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' COMMUNICATION TO THE COUNCIL

In an BExchange of letters oontained in the Finsl Act of the Coopepation
Agrooment slsned with Lebanon, the Community stated that it was prepared
to undertako, in conjunction with this country, the preparatory work on
setting cooperation in train and to appraise projects, as part of financial
and toochnioal cooperation, po that decision may be adopted as soon as the

Agroement enters into “orce.

Pursuant to this Exchango of letters the Commission is submittine in this
communioantion proposals on the position to e adopted by the Community within
tho Cooporation Council, which, according to Article 5 (1) of the.Arreement

and Artiolo 9 (1) of Protocol N° 1 %o this Amreemént, must dofine the puidelines
of oooporntion and tho opooi~io objoctives of finanocial and technieal coooeratinh.
Thin proponal han boon drown up in tho form of o draft Cooperation,Council
daoipion., Itn contont will have to bo approved by the two parties conocerned

ot n meoting of tho nd hoo proup pondinp'thoir “ormal edoption by the
Oooporation Oounoil aftor tho ontry into forco of tho Asrecement, It is with

the juidelinen approvod in thio mannor ac a ntarting voint that the preveratory
work for eoonomio, toohnionl and finanoial ocooporation will have to be done,

on the banis of the Wiohonpo of lottors rofoerred to above.

The (ouneil will “ind annoxod to thin oommuniontion o note on tho oconomic

and finanoial situation of Lébanon § thooo dotn woro collected mainly during

& faot=inding mission undortaken by ronronentotivar o tho Commission and the
INs In addition, the Dank hns oollnbornted olowely in drawinem np the attached
proponaln on the implenentation of finanoinl and technionl cooperation.

In drawing up thin proposnl tho Comminnion took nn n starting point the iden
that Community eid ohould not, miriotly sponkinm, bo concidered as transfers
of resouross but rather no suppoert for meamuron to bo token to ostablish
coonomio eoopsration under Artiale 4 of tho Cooporation Aerrocnents. Similarlv,
the Oomminoion oconnidercd that, *or hoth politionl wnd cconomic reasons, one
of tho prinoiplen whioch i1 would bo devirable to toke ao a basic for ovuttine
into offeot financinl end tcohnionl cooperation with the Lotanese Republic
vould be the “inmnoing of oporniionn uithin the “reamework of trianmular

oooparntion,



In tho Ccmmission's view the work to be done within the Community on the
bacis of this communication should be undertaken so that agreement with

the partnoer on the content of the draft Cooperation Council decision can
6t111l bo obtained bofore 20 November 1977. This would ensure that projects
and schemen aro identified and the initial “inancing recuestso examined be“ore
the entry into foroe of {the Cooporation Asreemento in accordance with the
Exchange of letters contained in the Final Act to each Aereement,



Quidolinon for cooperation with the Lebanese Republic

1. The following objectiven havo been adopted as general ruidelines for the
oooporation to bo established betwson the Community and Lebanon for the bene it
of both partiocs @

(i) Rostoration ond devolopmont of basie infrastructure with a view to

ppoading up coonomio recovery and regional dooontralisation ;

(11) Dovolopment of idustrial and agrioultursl potontiel with a view %o
inoreaning produotion, improving livine end working conditions and

roduoting rogionnl dinparition

(141) Promotion of indumtrinl ococoporation betwoon firmo, in particuler with
n viouw to faoilitnting tho transfer of tochnolosy, the development of
invesimont and tho cotablinhnont of joint venturon,.

2, Toohnion)l and finanoiol oocoporation will be put into o"“ect in accordance
with the followins prineiplon 1

(1) Tvery offort will bo nade 4o onmure that Community nid is used to supoort
coonomio eooperntion aohemer to be implomonted undor Article 4 of the
Oooperation Arreoment,

With $hio end in view, sprolp) pttontion vwill be paid to oporations which
would pormit tho plulieneene wne of diffarunt Torms of aid, in partienlar
to opeyration: likoly 4o cblinod toohnolory, copital and other benefits
romilting fran dhe frpleoatiallen of tho obovenontionad Artiele 4.

(1) Community nid projeols 011 B deadynedy vhere poosible, in ouech a way
efs o onocurese oihiey vooviders of “mds 40 lend their mupport, in

‘

perticulnr within the fromevanls of dedanmls o vooporeticn,
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A

On the basis of the principles referred to at 1 and 2 above and in the lipht

of the objectives of Lebanon's development programmes, the aid specified in

Artiole 2 of Protoool No 1 to the Qooperation Agreement will be used in accordance

with the provisions of that Protocol to finance or part-finance projects and

mopnoures which correospond to the following economic priorities :

I. INFRASTRUCTURE

II.

(1)

(11)

Infrastructure needed for the re-establishment of economic activity and for
rogional development, in partiocular the development of industrial zones outside
tho Beirut area and tho infrastruocture needed for the establishment of such

gonoo,

DEVELOPMENT OF PRODUCTION

Induptry

Projootn for tho modornization, rostruoturing and docentralization of emall and
modium-oiprod firmo and for raising the level of competitiveness of Lebanese
industry 1

Projoots fantorinn tho introduction of new teochnologieos.

