syria on
a reciprocal basis would be approved. (JHA)

9. OFFICIAL USE ONLY - Lebanese Aaents Fail in Attempt to Sell (CERP D-12)
Kuwaiti Sheikh French Casino

Mr. Toufic MIZRAHI, former publisher of Le Commerce du Levant and now a
wealthy resident of Nice, returned to Lebanon recently to renew his attempt to sell
the French Casino Divonne-Les-Bains near Geneva for its Jewish owners. Mizrahi
approached Mr. Yusef BEIDAS, the dynamic managing director of Intra Bank, with a
proposal to sell this casino for $2.5 million with a 2.5 percent commission for
both of them. Beidas contacted Sheikh Abdullah al Mubarak AL SUBAH of Kuwait,
who declined the offer for reasons unknown to the Embassy.

LIMITED OFFICIAL USE - COMMENT: This offer illustrates the manner by which
Beidas personally and Intra Bank institutionally have made huge profits by acting
as middleman in numerous business transactions involving wealthy sheikhs from the
Persian Gulf. Beidas, with his intelligence, personality and charm, is a salesman
par excellence whose smooth talk the sheikhs often find irresistible. (JHA)
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GOVERNMENT ORGANIZATION

10. UNCLSSIFIED - Proposed Reorganization of the Ministry of Planning (CERP D-10

The Council of Ministers has approved the proposal to reorganize the

Ministry of Planning into two directorates: one for planning and studies, and

another for statistics. The first directorate will eventually have six offices

dealing with various segments of the economy, although as long as the IRFED

mission is undertaking studies, not all of these offices will be activated. The

second directorate will have three offices: auditing, preparation and organization

of data, and mechanical compilation. (Electronic computers manufactured by Bull

are being installed and are expected to be ready for operation in April.) The

proposed reorganization bill is expected to receive early Parliamentary approval.

Also attached to the Ministry are two specialized boards: the Planning

and Development Board, a high level advisory organization, and an Institute for
Development Training, for instructing low and medium level officials on various

aspects of economic development. The Ministry hopes to include among the

Institute's trainees foreigners -- Arabs and Africans -- with the help of the

United Nations Special Fund.

OFFICIAL USE ONLY - COMMENT: Except for the defunct five-year develop-
ment plan drawn up in 1958, the Ministry has been performing routine clerical
work. On several occasions it did not even have jurisdictional control over
the IRFED mission. Now, if the reorganization plan is approved, the Ministry
will be adequately staffed and organized for the first time to accomplish
its objective -- the preparation of a realistic comprehensive development plan
with the assistance of the IRFED mission. (JHA)

11. UNCLASSIFIED - Staffing of Lebanese Embassies with Commercial

Attaches (CERP D-13)

The Foreign Affairs Committee, pressing to rectify Lebanon's
increased imbalance of trade with the principal Western countries, is now
planning to staff each Lebanese Embassy in these countries with a full time
Commercial Attache. It is envisaged that these Commercial Attaches will be
able to increase the demand for Lebanese tobacco and fruit. (JCW)

INDUSTRY

12. UNCLASSIFIED - Another Lebanese Steel Mill (BER 24) (CERP D-14)

The GHANDOUR brothers of Tripoli, who are presently engaged in the

manufacture of plywood, importation of lumber, refining of raw sugar, operation
of a cold storage plant, etc., are constructing a steel mill in their home
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town. An European manufactured rolling mill, an electric furnace and a
reheating furnace are being installed by German technicians. The plant, in
which LL 3 million ($1 million) has been invested, will have an annual capacity
to produce 40,000 tons of bars and rods.

The project was begun about four years ago, but work was halted on
several occasions because of a shortage of capital. Production is now
expected to begin in about a month. The brothers are negotiating a loan from
BCAIF to finance the purchase of another furnace and two rolling mills. (JHA)

13. OFFICIAL USE ONLY - Floating Dock Project Under Study(CERP D-14, 36)

An American-German group is studying the economic feasibility of
building a floating dock in the Chekka area. The Germans are interested
because they are confident that such a project will enable them to sell
5-6,000 tons a month of their semi-manufactured and manufactured steel products.
The low price of skilled labor in Lebanon, currently about LL 9 ($3.00) per
day, makes a project of this kind especially attractive since the cost of
repairing and overhauling ships will be minimal. The Embassy will report
separately by despatch if the project finally materializes. (JHA)

AVIATION

14. CONFIDENTIAL - DC-4 Purchased by Sudanese Prevented from Leaving
Beirut (CERP D-16)

During January, a DC-4 operated by the Lebanese Air Transport
Company was sold to a Sudanese merchant, ostensibly for use in the transportation
of chilled meat between Juba, Khartum and Cairo. The circumstances of the sale,
and the identity of the buyer and his associates, made it apparent, however,
that the plane would probably be used for traffic between Egypt and the Orientale
Province of the Congo. Embassy representations to the Lebanese Ministry of
Foreign Affairs and to the Directorate of Civil Aviation have so far effectively
prevented the plane from departing Beirut.

CONFIDENTIAL - COMMENT: After several days of uncertainty the Ministry
of Foreign Affairs suggested to have aircraft added to a list of items which,
under the "prior licensing law" of 1942, cannot be exported from Lebanon without
approval of the Minister of National Economy. Although the law may not be
entirely effective in preventing the DC-4 in question from being exported
(since it is now owned by a Sudanese), in the future the new measure should give
GOL complete control in equivalent cases, since every prospective purchaser will

lie on advance notice that he will need an export license. (JHE)



Page S

CONFIDENTIAL End. No._
Desp. No 423
From Beirut

15. UNCLASSIFIED - Last Air Jordan Aircraft Leaves Beirut (CERP D-16)

A DC-6, repossessed by American Airlines from the former Air Jordan,

has been parked at Beirut since October 22, 1961 (see BER No. 3). The plane

was released by Lebanese authorities on Febrpary 9 and left Beirut the same

day for Paris.

To effect release of the aircraft, the agent of American Airlines'

at Beirut was required to pay a total of LL 44,493 ($14,831) to the Directorate

of Civil Aviation. Most of this payment represented landing charges, parking

fees, etc., owed by Air Jordan, not by American Airlines.

OFFICIAL USE ONLY - COMENT: American Airlines' representative

informed the Embassy that his company paid the full amount of GOL's claim,

under protest, because it saw no other expeditious way of effecting the release

of the plane. It accompanied its payment with "a statement of reservations,"

which has now been referred to the Director General of Finance. According to

american Airlines, if the Director General does not elect to pay back all that

American Airlines believes it is owed, it will sue the Government. (JHE)

LABOR

16. UNCLASSIFIED - Left-Wing Labor Front Possibility (CERP D-17)

The first two meetings of senior officials of Lebanon's four labor

federations to discuss pending labor and social legislation (see BER 3) were

reportedly productive and businesslike. Prior to the third meeting, however,

several Socialist members of the executive board of the FITU, which Was to
host the gathering, issued, without the approval of their President, invitations

to the seven autonomous Communist unions in Beirut, as well as the five unions

which split from the UUEW last December (BERs 21 and 25) and some unaffiliated

unions from Sidon. Incensed by this breach of the terms previously agreed upon
for these discussions, the UUEW, Jami'at and FUNL announced that they would

boycott the gathering, which was held nevertheless on February 11. Present

were several members of the FITU executive board, large numbers of officials

from all seven Communist unions from Beirut, the splinter socialist-led Port
Company Employees Union and Office of Electricity and Common Transport Workers

Union, two or three unaffiliated unions from Sidon, and three members of the
FUNL (two Communist unions from Tripoli and the Kadisha Electricity Company

Employees Union of Tripoli). The Vice-President of the UUEW, Tewfick SALLOUM,
attended "inadvertently," for a short time. Newspaper coverage of the

meeting characterized the FITU's action as a split with the other three

licensed federations and cautiously predicted the birth of a new left-wing
labor front.

IL
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CONFIDENTIAL - COMMENT: For some time there have been indicationsthat the five Socialist members of the FITU executive board have been gainingstrength in their attempts to discredit- and oust middle-of-the-road Naim KREIDY,who became President on the death last summer of Mohammed SHARQAWI. It is quite
possible that they may succeed in gaining approval for admission to thefederation of the five unions who broke with the UUEW at the end of 1961, andwho have thus far failed in attempts to gain government approval for theformation of a new federation. Since at least three of these unions -- theOE'IC, Port Company and Railroad -- are headed by Socialist Party members,
direction of the FITU would almost certainly pass to Socialist hands. Given thecurrent flirtation of the Socialists with the Communist union leadership, thenext step could very possibly be admission of the seven Beirut Communist unions,resulting in a federation controlled by a coalition of JUMBLATT- Socialists
and Communists (of which most of the latter are reportedly on the payroll of
the Soviet Embassy here).

increased government concern has shown up in two reports from a
usually very reliable contact in the UUEW. The first is that the heads of the -Army G-2 and the Surete Generale have approached selected leaders of the fourfederations to urge them to work against Communist efforts to gain a
respectable foothold in the Lebanese labor scene, and promising them full
support. (See Embassy Airgram A-169, February 8, 1962.. Further information
shows that those approached were: Gabriel KHOURY, President and Antoine
SALLOUM, Vice President of the UUEW; Naim KREIDY, President and Muhiedine
Al OBARI, Treasurer, of the FITU; Hussein ALI HUSSEIN of the Jami'at; andMustafa HAMZI of the FUNL.) The second is a "confidential agreement" between
Dr. Ruda WAHID, Director General of the Ministry of Labor and Social Affairs,
and the UUEW. leadership, by which Wahid would withhold necessary Ministry
permission to hold union elections, citing as a pretext the current post-coup
security situation. This would give the UUEW more time to work through therank and file of the leftist-dominated unions in an attempt to woo them awayfrom their present leadership. (DRM)

17. UNCLSSIFIED - AUB Em o ees and University Reach Settlement (BER 26)
(CERP D-17)

The three-month strike threat by the AUB Employees and Workers
Union was ended last week when the University Administration and union officials
reached . agreement providing:

1. That a uniform wage scale and job classification will be completed
and put into effect by June 1962;

L
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2. That all employees and workers will henceforth have 11 paid holidaysper year;

3. That restaurant workers will have 12 instead of 1 day off per week;

4. That all AUB employees and workers will have first preference at theAUB hospital out-patient clinic;

5. That free drugs will be provided those earning LL 250 or less permonth, while only 50% will be charged for those earning more.

6. That the University contribution to the Union loan fund will beincreased from LL 5,000 to LL 15,000.

In return, the Union agreed to drop its demands for payment of a 13thmonth bonus each year and for an increase in the family allowance.

UNCLASSIFIED - COMMENT: Items 1, 2, and 6 are no surprise, since theUniversity conceded such moves in December. It appears, however, that theunion managed to squeeze out items 3, 4, and 5 in return for dropping itsother unrealistic demands. (DRM)

18. UNCLASSlFIED - Lebanese Delegates to ICFTU Naples Meeting (CERP D-17)

Four delegates from Lebanon's two ICFTU-affiliated federations willleave next Monday to attend the ICFTU's Naples conference on the program of theUnited Nations Food and Agriculture Organization. They are Gabriel KHOURY,President, and Antoine AOUN, Secretary-General of the UUEW, and Hussein AL1HUSSEIN, President and Fuad KARANOUH, Secretary-General of the Jami'at. TheFUNL was also invited, even though not an affiliate of the confederation, buthas- not yet appointed a delegate. (DRM)

AGRICULTURE

19. UNC LASSIFIED - Grain and Feeds 1962/63 Marketing Season

Early forecasts show that Lebanon's 1962/63 grain and feeds productionwill be up for wheat and barley, and essentially unchanged for corn, grainsorghum and rice as compared with the 1961/62 season:

LJ
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1961/62 1962/63 (forecast)

In 1.000 M.T.

Wheat 35 64

Barley 8 10-

Corn 2.5 2.5

Grain Sorghum 2.5 2.5

Rice .2 .2 (MB)

20. UNCLASSIFIED - Balance of Grain and Feeds Requirements for 1961/62

Marketing Season

As of January 1, 1962, the balance of import requirements for the

1961/62 marketing season included: 118,000 tons wheat and wheat flour (whole

grain weight), 4,000 tons of each of barley and corn, 2,000 tons of grain

sorghum and 7,000 tons of milled rice. (MB)

21. UNCLASSIFIED - Rainfall 1961/62 Season

A breakdown of accumulated rainfall as of February 12, 1962 is given

below in millimeters for the 1961/62 season, compared with 1960/61 and normal:

1961/62 Normal 1960/61

Central Bekaa Valley

Ksara Observatory 457 - 421 287

Beirut, Central Coast Area

AUB Observatory 604 644 569

Last week heavy snowfall caused floods to washk.away the wheat crop

planted in some heavy deep selis in the villages of'Mansoura, Kab Elias and .