Arrrioulture

0 ] e e

Projests eontributing to tho dovolopmont of agrioulturc, in particular projects
to help improve tho otandard of living in tho loos dovelopsd rural areas.

TRAINING, REARARCH _AND TECHNICAL ASSISTANCE

Resanroh oohomon for the dovelopmont of toohnolopy adapted to Lebanon's neede.

Training and teohnioal apoiotanoco oohomon, in partioular schemes linked to
tho abovo objootivoo,
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SUMMARY AND CONGLUSIONS

Bounded by Syria to the north and east and Israel to the south, Lebanon
has a coactline of nearly 200 km as the crow flies. In 1975, it had a
population of about 3 million, and of that total probably half were

foreigners.,

On the eve of the civil'war, the economy was expanding rapidly owing to
growing demand for consumer goods from the Middle Eastern countries, the
closure of the Suez Canal and the strategic significance taken on by the
port of Beirut as & result, and lastly the importance of the Beirut
money market as & conveyor belt for recycling petrodollars. GDP grew

by an average of 71/2 % 1 por annum from 1968 to 1973. This growth was
occompanicd by a significant decrease in the share of agriculture in GDP
(9 ¢ in 1674 as against 12 § in 1964) and an increase in the share of
manufacturing (16.6 % oo against 12.8 %), o sector consisting mainly of
light and smallepcnle industries. This trend war largely influenced by
the arrival of soveral hundred thousand non-skillec wurkers who, being
badly paid and innufficiontly protected by social legislation, did not
benofit from the overall improvement in the level of incomes, which was

moroover ossentially concontratod in the Beirut area.

Bupperted by tho expannuvion of construction, particularly the building of
luxury accommodation for speculative purposes, and industrial infrastruc-
ture, groos fixed capital formation reached 22 ¢ of GDP in 1973, but

that onamo yonr public invosntment waas otill only 3 % of GDP. There has
boen o marked lonok of progrosc in port, road and telecommunications
infrastructuroe, o foanture that in ovon morg pronounced in the case of

tho pocinl sorvicon.

Over the lant few yearn, the monotary cituantion has been marked by an
influx of forolpgn capital und thclntendy appreclation of the Lebanese
pound. Pricoc rocn by an average of no more than 21/2 % per annum from
1966 to 1972 whoreao increasen of 11 % wore recorded in 1973 and 1074,

ST o/-

1
Unloos othorwine ototed, nll growth ratos are expressoed in real ternms.
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Aft. ~ showing 74rtua11y no grovth between 1963 and 1970, exports tripled
during the followir..; three years. Lebanon benefited from the growing
demand for consumer goods in the Middle Eastern countries and stepped

up it{e exports, mainly to Snudi Arabia and Syria. The trade deficit con-
tinued to increase, however, and stood at § 910 million in 1974, namely
26 9% of GDP. Earnings from tourism, transport and capital invested
abroad kept the balance of current payments in equilibrium, except in
1973, On the eve of the civil war, official gold and currency reserves
stood at § 1 650 million, the equivalent of 11 months' imports. The pu~
blic oxternal dobt was less than § 100 million and servicing absorbed

only about 1 % of the value of exports of goods and non-factor services.

The odvil war hao had disastrous offects on the economy. The number of
dead comog to botweon 40,000 and 50.000. A million people left the country
and half of them are atill abroad. Fixed capital destroyed is estimated

ot about § 1 500 million and losaes in stocks at about % 900 million.

Bedrut ouffored tho mout damago, particularly in the services sector:
all the warehousos and handling oequipment in the port of Beirut and
moat of the big hotolo in the centre of the capital were put out of use,
half the telecommunicntiont network was destroyed, the old business
gentre was raged to the pround, along with a large number of houses

and adminiﬁtrutivo buildings noar the combat zone. The industirial es-
tates in the suburbo, which wero very close to the refugee camps, vere

soriounly damaped.

The firnt task of the now povernmont, which took office in December
1976, waa to onpure food supplicy nnd to provide aid for the homeless.
It now intends to get tho public services functioning again as soon
g poeaible, enpeoinlly in Bedirut, so that the capital can resume nor-

mal netivity., However, u roturn to normal would ceem to depend to a
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large extent on the amount of external aid that can be obtained, and

this aid has not been coming through as quickly as expected 1, causing
delays in the public reconstruction programme. The Government does not
intend to participate directly in the reconstruction of the private
sector's productive capacity. However, it plansc to channel external

aid to the Industrial Development Bank or private long-term credit
ingtitutions, which will be responcible for allocating t.e aid. The
State could supplement this aid by loans from budgetary resources
reprecenting up to 10 % of the amount of reconstruction investments.
There are also plans to create industrial estates outside the Beirut
arca; the Stato would provide the basic infrastructure and would be
rooponcible for developing housing around those eatates. A Council for
Dovolopmont and Rooonstruction is responsible for coordinating the allo=-
cation of eoxtoernanl nid and the Btate's budgeotary contributions. It must
tlno draw up o long-torm development plan where the emphasis is al-

rondy known to bo on deovoloping rogionalircation.

Having dropped by 30 § in 1975 and by 65 % in 1976, GDP for 1977 will
probably still bo BO % undor tho 1974 figure. Gold and currency reservee

<

have nonetholenn romained at thoir pust level (8 1 600 million in May

1976) . The Lebancse authorities' forocurts for the next few years, which
prediet & return te normal an from 1079, are probably alrcady too op-

timintic, Joveral factora arc scting ws a check on recovery, including
the followingt the lack of atrong government, tho emigration of a large

numbor of okilled peoplo and the fairly strict division which still
exiotn batwoen the former warring factiona.

In the longor torm, Lobanon otill hau o role as o previder of services
whieh 1o basoed moinly on its poopgraphical position and its trading tra-
dition, itr touriect potontinl and oxporience in the field of engineering.
But in order to aveld o renewsl of the factors which gave rise to

friction botwoon rolipglour groups and a recurrence of income differentials

totwoeon ropglona cnd vociol proups, the State must encourage the

eniens s o/«

1 e o - ,
In June 1977, fTercisn add for roconstwvuction wes roughly put at bde-
twaen UL § 100 riildon ond 150 million.
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dngontroiioetion of netivitien by premobing Lhoe eotoblisimant of indun-
.

-

tedinl firne outslide Reirut ond by ingproving the productivity of apri-
culturnl heldingo, ¢cpecinlly in the poorest arens of the country. In
order to do thie, Lebanon could take adventage of its gecpgraphiceal
clesencas to markets where denand for industriasl consumer products and
fresh ogricultural produce ie strong and make full use of ilc scrvices

infrastructure, which is potentinlly an excellent assect.

Lastly, the deovelopment of these two sectors shoulcd preferably no longer
rely on the availability of immigrant workers who accept low wages
without complaint, Industry and agriculture should be cncour&ged, by
stricter ooclial lepgislation, to move into lines of production which re-

quircs & relatively high level of skills.

Lobanooo inéuﬂtry, however, clearly doos not heve a big enough local
markel and 4toc osuccece deponds on the continuing expansion of demand in
the Gulf Dtatos and in Syria ond on the ability of Lebanese products to -
cope with growing competition from other Mediterrancan countries, which
conrider tho Middle Eant an the natural morket for their exports. In
order to pot hack on itn feot again, Lobanese inductry must therefore

et beyond the lovel of trhditionnl industries (textileec, sub-contracting
gonetruction industrien, food proccuoaing) and move towarde industries
requiring hipgh akills whore there ¢ loss competition with other countries
in tho region. Thie prooupnrosec an improvement in the level of technical
qualificatlona and the nigning of noany nmere technical aorerution agree-
rmonte with experioncoed ?oroicn firmus It alpoo presupposes greater capital

invoatmont, which c¢nn only echow o roturn in the lorgy term.

Thopo ro=-modelling ¢f the Lobanoco wconomy depends of coursgon a return

to political nund militory otulility in thoe countryi it would also te great-
ly helped by o positive aclution to the Palestiniuan problem and the
demarcation of pornanent frontiers in the region. Lagstly, the CGovernment
munt bo atrong onouph to dmpore minimum cconomic guildelines end the

monagemont capacity of the administration must be adapted accordingly.



T, GENERAL ALSPECTS

Bordered by & narrow coastal plain, the Lébanon mountain range covers the
.preater part of the country, which has 2 total area of 10 400 km2. To the
oast an  inland meseta and the wvestern slopes of the Anti-~Lebanon range
moke up the rest of the territory. Major wvarintions in altitude and the
precence of sufficlent rainfall mean that a great variety of crops can

be grownt frul: and vegetables, tobacco, cltrus fruit and banana trees
give way hipgher up to cereals, olive treecs and vines, and then pine
foreutio. Leboneon has no raw materials. Deposits of nil and gos were,
however, diccovorad in 1975. The rood network is fairly densec, railways
ploying a soeondary role. The ports of Beirut and Tripoli are amongst the
lergeot in the Middle Espte. Two pipelines, one from Seudi Arabia and the

othor from Iraqg, hoave thedr terminals on the Lobaneae coast.

Lobhanon hoad 5.0 million inhobitonta in 1973. Of thic population, 60 §

nro in townn with more thon 10 000 inhsbitants and there are 11/2 million

people dn the prostor Dodrut avoa.