Ghazzi, in the southern part of the Bekaa Valley. This has reduced the

Embassy's preliminary estimate of the wheat crop (65,000 tons) by 1,000 tons. (MB)

COMMERCIAL; OFFICE. '

22. UNCLASSIFIED -American Business Visitors

The log of the Commercial Office shows that the following Americans

or representatives of American companies conferred with the Embassy between

January 31 and February 13:

L
CONFIDENTIAL
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Mr. Robert B. Seidensticker, Director of International 
Operations, Larus

Brothers, Richmond, Virginia; Mr. Vilas Johnson of the Chicago Trade Fair;

Mr. Henri Haddad, Beirut agent for Sinclair Oil; Mr. Karnik J. Malikian, Malifer

Corporation, Beirut, agent for Philco, Remington-Rand, etc.; Mr. Gordon Knapp,

representative Otis Elevator Company, New York; 
Dr. Orris Blackwell of

American University Beirut; Mr. George W. Weigold, Managing Director, Dairy

Society International, Washington, D.C.; Dr. Talha Yaffi of Beirut in

connection with representing Beacon Milling of Cayuga, New York; Mr. Richard

Moore, American hotel owner, Beirut; Mr. M. 0. Wehmeyer, Export Sales Engineer,

Kelvinator international, Detroit, Michigan; Mr. Erwin J. Sholton, President,

International Kenaf Corporation, New York; Mr. Alfred Lederer, President CIOS,

New York and Geneva; Mr. J. J. Rea, M. E. Representative, Smith, Kline and

French Laboratories, Philadelphia; Mr. R. J. Thomas, M. E. Manager, U. S. Rubber

international, New York; Mr. Robert Sarnoff, Chairman of the Board, N.B.C.,

New York; Mr. Yassin Umar, Regional representative BiDCO, Washington, D.C.;

Mr. Jack W. Rathjens, M. E. Manager, Food Machinery Corporation, San Diego

and Lansing, Michigan; Sir William Elliot and Mr. Robert Beukenkamp of

American Machine Foundry, New York; Mr. David Rockefeller, President, Mr. James

A. Jacobson, Senior Vice President, and Mr. J. J. Thomson, Vice President,

Chase Manhattan Bank of New York; Mr. Andre S. Da Miano, Da Miano and Graham,

Glenview, Illinois; Mr. Robert P. Fortune, Mid-America International,

Indianapolis, Indiana; Mr. Ali A. Youssef, Beirut, :.gent for Schaeffer Pen

Company, Fort Madison, Iowa; Mr. R. H. Haber, President, Haber's Export

Agencies, Inc., Ridgewood, New Jersey; and Mr. Charles Wallach, Executive

Director, Collins Radio International. (JCW)

For tI&Ambassador:

Evan M. Wilson

Counselor of Embassy

Contributors:

ICTihany, JHEnnis, JHAshida, DRMorris, JCWeisert, MBekhash, MJalkh

Distribution:

Copies to: AMMAN, ANKRA, BAGHDAD, CAIRO, DAMASCUS, JIDDA, TEL AVIV, TRIPOLI.
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SUMMARY

The economy showed a moderate upward trend in 1961. National, per

capita, and agricultural income all registered slight increases; both
revenues and expenditures continued their long-term rising trends. The
budget position probably showed a surplus; the favorable balance of
payments structure is thought to have persisted. Economic growth wasj
nevertheless substantially below the rate of growth registered priortb
1958 and only a fraction above the quickening pace of population increase..
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F he growth rate of expenditures was less impressive than that of revenues,
resulting in restraint on commercial and employment possibilities, and also on
the rise of the price level. As usual, economic growth was concentrated in
the financial, services and commercial sectors, with industry and agriculture
lagging behind.

In spite of a mounting trade deficit and declining transit trade, Lebanon's
commerce with the world stood at its highest and most prosperous level in 1961.
The Government appears to be determined to adjust the imbalance by means of
bilaterals. The negotiation of such a trade agreement, if offered, is not in
the U.S. interest. The Embassy feels that the economy would stand to profit
more from a full development of the tourist industry, which is in need of
more vigorous promotion, than from bilaterals.

The heavy concentration of economic growth in financial services was likely
to accentuate the upside-down pyramid character of the economy and thus runs
counter to U.S. policy objectives. Industry as a whole did not keep pace with
even the limited overall economic growth, partly because of the Lebanese
investor's preference for other markets. For investment at home Lebanese
entrepreneurs may be expected to continue to apply for assistance to U.S.,
foreign and international sources of financing. Agriculture showed an
improvement, but since growth was due to capricious natural factors rather than
to human effort, it may not be counted upon as a continuing trend. The
persistence of the dual economic structure (trade and services on the one hand;
agriculture and industry on the other) will probably have as continued socio-
economic effects rural migration to Beirut, emigration of skilled labor, unemploy-
ment, a widening income gap between Christians and Moslems, and a hardening of
communal-confessional dividing lines. The rate of progress in public works was
too slow in 1961 to give hope of mitigating in the near future the discrepancy
between the urban and rural economies. Unless the Government observes the
timetable of its planned public works projects, this sector, in which the
orientation of personnel is now predominantly toward the U.S., is likely to
suffer from the closing out of Point Four in 1962.

The 1961 proportionate contribution of the two petroleum pipelines remained
essentially the same as in 1960. On the other hand, the contribution of petroleum
marketing activities probably rose owing to a continued increase in automobile
registration and to the entry into force of the Government's ban on diesel
vehicles. Due to the thus far unceasing inflow of capital from oil-rich Arab
lands, Lebanon has assumed the characteristics, if not of a petroleum economy,
then at least of a petroleum prosperity. This prosperity helps the U.S. export
expansion program on the one hand; it accentuates the brittleness of the economy,
on the other. Civil aviation continued to play a major role during 1961 and now
ranks as one of Lebanon's major "industries." It is likely to remain a matter
of urgent political as well as economic concern during the coming year, in view
of renewed Bloc interest in Beirut air rights. Lebanon is highly vulnerable to
the "runways-for-apples" type of deal with the Communists because, apart from
the immediate Arab hinterland, Eastern Europe is the only major commercial
outlet for Lebanese fruit.
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Labor made some gains during 1961 and the strike situation was relatively
calm. Unfortunately, agricultural and domestic workers were left out of newly
won benefits. Unemployment, made more serious by the marginal existence of the
agricultural workers, will no doubt exert a growing strain on the economic
structure.

Effects of area crises, rapid expansion of a major bank, persistence of
the construction boom, and continued rise in automobile registration tended
to enhance or dramatize prosperity, but also to accentuate the elements of
imbalance and vulnerability. Problems of U.S. economic policy, arising from
the present state of the economy, are listed under Section IV. The Embassy
does not exclude the possibility that the economy, now proceeding on a prosperous
course, may in the long run lose its momentum under the adverse impact ofuncontrolled domestic and uncontrollable foreign trends. To counter eventualdecline, foreign aid, preferably multilateral, may again become necessary atsome future date. In the meantime, the continuation of token technical assistanceand of development loans would appear to be consistent with U.S. interests.

I. The Economy As A Whole.

The Lebanese economy as a whole continued on a moderate upward trend during
1961. National income (see Enclosure 1) rose by 3% (from LL 1,562 million or
$512 million, to LL 1,610 million or $528 million); per capita real income, from
approximately $306 to roughly $308. Agricultural income, thanks to favorable
weather conditions, registered a growth rate corresponding to the overall rate
of 3%, above its normal rate of growth. Both revenues and expenditures continued
their long-term rising trends. Receipts of the ordinary state budget plus four
extraordinary budgets are estimated at LL 307 million ($100 million), as compared
with LL 251 million ($82 million) for 1960. The budget position at the end of
they year probably showed a surplus as high as LL 30 million. The balance of
payments structure (see Enclosure 2), which has been registering favorable
though declining surpluses ($3.6 million in 1960, $8 million in 1959 and $4.6
million in the crisis year of 1958), is thought to have persisted in 1961.

The actual condition of the economy was not as favorable as seems to be
indicated by the above statistical data. In the first place, since the slight
growth of agricultural income was due to capricious natural factors and not to
human effort, it may not be counted upon as a continuing trend. The percentage
rise (3%) in national income was less than that shown in 1960 over 1959 (4.8%)
and substantially below the 5% rate of growth registered during the decade
preceding the economically disruptive insurrection of 1958.1/ The apparently
declining rate of economic growth and the quickening pace of population increase
(now estimated at 2.3%) was not without portent. The minuscule rise in per

1 The apparent improvement shown by the 3% increase in 1961 over the 0.8%
average registered during the 1957-60 period should be evaluated in the
light of the 1958 crisis, which lowered the 1957-60 average rate.
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capita real income is overshadowed by the fact that economic growth, as usual,
was concentrated in the financial, services and commercial sectors, while
industry lagged behind and agriculture improved only due to the weather.
Consequently, the trend is still toward a wide and growing discrepancy in
income between a small portion of the population and a much larger number
who depend for their livelihood on income earned in industrial and agricultural
occupations.

The growth rate of expenditures was less impressive than that of public
revenues and inferior to the pre-1958 scale of increase. The result has been
a form of financial congestion, an:accumulation of appropriated by unexpended
public funds, and a resulting restraint on commercial and employment possibilities.
The cure lay in the execution of planned large-scale development projects, which
failed to materialize in 1961. Should these projects get the green light in
1962, current expenditures will rise markedly and may even surpass current revenues.

An unexpected consequence of financial congestion has been a slow-down
in the rise of the cost of living. According to official figures, the cost
of living declined in 1961 by 0.6%, or by 3 index points (from 526 in 1960
to 523 in 1961). The Embassy believes, however, that, due to a number of
deficiencies, the official index does not satisfactorily reflect actual cost-
of-living variations. Adjustment of the official index for these deficiencies
shows an increase of approximately 5 index points for 1961 over 1960. This is
slightly less than a 1% rise.

As compared to the period ending in 1960, which showed an average annual
rise between 4% and 5% in the cost of living, 1961 thus saw a decline in the
rate of increase. The Embassy believes that continued rise at a decelerated
pace was due mainly to the lack of adequate Government spending through 1961.
This retained money in the banks and out of the hands of potential consumers,
thus exerting a restraining effect on the now fairly normal rise of the price
level.

The effects of uneven growth trends will probably be manifested in
increasing unemployment, since the prosperous sectors of the economy are
unable to absorb the increase in the labor force, estimated, at 10,000-12,000
per annum; in a restrained expansion of the domestic market; and in a growing
dependence on services, the demand for which is concentrated in a few neighbor-
ing markets. This emphasis on services is likely to render the economy more
vulnerable to external factors which operate in the neighboring Arab world
and over which the Lebanese have no control.

The sensitivity of the economy to external political factors was amply
illustrated in 1961 by the quickened inward movement of capital and managerial-
technical skills following the Kuwait crisis and the UAR nationalization
decrees. Concurrently, however, hesitation, standstill and uncertainty
resulted from the political currents flowing among Lebanon's Arab neighbors.
Rapprochement with independent Syria was delayed for fear of offending Egypt
and of alienating its domestic partisans. Lebanese economic interests
suffered in Egypt owing to retaliatory measures 'undertaken there after the
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FSyrian secession. Iraq's ambitions vis-d-vis Kuwait faced Lebanon with the
dilemma of preserving lucrative economic relations with one party at the
expense of sacrificing those with the other. A similar dilemma, though on a
smaller scale, resulted for Lebanon from increasing animosity between Egypt
and Saudi Arabia. The abortive year-end coup in Beirut and suspected
Hashemite~ support of the Fertile Crescent scheme presaged possible economic
estrangement 'froin Jordan.

The main implication of Lebanon's economic situation in 1961 with respect
to U.S. interests is the fact that this unusual economy, which has been and
probably will continue prospering for the time being thanks to a historically
ingenious human element, may in the long run lose its momentum under the adverse
impact of uncontrolled domestic and uncontrollable foreign trends. A serious
loss of economic momentum would widen the already existing social and geographical
gaps between domestic economic levels, deepen the confessional fissure between
Christians and Moslems, and may ultimately place in jeopardy Lebanese sovereignty
and independence. To counter this trend, foreign aid may again become necessary.
at some future date, either on a bilateral or multilateral basis. In the meantime,
continued critical attentiveness to a need for token U.S. technical assistance
after the June 1962 phase-out target date would appear to be advisable and in
the interest.of the United States. Applications for development loans, but not
grants, should be given careful scrutiny and consideration.

II. The Economy By Sector

1. Trading activities in 1961, as in previous years, accounted for nearly
one-third of the Lebanese national income. Customs receipts showed a slight
gain for 1961 over 1960; the rates of growth of commerce and national income
were the same (3%). Lebanon's trade with the world stood at its highest and
most prosperous level in 1961, in spite of a minor though prolonged commercial
crisis throughout most of the year and in seeming contradiction with the
steadily decreasing transit trade.