The hiptory of modorn Lobanon do warked by datermittont clashes between
the Muelinm ane Cardstion communition. Juot dbeforoe the presidential

eloctions in 1650, n oedvdl wor breko sut tetwesrn Christianc und Muslins,
vhdoh lad te tho arrdval of Anmurdcan feress at the Gevernment'u request.

o r. 4

fhe erinds gontinued nd mindestorinl lovel until 1961, when a number of

@ L o r b gy
officere nilanpiod

J

noeouy dfAtat, Odnee 1067, political petivity hac
beoen dlerunted by thoe conasquoncon of Prlcoestinian gueril
i o “

]
et Toraed aorried cut from Lebnneso torritory and by Israeli raids
rgowow na Whe hanwe of Bolrote Frem 1271 onundds the erisis vorcened

AEh thoe cerdval of Taloptinionn fron Jordoan. Civil war broke out again

R A RELETN U UL S N I N . -\ yanr ~ 1y ey S
f.ﬂ J'rf)"'f‘.‘u |':‘\{E) {i(mur 4 :.‘J".‘. mr_}l";thl_: O{ J".L\‘Ef.l.t»(l J»h(v \‘O‘.).nl\/l : [93 ¢XvEs] (l't,llln

viideh corriod on untll November 1976, when
arhido, the new President of

o Sowmed o ogovarument In December.

o Srab poncositoendng foree do alloviang a

/
!/ "
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credurloreturn Lo vooic cconenie colivily, tho sepnyoldor of Lhoe v
: roturn o e cconominn Solivn s Lo sepnrotior ol Lhe g

comriun g iioea nlong Uhe former balile Iincs woene thebt nony sotiviiies
coannot Lo resuscd. Continuing clnchen dn {he Sonth have hompered the

regtovration of confidence, and heove bHloched initiolives and the infloux

~—

of moorive oid for reconsiruction from the Aradb countriern.

IT. ECONOMIC SITUATION ON THE EVE OF THE CIVIL MWAR

Bince 1959, economic growth in Lebanen hes been fairly strong, probably
around an annunl average of 5 % to € 5. Orowth accelerated at the end

of tho ointies to reech an averape of 71/2 ¢ during the period 1968 -~ 73.

nnd norvicen teo the oll-oroducing countrico and strong growth in the
conntructlon and bonking soctors, stimulated by contributions of Arab
capitnl. Thin trond, which ecsonticlly benefited the Beirut area, was
ngoompanded by on dnflux of goveral hundred thoucand non~skilled immi-
gront vorkora, vho wore not sufficiontly protected by social 1egislatioh
and vho, nmoro ofton then not, 1lived in the shanty towns surrounding
Beirut. AL the root of conmidorablo secial problens, this growth wvas
eventually hoempered by the: congention of Beirut, and the imbalances were
hedphtened by inadequate odminlotirative reforms and outdated public

servieas,

In the pprdoulturnl pector, the rapld dmprovement in production in the

more fertile arenc, ouch o the constel eirip end the Bekaa plain, was
partly offmot by the fnet thrt the leor fortile land was abandoned, with
the result that the averape growth In agricultural production did not
oxcoad 21/3'% per annum ‘rem 166k to 1970, It was greater for fruit and

gortain vepontnblen, but ceronl and meat production decreused.

Tho attranction of employment in other scctors of the economy caused
people to lonve tho land and by 1970 the ugricultural population repre-
sontod only 19 % of the totel working population as against 49 ¢ in 1960;

tho arcn undor cultivation decreased frem 260 000 heciares in 1965 to



210 000 in 1972. "The lack of manpower in the fertile areas was remedied
by the arrival of between 200 000 and 300 OO0 immigrant seasonal workers,
coming mainly from Syria. The State set about making the abandoned land
productive again and extending the irrigation network and the plantations
of fruit troes; this was done mainly through the'Green Plan', one of the
many offices which come under the Ministry of Agriculture but are ad-
ministercd autonomously. It was hoped that these projects,in particular

the irrigation ochemes, would bring about accelerated growth as from

1977

Tho sccondary coctor's contribution to GDP is 21 % and it employs 25 %

of the working population. Manufacturing industry has a 15 % share in GDP.
Bot up by tradospeople who wanted to manufacture products whiFh had
proviously boeon importoed, it only really got under way at the beginning
of tho oovontios whon it otarted conceﬁtrating on exports to the Middle
Baotorn markotn. The firme wore primurily emall-ccale 1 and were concen-
tranted in tho suburba of Boirut; they spoecialize in food processing,
building matorinls, metal and plastic processing, textiles and clothing.
The only bip undortakingo woere two refineries and one cement works. The
fBtate's outward=looking cconomic policy, the creoation of a free zone in
Beirut, the ailx=youar profits tax cexomption und fiexibility in the arpli-
ention of labour land. (around 14C 0CC immigrant workers without work
permito, thot io about half the working industrial population), were all
fanotora thnt encouraged rapld oxpansion in this sector, where fixed in-

ventmentn doubled (at current pricon) botween 1970 and 1973.