At the same time, however, the commercial deficit continued mounting and
was probably considerably above the $300 million mark. The U.S. sold 15 - 16
times as much to Lebanon as did Lebanon to the U.S.; the USSR almost twice as
much to Lebanon as Lebanon to the USSR. The Lebanese Government considers
Lebanon's unfavorable balance of trade a serious shortcoming of the economy.
The Embassy does not agree with this diagnosis because, in the first place,
Lebanon could never produce enough exportable goods to balance its imports;
and, in the second place, because Lebanon's commercial prosperity depends on
imports and not on exports. The Government itself recognizes this basic point
by permitting two rates of exchange, the lower one of which is used only at
the customs.

The Government nevertheless appears to be determined to bring about some
readjustment in the unfavorable balance of trade by means of bilateral trade
agreements, several of which were signed in 1961 with Bloc countries. 'These
bilateral agreements make exports from the trading partner to Lebanon contingent

L I
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on a proportionate purchase of Lebanese goods, usually fruit. Should Lebanon
propose to the U.S. the opening of trade negotiations aimed at a bilateral
agreement, the answer should be negative because we would stand to gain nothing
and could continue our exports only at the price of buying unneeded Lebanese
goods. Lebanon derives too much profit from its trade with us to forego its
advantages for lack of a formal treaty. On the other hand, should our Western
European competitors, now grouped in EEC (which the Lebanese dislike), enter
into bilateral trade relations with Lebanon, we might reluctantly have to
follow suit. Throughout 1962 official Lebanese spokesmen will probably continue
to deprecate EEC's "buy-less, sell-more" trade policies, while at the same time
Lebanese importers and middlemen will no doubt continue to make handsome profits
thanks to these same policies.

2. Non-financial services, ownership of buildings, and transportation
accounted, as usual, for about one-fourth of the national income. The rate of
growth in these sectors appears to have been slightly superior (3.2%-3.5%) to
the overall growth of the national income (3%), with the exception of tourism,
which is said to have registered a 5% increase in income, in spite of the fact
that the Government continued to spend less than 1% of tourism revenues for
tourism promotion. The Embassy is inclined to believe that the Lebanese
economy would stand to profit more from a full development of the tourist
industry than from bilateral trade agreements. As far as building ownership
and its high contribution to the national income are concerned, it should be
remembered that they do not necessarily represent healthy growth. Construction
stimulus is external and comes from the oil-rich lands of the Persian Gulf; some
day the bubble may burst. Should this happen, U.S. interests would also suffer,
because the end of urban real estate prosperity would mean the beginning of
decreasing imports from the U.S.

3. Economic growth in 1961 was heavily concentrated in finance, which, as
usual, accounted for about 6% of the national income, but Whose growth (5%) over
1960 exceeded considerably the general rate of increase (3%). Capital kept on
pouring in during 1961 in the aftermath of every regional crisis and continued
to raise bank deposits (by 19% in 1961), to a level high enough theoretically
to allow each Lebanese, were he able to do so, to draw his annual statistical
income from the banks. The banks continued to expand their loans and discounts
at a brisk rate, but after a few bankruptcies became more cautious in the second
half of the year. As a consequence, the local money situation eased slightly.
Concomitantly, the banks increased their operations in overseas money markets.
Changes in ownership in one local bank and the aggressive expansion of another
are contributing to the further concentration of economic power (see Section 1I1.4).
In combination these trends in the financial sector were likely to accentuate
the upside-down pyramid character of the economy and thus run counter to the
long-range objectives of U.S. economic policy toward Lebanon.

1/ Income arising in this sector represents the net value of services
rendered by trade associations, advertising agencies, hotels, schools,
hospitals, restaurants, cabarets, as well as tourism.
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4. Industry lagged behind in 1961 at a rate significantly below the year'sgeneral norm. The only prosperous industrial sectors appeared to be cement
(7% growth) and foodstuffs and soft drinks (10% growth). Apart from these,
industry continued to suffer from near chronic handicaps and difficulties, such
as a lack of natural resources, foreign dumping, limited domestic market, lack
of long-term credits at reasonable rates, etc. On the other hand, a relatively
peaceful labor situation was a mitigating factor. There is some evidence that
Lebanese capitalists, now that the trading and services sectors are overcrowded,
may take a more active interest in investing in Lebanese industrial enterprises.

Industrial development thus far has been retarded by the Lebanese investor's
preference for other markets. Capital invested in Lebanese industry as of the end
of 1961 was estimated at $174 million. Simultaneously, however, Lebanese assets
in Egypt probably totaled more than $86 million; Lebanese investments in Iraq,
about $40 million; $25 million worth of Lebanese-owned securities were said to be
seeking profits and dividends on the New York Stock Exchange, to mention only
highlights. Such Lebanese preference for foreign investment probably has had and
is having a deterrent effect on foreign investment in Lebanon. It does not
necessarily mean that the Lebanese consider their own country unsafe for investment,
though it does reflect their desire for higher and more immediate returns than may
ordinarily be forthcoming from new and untried local industrial ventures. It isa fairly safe prognosis that, when it comes to this latter type of investment,
Lebanese entrepreneurs will continue to apply for assistance to agencies such asAID and IBRD.

5. Agricultural production and income were better in 1961 than during the
three preceding drought years, but the relative contribution of this sector to
the national income was somewhat lower than it had been during the period 1955-1959.
Although the growth rate, thanks to an act of God, corresponded to the overall 1961increase in national income, it lagged behind that of services, especially in the
financial sector. Agriculture and industry combined contributed a little over
one-fourth to the national income but employed as much as three-fifths, if not
more of the labor force. In the case of trade and the various services the
situation was completely antithetical: contributions to the national income, well
over three-fifths; employment, probably below one-fourth of the labor force.

This persistence of the Lebanese dual economic structure is a serious
politico-economic weakness and vulnerability. Trade and services have a
concentration of Christians; in agriculture and in industrial labor there is a
heavy, regionally predominant representation of Moslems. The Shias in the
agriculturally depressed areas of South Lebanon, and the Sunnis in the blighted
Akkar region of the North are probably the lowest income groups in the country.
Development projects, if finally executed in 1962, may bring about a slight
improvement in the lot of the low-income agricultural groups, but as far as
eventual disappearance of the dual economic structure is concerned, there is
not the slightest shred of evidence or symptom on which one could base a
favorable prognosis. For the foreseeable future Lebanon is likely to continue
as the country of rich merchants-bankers and poor peasants-sharecroppers. The
socio-economic effects of this division of wealth will continue to manifest
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themselves as migration from the countryside to Beirut, emigration of skilled
labor, unemployment, a widening gap between rich Christians and poor Moslems,
as well as between rich Moslems and poor Christians, and a hardening of communal-
confessional dividing lines. Obviously this trend runs counter to U.S. economic
policy, which calls for a sound and growing Lebanese economy as a basis for
national sovereignty and independence, for the common welfare of the Lebanese
people, both Christian and Moslem.

6. Although 1961 saw some progress in the public works sector, the rate
was too slow to make much difference in the near future. Road and highway
construction, extension of urban power and water facilities, rural water supply,
municipal sanitation, rural electrification and irrigation inched ahead; work
on the Litani project (which had lain virtually dormant for two years, without
any stimulating effect on the economy) was resumed during the latter part of the
year. No power, however, was expected to be generated until February 1962.

The slow rate of public works progress was due to the fact that three
ministers held the public works portfolio during 1961, to a lack of unified
planning and sufficient staffing, to the unattractively low salaries offered
by the Lebanese Civil Service, to the political requirements of the confessional
balance (jobs are not filled unless candidates are of the proper religion), and
to an excessive spirit of regionalism and communalism by responsible officials.
Deputies often insist on the satisfaction of local and communal needs in
disregard of the overall national need.

Point Four, now in the process of phasing out, contributed to public
works progress within the limits of its reduced budget and out of PL-480, Title II
wheat funds. When Point Four arrived in Lebanon in 1951, practically all Lebanese
technical personnel were French trained and French oriented. In the past ten years
close association with Americans has swung that orientation toward the U.S. It is
believed that U.S. orientation can be maintained by maximum use of the remaining
U.S. tools such as leadership grants and by the encouragement of U.S. industries
such as Caterpillar, Lansing, Le Tourneau-Westinghouse, etc., to train local
personnel for their organizations and equipment in the U.S.

7. The 1961 proportionate contribution of Lebanon's two petroleum pipeline
companies in the form of normal payments, taxes and expenditures, remained
essentially the same as in 1960. It should be noted, however, that IPC's
retroactive royalty payments (which amounted to about LL 17 million in 1960)
were completed during 1960, with the result that total Government income from
these companies was considerably less during 1961. The contribution of petroleum
marketing activities (Mobiloil, Caltex, Esso, Shell, Total and Chammas) is
estimated at a higher level owing to the 1961 increase in automobile registration
(see Section 111.5 below) and to the beginning of the application in June 1961 of
the Government's ban on the circulation of diesel-propelled vehicles. It has been .
estimated that, upon full entry into force (2} years hence) of this prohibition,
the Government will probably be collecting another $4-$5 million in fuel taxes.

In assessing the role of petroleum in the national economy one is impressed
by the fact that, in spite of the lack of proved oil resources, Lebanon has assumed
the characteristics, if not of a petroleum economy, then at least of a petroleum
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Prosperity. This is due to the so far unceasing inflow of capital from the oil- 1

rich states of the Arabian peninsula. Although the process of capital formation
which results from this inflow is not utilized for the purpose of local industrial
or agricultural development, the socio-economic effects of the petroleum prosperity
are manifested as a constantly expanding receptivity to additional imports on the
part of a rising middle class. This new class is the key to Lebanon's considerable
purchasing power, which stimulates the growth of imports from the U.S. Thus, from
the point of view of U.S. policy, petroleum prosperity in Lebanon works both ways:
on the one hand, it helps our export expansion progrm; on the other, it accentuates
the brittleness of the economy and thereby may counter our policy objectives of
economic stability.

8. Civil aviation continued to play during 1961 a major role in the economy.
This activity now employs approximately 4,000 persons and ranks as one of the
principal "industries" of Lebanon. MEA, the leading Lebanese airline, served notice
in 1961 of its intention to become the chosen instrument of Lebanese civil aviation.
Air Liban, MEA's nearest competition among Lebanese passenger-carrying airlines,
deteriorated in 1961 and became the object of Soviet attention. Although persistent
U.S. diplomatic representations in Beirut and in Paris appear now to have minimized
a sale of Air Liban's shares to the USSR, the airline closed the year in a precarious
position and will continue to pose an economic and perhaps political problem in 1962.

Civil aviation as such is likely to remain a matter of urgent political
as well as economic concern during the coming year in view of renewed Bloc interest
in Beirut air rights. Czech air penetration became an accomplished fact in December.
Polish demands for Beirut air rights, first presented in February, were about to be
pressed again as the year closed. The Lebanese Government is prepared to resist
such demands on the grounds that air rights granted to the Czechs should presently
suffice for the whole Bloc. It must always be borne in mind, however, that Lebanon
is highly vulnerable to the "runways-for-apples" type of deal with the Communists
in view of the fact that, apart from the immediate Arab hinterland, Eastern Europe
is the only major commercial outlet for Lebanese fruit.

In short, if Bloc demands for air rights in 1962 should embody significant
economic inducements (apart from reciprocal Bloc air traffic rights, in which GOL
has relatively little interest), the USG must be prepared either to offer equivalent
economic inducements, or see the GOL yield.

9. Labor in 1961 did not contribute appreciably to Lebanon's economic progress
but did make some gains. Passage of a new labor law pushed up wages for an estimated
25% of those eligible for its benefits. Unfortunately, agricultural workers (the
highese percentage of the labor force) and domestic workers were completely excluded
from these benefits. In contrast with 1960, the strike situation in 1961 remained
comparatively calm. Work stoppages (at the Port of Beirut, at the Ministry of Post,
Telephones and Telegraphs, and in the textile industry) did little to retard
economic progress and were of shorter duration than several of the 1960 strikes.
Some progress was made also in the drafting of a new Labor Code, and, thanks to a
reconciliation of conflicting points of view, some kind of social security law
seemed to be assured of passage, probably in 1962.
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F_ Since the situation of the agricultural workers remained unchanged in
1961, their migration to the cities, especially to Beirut, continued at what may
have been an accelerated pace. On the other hand, the emigration of white-collar
and skilled manual labor is thought to have continued during 1961 at a somewhat
reduced rate. As more Saudis, Kuwaitis and Bahreinis become trained for skilled
work, this outlet for Lebanon's surplus workers will eventually close. The result-
ing rise in unemployment, made more serious by the marginal existence of the
agricultural workers, will no.doubt:exert a growing strain on the economic structure.

III. Effects of Significant Developments.

1. Dissolution of the UAR. The predominantly Christian economic elite
greeted the Syrian secession as the dawn of a new era, in the hope that most,
if not all, economic sanctions applied by and through Syria against Lebanon during
the past decade would now come to. an end. The year closed without even a preliminary
approach to a solution of pending Syro-Lebanese economic problems. In the meantime,
however, Syrian independence had two important psychological effects. First, it
symbolized the disappearance of a keenly felt threat to Lebanese independence and
sovereignty, which are considered by the economic elite as the dual keystone of the
economy. Second, it stimulated optimism and confidence in the future, which were
manifested by heightened activity in trade and currency exchange. Adverse effects
were the cancellation of the semi-annual visit of the Sixth Fleet (a financial loss -
to Beirut merchants of goods and services, which may have amounted to one half
million dollars) and the retaliatory sequestration of "Lebanese" assets in Egypt.