Tho conntrnction industry's chare in GDP is around 4.5 ¢, Fublic invest-

mont has renndnoed very low .. growth 1u this scetor, especially over

tho laost fow yoarus, harn been in houosing, owing to the stimulus provided
by Arab capital cooking spoculative iﬁvcntmontn. Demand consequently
turned townrde luxury upartmont blocks, which remained partly unoccuried,
whilo the frooze on tho lowost rents und the inadequacy of tho State
programme for cubridlzed houoing created 2 lack of accomodation, in

particuler for Palestinlan ond Syrian immigrants.

o/

hecording to tho 1970 cenoun, the average number of employed per firm
wio 12 '
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The servicern scctor employs 56 €8 of the working population and has »
69 ¢ share in GDFP 1, L third of these services are exported. As the
gateway to the Mediterranean for scveral Middle Eastern counbries, Lebanoir
has tokon advantage of its pgeographical scituation to develop trade and
trensit activities (more than holf of the troade crossing its frontiers

i trancit trade), and the wealih of scenery and archeological sites has

encouraged the creation of o tourist industry (around 1 million touristc
par ennum). Lostly, Beirut has become an important money market over the
lagt few yearo and the big international banks have set up there. The

majority of tho bipg Lebanese banks have been boupght up by foreign banks

and thero are now foreign interests in the capital of all of them,

Owing to tronofors from expatriate Lebanese and the influx of Arab capital,

aroonn fixed capital formation grhdunlly increascd its share in GDP (18 &)

in 1968, 22 % in 1973), but public investment remained well below the
noedn of the cconomy (35 & of GDP) causing severc congestion in port,
rond and telecommunications infrastructure and in the public services,
together with connidorable delays in the building of schools and sub-
sidisod housing, '

The eentrul povernmont's budpet regularly shovs o suiplus, representing
an nverapre 1 % of Goe annunlly. The impact of public expenditure on the
poonomy ir moderate (in 1073 it ropresented o mere 2C 5 of GDP, and of this

only 14 % wae for the .central dudgot).

Over the last fow years, tho nonotoary esituntion hae been marked by an

influx of foreipn capitul attructed by the stoendy appreciation of the
Lobnaneso pound, tho bunkinp fucilitlos und on increase in fixed deposits,
which 4n 197% wore 72 % of ODI' vo ngninut only 45 $5 in 1969, Frivate sector
crodit usually takos thoe form of nhort-fcrm loansy in order to develop
long=torm credit, the Covernment cronted the Fational Bunk for the Develop-
mont of Induntry ond Tourdiom in 1973, but it bad hardly got under way

boforo the civil wny broke out.

o/

i pubhlic admini-
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Consumer pricecs increased by 11 % in 1973 and 12 &% in 1974 as against an
average rise of‘only 21/5 % per annum since 1966. Previously the appre-
cintion of the Lebanese pound in relation to other currencies had softened
he impact of the rising prices of imported products, whercas salaries

were showing only & moderate increase.

The balance of payments showed a growing surplus in spite of a worgening

of the trade deficit,

After chowing virtually no growth between 1963 and 1970, exports tripled
during tho following three years 1. Taking advantage of the rapid increase
in purchacing power in the Middle East, Lebanon greatly developed its
industrial exports based on semi-finished imported products (71 % of totsl
oxporto in 1972, 58 % in 1967). The appreciation of the Lebanese pound
from 1971 to 1973 (an increase of around 32 % against the dollar) only

had a limited offoct on tho volume of exports; it was the availabvility

of o low=paid labour force that enabled Lebanese products to remain com-

potitive.

The trend of importny, which doubled in value in dollar terms between "S7C
und 1997, was principally .dictotod by tho neode of processing industry und
by substantianl otockpiling in anticipation of vrice rises on the world

market during 1072 ond 1074,

Tho trade dofledt wont from ¢§ 360 million in 1969 to $ 670 million in
1073 (23 % and 285 % of OGDP roespuctively). The current buluance of payments,
howovoyr, har romuined virtually in cquilibrium gince 1969 - exceprt in
1973 when thore wun a deflelt of almont & 100 million ~ owlng to earnings
from touriom (¢ 150 million in 1072), trancport, inceme from capital

inventod abvroad and othor invisibles.

1 Cnleculntod in curront UL ¢,
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The quadrupling of net capital inflows (¢ 280 million in 1973) caused
a rapid increase in gold and currency réserves. By the end of 1974,
official reserves had risen to $§ 1 650 million 1, of which one quarter

was in gold,

The public external debt is very low; it stood at less than § 100 million

at the end of 1973 2» Servicing ebsorbn only around 1 % of exports of

goodo and nen~fector services.

On the eve of the ecivil war, Lebanon - with a per capita GDP of around
§ 1 080 - wap thus onjoying o relatively high standard of living by
comparison with the other non-oll-producing Arab countries. However,
the rapld cconomlc growth which began at the end of the sixties caused
ropionnl and poclo~sconomic dinparties to wideuw and reawakened bitter
foolings botween religlous groups. This kind of growth was the result of
the oxpordicnce and talent of Lobnnese businescmon, theavailability of

& low=pald labour forco, ahd the Governmont'e lelsser-fnire policy. The
corollary to thins totnl 'lack of State involveme:” was a civil service
that wan unable fto implement the reforne which should have accompanied
the new prowth in tho cconomy and by a budgot that was too small to
financo the economic and rocinl infrastructure work nceded for balanced

developmant.