2. Other Area Crises. Subsequent to the Kuwait crisis and the UAR nationali-
zation measures, $100 million worth of capital is said to have found refuge in
Lebanon during July-September. Managerial-technical skills also began fleeing
Cairo for Beirut. Thanks to the quickened inflow of capital, Leb'anese banks
reached the all-time record level of LL 1.6 billion. The overall internal effect
was a further strengthening of the financial services sector relative to the rest
of the economy; externally, the post-crises demonstrations of confidence would
probably prolong Lebanon's present function as a financial safehaven for the
surrounding area.

3. Deficit Trade with the Bloc. Lebanon's balance of trade with the USSR,
favorable up to 1959, showed an approximate 2:1 ratio in favor of the latter
during 1961. Deficit trading characterized commercial relations also with other
Bloc partners. This may mean, on the one hand, that the USSR does not consider
Lebanon a primary target and that, for the time being, Lebanon is fairly safe
from Soviet politico-economic penetration. On the other hand, the Bloc may decide
to make use of Lebanon's mounting trade deficit as a bargaining instrument to
obtain future concessions in other fields such as civil aviation. The effects of
this Bloc stratagem, if successful, would work against U.S. policy objectives in
Lebanon and the Middle East.

4. Intra Bank E;pansion. By the end of 1961 Intra Bank, incorporated about
ten years ago, became the largest Lebanese bank and one of the largest banks in the
Middle East. Total assets increased about twenty fold between December 1953 and
June 1961; over the same period total deposits grew from LL 11 million to LL 346
illion. The Embassy estimates that Intra Bank now controls directly and
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indirectly Lebanese corporations with a total capitalization of approximately
LL104.5 million ($34.8 million). Such concentration of economic power, if
unchecked, would tend to make the economy more brittle and also prove inimical to
the cause of free enterprise and free political institutions, thus countering
U.S. policy objectives.

5. Increase in Buildings and Automobiles. The built-up area within Beirut
city limits continued to increase at an estimated annual 650,000 square meters
during 1961. Another 10,000 automobiles were registered during the same period,
corresponding to the 21% increase scored in 1960. There are now about 70,000
motor vehicles in circulation in Lebanon. The result of less space and more cars
in Beirut appears as traffic congestion reaching near-paralyzing proportions.
Visually this symbolizes the increasing cleavage between Lebanon's bustling and
growing urban economy on the one hand, and its languishing rural economy, on the
other. Foreseeable effects may be (a) eventual execution of city planning,
calling for engineering and contracting services, and (b) quantitative restrictions
on automobile imports in favor of small cars.

IV. Problems of U.S. Economic Policy. In addition to the policy discussions and
suggestions presented above concerning overall U.S. economic objectives (see

Section 11.3,5,7; Section 111.4), commercial relations (see Section 11.1,2,7;
Section 111.3), economic-technical assistance (see Section I, last paragraph;
Section 11.6), and civil aviation (see Section 11.8; Section III.3), U.S. economic
policy during the coming years will have to take, or continue to take, into
consideration the following problems:

1. The Arab Boycott. As a result of area power shifts, the balance of
influence between the literal-minded, usually uncompromising Lebanese Boycott
Office and the more concessive, liberally inclined representatives of Lebanese
economic interests has begun to be tipped in favor of the former. The effects
of this shift in balance, which would probably entail further deterioration of
the liberal position in the aftermath of the abortive year-end coup, are likely
to manifest themselves in 1962 as added hardship on U.S. shipping and commercial
interests. The Lebanese economy, especially in the field of tourism, may also
suffer unless the influence of the liberal forces is reestablished. Owing to this
hardening attitude the Embassy anticipates requests for advice and assistance from
more blacklisted U.S. firms. In responding to such requests the Embassy proposes
to do whatever is possible, while avoiding any implied recognition or acceptance
of the Arab Boycott.

2. The Central Bank. A central bank (CB) will be established in Lebanon
by March 31, 1964 when the concession of the Banque de Syrie et du Liban (BSL)
to act as the Government's bank of deposit and issue expires. In anticipation
of this event a struggle is shaping up between two Beirut groups, one of which
allegedly wants to keep the new CB free of foreign influences; while the other,

1 Casino du Liban (LL 12 million), Beirut Port Management and Real Estate
companies (LL 40 million), Phoencia Hotel Corporation (LL 16 million), Near
East Resources (LL 750,000), Middle East Airlines (LL 15 million), Bank Al-Ahli
(LL 10 million), and SCIALE (LL 10 million), and Societe de Constructions
Modernes (LL 750,000).
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headed by Intra Bank (see Section 111.4), is backed by Anglo-French interests.These two groups are attempting to gain control of the future CB by gettingtheir candidates appointed to a preparatory body known as the Council of Moneyand Credit, by obtaining a management contract for the CB, by capturing the CBgovernship, or possibly by other means. The first, anti-Intra interest grouphas unsuccessfully appealed for Embassy help in order to establish a CB "freeof foreign influences." The Embassy has recommended to the Department non-interference in the CB struggle now or in the future, and has advised the anti-Intra group to request IMF assistance in drafting banking legislation and
organizing financial statistics.

7

3. Communist Designs on Labor. As a result of a decrease in anti-Communist
ranks following the post-coup proscription of the PPS, there appears to be renewed
Communist effort to infiltrate and influence the leadership of the Lebanese labor
movement. Should the Communists attain their objectives in the:.labor field, the
Socialist-led trade unions may fall under their influence, Communists spokesmen
may gain respectability, and a potential security problem may arise due to
Communist control of workers in public utilities and services. To counter this
trend and the threat it represents for our policy objectives, the Embassy per-
ceives a need in 1962 for greater overt effort directed at the free segment of
the Lebanese labor movement than has hitherto appeared to be justified.

4. U.S. Exports. There are two problems with long-range consequences
pertinent to our Export Promotion Program. The first problem arises from the
tendency of our expanding exports to Lebanon to perpetuate the imbalance inherent
in the dual economic structure by nourishing the growth of the already swollen
trade-services sectors. The second problem is posed by the increasingly keen
competition from the products of US-invested European plants US-produced goods
must face in the Lebanese market. At issue is an apparent separation between US
national and US business interests in the case of certain American firms. For
example, Ford, GM and Chrysler are saturating the Lebanese automobile market
thanks to Taunus, Opel, Simca, Consul and Vauxhall; but Detroit, Flint, American
labor, and the US balance of payments are not benefiting from their success. As
the formula of this success tends to be more widely adopted by additional US firms,
the Commercial Attache at this post may find himself ten years hence spending most
of his time promoting the sale of European-Asian produced, though US-financed,
goods to the detriment of exports originating in the U.S. The combined effects
of the two problems outlined in this paragraph may eventually appear as an
increasing imbalance in the Lebanese economic structure, from which US-based
economic interests will derive decreasing benefits. Until such time as these two
problems can be solved or at least regulated, the Embassy will continue to offer
protection to all American commercial interests in accordance with FAM X.912.1-3.

5. The European Economic Community. The future of US-Lebanese economic
relations is likely to be determined by the orientation the Lebanese economy may
take under the impact of an EEC reinforced by UK affiliation and US collaboration.
The GOL is worried about EEC and USG policy toward it. These worries, which stem
from EEC's "sell-more and buy-less" external trade pattern, will probably become
worse with the entry into force of EEC's Common Agricultural Policy and the
protection this will provide against third-country agricultural imports. Israel
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appears to be moving forward to some form of association with EEC. Should suchan association materialize, political factors will diive Lebanon either towardan emerging Arab common market, stimulated by Arab reaction to the rise of EEC;or toward the Bloc. Lebanon is likely to resist, as long as it can, affiliationwith or dependence upon either an Arab common market or the Bloc, because neitherof these economic complexes would augur well for the survival of Lebanon's present"quasi-absolute" economic liberalism. The only remaining and (from the Lebanesepoint of view) most desirable eventuality would appear to be for Lebanon to becomea non-aligned entrepot, a super-Hong Kong, trading with (legally if possible;illegally, if not) and deriving profit from the Western, Eastern and Arab economiccommunities all at the same time.

US and Lebanese interests coincide in the undesirability of Lebaneseaffiliation either with the Bloc or with an Arab common market operating undersome form of socialistically controlled economy. Nor would Lebanese associationwith EEC be in the US interest, because such association would impose on us thenecessity of trading with a closed area protected by an external tariff wall,instead of dealing with an open economic unit without major trade barriers, asin the case now. To maintain anything like our present export level with aLebanon tied to EEC (or, for that matter, to an autarkic Arab common market),we would have to cajole and concede.

Accordingly, the Embassy believes that the objectives of US economic policytoward Lebanon may be attained with the least difficulty if Lebanon remains aneconomic entity distinct from EEC or from other economic groupings. ShouldLebanon be economically absorbed in or taken into tow by EEC, an Arab commonmarket, or the Bloc, the need for a separate US economic policy toward this smallbut economically rewarding country would gradually diminish and finally disappear.

Armin H. Meyer
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Concurrence by:.
POL: Mr. Parker

Mr. Applewhit
(Labor)

USOhI/L - Mr. Nelson
(Public Works)

ECON: Commercial - Mr. Weisert
Banking and Finance, Industry - Mr. Ashida'{.
Petroleum. Labor - Mr. Morris.
Civil Aviation - Mr. Ennis A

Contributor:
ECON: Mr. Salem

(Enclosures)

Distribution:
DEPT: please pass: AMMAN, ANKARA, BAGHDAD, CAIRO, DAMASCUS, DHAHRAN,

ADEN, JIDDA, KUWAIT, TEL AVIV, TRIPOLI, LONDON, PARIS.
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(ENCLOSURE NO. 1)

T LEBANON: NATIONAL INC OM4EESTIMATES IN MILLIONS OFLEBANESE POUNDS, 1955-19612/

Trade

Agriculture

Industry

Ownership of

19255
LL o

407 30

223 16

175 13

Buildings 116

Services 165

Construction 60

Government 83

transportation 75

Finance 70

TOTALS : 1,374

8

12

4

6

6

5

100

LL o

410 29

231 16

183 13

130

160

50

95

78

80

1,417

9

11

4

7

5

6

100

157
LL C

469 31

238 16

189 13

139

148

41

108

80

91

1,503

9

10

3

7

5

6

100

1958 
L

365 28

219 16

181 14

155 12

104 8

38 3

113 8

57 4

93./ 7

1,325 100

199
LL o

480 31

220 15

185 13

165

135

50

120

60

95

1,490

11

9

3

8

4

6

100

160
LL o

500 32

220 14

190 12

172

143

55

122

62

98

1,562

11

9

4

8

4

6

100

1 961
LL %

515 32

227 14

194 12

178

148

56

125

64

103

1,610

11

10

3

8

4

6

100

Source : 1955-1958, A.Y. Badre; 1959, 1960 and 1961 Embassy. The 1955-56 figures are revised

estimates. The figures for 1957, 1958 and 1959 are provisional and subject to revision.

All figures are constant relative to 1954 values.

Figures may be somewhat high and may actually have dipped below 1957.
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AT ENCLOSURE NO. 2
UNCLASSIFIED

TABLE I
P

Page 11:1 o
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1Lebanon : Balance of Payments Summary, in LL 1,000,000
for the years 1959 & 1960

A - Current Transactions

CrediItem

1. Merchandise Trade 152
2. Non-monetary gold 128
3. Foreign Travel and

Tourism 87
4. Transportation and

Insurance 93
5. Investment Income 55
6. Government, not

included elsewhere 55
7, Miscellaneous

Services 145

Lt (Receipts)
1960

162
187

102

119
67

57

172

Debit (Payments)

762 930
137 195

25

15
12

4

*

Net Credit

- 610

- 9

21 + 62

13
12

+ 78
+ 43

5 + 51

* + 145

or Debit (-)

1 960
- 768
- 8

+ 81

+ 106

+ 55

+ 52

+ 172

Total goods and
services

8. Donations

Total current
transactions

9. Long term capital

Total (A & B)

10.Short term capital
1. Monetary gold

12.Total movement of
capital and
monetary gold

Grand Total, A,B, & C

715
110

825

156

981

866 955 1,17

107 2

6 - 240

2 + 108

973 957 1,178 - 132

B - Movement of Capital and Monetary Gold

216

1,1$9

- + 156

957 1,178

C - Balancing Items

9

165

990

42

258

1,231

33

33

+ 24

- + 9

53 - 33

53 + 132

- 310

+ 105

- 205

+ 216

+ 11

+ 42
- 53

+ 205

990 1,231

Less than LL 500,00.
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