IIZI, Conuprn UpNery o DL CIVIL VAR FOR SHI BCCNOMY

=

0f Lebanen'n porulation of 5 milllen bofore the civil war, around

7 million lefi{ tho country durding the fipghting nnd around half of thece
aro presumaed te have lolt permanently. Nercover, about 50 COO0 people
vore dioplaocod within the country, becouce of the geopruphical divisions

botwear the difforont cormmunitica,.

Thoe number of dond war botween 0O COC and 0 CC0 and uround 100 OCC were
woundedy moct of the cnrunliivs Lolong to the younger sections of the

working ropulation.

o/

Importn over claven monthno of the years

of which only ¢ 56 niliiion poid.
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FPixoed onpitnl lonaes are put at a minimum of § 1 500 million including

throo=quartors in tho private voctor (losses in stocks - livestock,
gooda otolon or doatroyed - como to more than § 900 million). These
losooo wore falt moot groatly in Beirut, where the longeoat and most vio-
lont fighting took pyluco.

.’

In aordonlture, fixed capital losovos como to §%1OO million, thece uffected

tho pumping otatdono in tho irrigated uroas of tho Bekau plain, livestock
for brooding and tho rolevent inotallations, dairios and plantations

of oeitrun frult and bonanav, whoro laok of upkoop cauce irreparable
damage 4in oome oanod. '

In tho dnduntrind rontor, the destruction of oquipmont and buildings came

to moro than § 220 million, and wag rontricted to the inductrial suburbs
of Doirut whioh vontained montly 1ipght, small-ponle industrios (textiles,
woodvorkdnp nnd plantien). Avound 25 ¢ of the country's whole industrial
potentinl wan affootod by tho way,

The peperating athtionn were oparod, but the powoer oupply network and

tho tranaformer stntions woroe for tho moot purt put out of use; the lousces
inourred by the Lobanone Mloetrlolty Board como.to.u total of § 25 million.
In the geyviney sestor, poevera damoge was wuntadined by thu port of Beirut,
whiel hondled twosthdrdn of the pootn trnffiéx nll the warchouses - apart
fron tho pradn ollo = and mont of the handling oquipmont weore destroyed.
Loswsen apa put ut around ¢ %0 million. The buninesn centre of Beirut wacs
rasod to the ground nnd the bipg hetols dn the olty centre and most of the
bunlte wore put out of use (totul coot of lonveors in this rectort around

$ 400 midlion)s lastly, a largo number of tpartment bLlocks (¥ 300 million)
and admindatrative buddddngs (4 300 nilldon) in the combat zones were des-
troyod. Throee=quartors of the enpitalts fleot of buses are out of wction,

L RPN o/.

L The two othor ports « Uripoli and Lidon = moainly handle oil shipments.
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Beirut's telep@one network is only working at 40 ¢ strength, and the
telex centre has been desﬁroycd. The fleet of public works vehicles
has been completeoly written off, and some bridges and other structurec
in the countryside have been destroycd. A hospital was destroyed in

Tripolia

This destruction hag had the further effoct of preventing movement of
elther workers or goods und the drop in the level of activity during
the hostilities resulted in a loss in GDP of 25 % to 30 9 for 1975 and

60 ¢ to 65 % for 1976. By comparison with 1974, the level of value added

in each soctor developed as follows:

2975 2976

Agriculture : ' 70 % 50 ¢
Induotry, conotruction, electricity 70 % 20 %
Sorvicoo 70 % Lo 9

Ap fighting progronood in tho Beirut port area, Lebanon's external trade
fell roapidly: '

(in L& million nt . Euxpertns Imports Trade balance
1974 pricon)

1974 , 2 100 L 220 - 2 120
1975 1 320 2 960 - 1 640
1976 410 1230 - 820

Tho eountry'n gold and currency reosorvesn stood at & 1 60C million at
the end ef 1976 an agninot ¢ 1 LOC million at the bepinning of 1975.
Deaplte the fuet that the Lobanene pound romnined fully convertible
throughout the hostilities, it dropped in value by only about 2C %
againut the doller betwoon April 1975 and March 1077.

The woareity of locnl augricultural products und imported products resulted
in an inoreane in prico levelwey inflution hud the effect of doubling

pricoen on averago, thouph there hus osince been a drop of around 30 .
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IV. RECOVERY MEAGURES AND PROSPECTS

As soon as it took office in December 1976, the Government drew up a
list of priorities: .
1. Add teo the war victims: food aid initially and aid to rehouse the

homeless (around 300 000 people).

2. Measures to restore the public services - port of Beirut, water supriics,
electricity, public transport, and telecommunications - to normsl

functioning so that the capital can resume its former uctivity.
3. Roconstruction of productive capacity.

L, Rocovory of the economy.

Food requiremonta wore met rapidly, whercas the reconstruction of housing
will bo holped by long-torm 2 % loans and by the creastion of a Housing
Banks A roturn to normal in the public services sector would seem to
dopond to a lurgo oxtont on.the amount of external loans that can be
obtained, In this contoxt, the port of Beirut has received aid from the
IDRD (¢ 25 million) ond US AID ($ 5 million), and the Lebonese Electricity
Board will be rocoiving $ 25 million: from the AFESD and the Abu bhabi
Mundy the Vorld Bank will alno finuncé tho progrumme for the reconstruc-
tion of the poetal and tolecommunieations networks, probably to the tune
of 4 17 millidlen, nnd ir likely to cover the purchasce of rosd repair equip-
ment too (around % 6 million),

The Governmont does not intond to participute directly in the reconstruc-

tion of the yvrivote ceetor'n productive capecitv. Up to nov it hes merely

granted n fow lonnn for roconptituting stoeks in tho agricultural and

induntrial noctorn., Tho (lovornment planc to holp toward the reconstitution
of fixod investmentsn with lounc of 5 to 20 yearc' duration granted through
the Industriol Dovelopment Bank or privﬁte banks. This financing could
cover theo whole cent L of reconatruction projects and the interest rate

will dopond on tho torms on which the corrcsponding foreign aid is obe

tninod, Tho Govornment hao aleco net up o National Institute for Invest-

ront Ounvrantann, which will cover danages caused by s civil war or any

o/

I LY i VAL
”

Of which 10 ¢ in diroct louna.
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other public disorder. There are also plans to create industrial cstates

outeide the Bcirut‘arca, in'order to promote a regional policy. The 8tatc
would provide the basic infrastructure and would be responsible for deve-

loping housing around these estates.

A Councll for Development &and Reconstruction, directly answerable to the

Council of Ministers, is responsible for coordinating the activities of
the minintries and the various aid received, but its main task ic to intro-
duce a long~term development plan. The objectives of this plan have not
yet been defined, but it is already known that the cmphasis will be on

rogionnlization,

Jince tho oend of the civil war, the cconomy has been greduslly reorganizing

itoolf, but the level of activity remaing 40 % less than that for 1974,

Inductrial production hac roached around 50 § of its pre-war level; the

port of Bolrut is opernting at two-thirds of its capacity, madc possidle

by direct unloading from chipos into lorries. Cince January most barks have
boon opon for busincan agaln and the Government's administrative departments,

with a fow oaxcortiona, are carrying ous ecsentianl duties,

Tay revenue for 1977 could come to L& 1 100 million, which in approximotely
the 1074 level, Thiz will not, hownver, provent the sppearance of o consi=-
deruble gurrent defizddi, to whien nust be ndded ax-oenditure eon reconstruc-

tdon vnd enpitel vrojecte,

Porodpgn uild, irn purticular aruh nld, wan not #e penercur ne the Leturnese
authorditises huad hoped followlng the war, In Juno 1977, it wac estimuated
aocording to the information nvallicvle thnt {lrm commitnmonts of foreipn

ald for roconrbtructicn vores no nipher than § 100 -~ 150 million. Much larger
sunme had beon promisaed by Lhe ollw-preducing Arab countriers, but thelr
actual commitment soemo to be feponinnt on “he rectoration o totel reace
In the nouth of the couniry nnd thy re-ustublishmont of a steble political
ripime vhovo authoelty weould no4 dezond on She sgroscnce of the Arab
padea=koeping forcon., Snronect Govarnments aloo secm to be slow in getting

ogport crodita flowing upnin.
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Over the next few years, the Lebanese authorities forecast a return to

normal cconomic activities according to the following programme:

Value of GDP, as % of 197! GDP

1977 1978 1979

GDP 69 % 86 9% 105 %
agriculture 77 9 90 ¢ 105 %
Industry, electricity,.construction 68 % 88 % 106 9%

Services 69 % 85 < 104 ¢

It 15 very probable, howover, that several factorc will contridbute to

nlowing down the rato of recovery, amongst which are the following:

(n) thu froquent fighting in the south, the lack of strong government arnd

(b)

(o)

(d)

the abnonco of roeforms to mitigoto the imbalance between the cemmuni-
tien nro acting an a chock on tho return of foreign benks, new ventures

by Laebanono induntrialicts and the return of tourinsts;

roconntruotion work in not progrossing as fast as planned (inadequeite
nid or difficulty in rocching a consensus on new reconctruction pro-

Jeotn, nueh ao tho one for the centre of Beirut);

the avallabe workforce in pmall becausoc the religious demarcstion lines
Are 44011 very ddffleult te erosc(with the recult thut there arce new
hich=unemployment arean clongeide very highe-woge orecs) and ¢lso te-
caune o eipnifloant proportion of gunlified pecople, who hud left the
country durdng the war, mrofer to romain in their new places cf em-

ploynent (moutly the Gull countriocc);

the aboonce of Lebanece firmn in international banking operations and
or export markote over the last fow yoars hus mennt that rival money
mnrkaets hnve boon developed, thus reducing foreipn demand for Lebanese

nervicoen or productu.

Thooo fnctors will eloe influsnce the trond f e balance of payments and

the recovory of cxrorts ctn be oxpected to be much slower than vlanned,

whilo dmporto could drop nlipghtly.
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Official foreign trade forecests
(in US § million at 1974 prices)

197k 977 1978 1979 1980
Exports 902 540 690 880 1 110
Imports 1 814 1 250 1 84O 2 0 2 860
Trade balancoe = 912 - 710 =1 150 -1 510 -1 750

Over and above the problem of economic recovery, the introduction of »
new economic policy which would pulde the country alony new economic
lines comes up against the administrative inadequacies of the country and
the difficult parliamentary balance which is holding up the prersration

of the necemasary legislative reforms.

The structure of the vconomy must certainly continue to rely on a large
porvicen noctor. Lebanon ic in possession of permanent factors which

favour the dovelopment of ouch nctivities:

- 1to gnographical cltuution and culturul context pince it nt the very

crosaronda of two worldsy

= # trading tradition which oxtonda veyond the froatiers of the country

owing to tho large Lohancue community cbroad;

- an open eaonomic ypolicy which oxcluden any srotoctionint noucure on the

purt of tha utlstel
~ dynamdie and sompotent buaineasmen and exncutives;
-~ gonridorable vxparionce i the Tinlds of consultoncy and engineering;

-~ & climate, scenetry and arsheologicnl troeasures whlen are {deal for

touriecnm,

However, aa 4n the pout, fha ewprnnion cf corvices could erntall serious
income differantinls bhetwvonn Jodst, whers most nserviee uztivities are to
bo found, 4nd the ront of the nasuatry, »agesinlly the Winterland, and
algo batwean the cecdinl proups. Conasciontly, Larvoninn:s dévolopment e
qulros the setdinpge=up of o penudae roplonalizetion policy, the arsation
of now dovelopmnnt aontrog Sused on {aducerdnl uctlviciany a4 tha sune
time an dmprovsnant in tho vproductividy of the pooreet mgriculturul areas

should bring incomo lavola clonny topeticr.
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Lastly, the diversificuation of the economy should compensate for clowver
growth in the serv;ccs sector than in the past, portly becaune the con-
fidence needed for international trade can only be restored very slowly,
but ulso because the reopening of the HBuez Canal and the fact that the
Gulf ports are less congested, have reduced the importance of the port

of Beirut.

As regords agpriculture, the wmein objective must be to raduce disparities
in income levels betweer the agricultural populution and people working in
other sectors. With this in mind, modern methods must be aprlied to
increaszo productivity, in particular further irrigation work, meusures

to encourage the use of greenhouses and the development of stockfarming,

oopecially poultry farming.

The dovelorment of induatrial nctivities mucst go hand in hand with the
halting of industrianl expuansion in Beirut and its suburbs {where 75 % of
tho country's manufacturing firms are located at preseni). Rearing in
mind the gonorally nmall aize of Lebanese firms, this objective can only
be nttninod by the creation of industrial estates with good link: to the
rort and tho buninooc contro in Beirut backed up by adeguate social

infraotruoture, '

Induetrinl dovelopmont enn r»oly on ho fellowing:

Lorupidly oupnnding domand dn nedghbourdny Middle Bowstorn countrisz, in
particular Goudd Arabla, Oyria and Irazg 1;

it.n lubour forecoe which 4o yuald®ied and officient, although numerically
insufficionty

did.dynanle busineoamon with o solid trading background,

Lobaneno indunstry, hownver, «leoarly doowv not have & big enough loenl market
and dts nueecone dopondn on tho econtinuing exuension of denand in the Gul!?

Gtotar and in Oyria and on the (bility of Lobanene wnroducts to zove with

9
jon
42
+

growing compotition frem othor Moditerrunecan countries, which censi
tho Middle Ennt s tho notural auarket for their exports. ln order o

£
hack on itn feot npoin, Lobanove industry must thoroefore get beyond the

/
- LV

”

These throe countrics aboorbed 70 4 of Tebanon's exvorts of manutrciurad
products in 197k,
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A )

level of traditional industficg (textiles, sub-contracting construction
industries, food processing) and move towards industries requiring high
skills where there ic less competition with other countries in the region.
This presupposes an improvement in the level of technical qualifications
and the signing of many more technical cooperation agrecements with expe-
rienced foroign firms. It also presupposes greater capital investment,

wvhich can only show & return in the long term.
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NEX S« BALANCE OF PAYMENT (1969-73)

(in L&£ million at current pricec)

21

1959 1970 1971 1972 1973
faporto 1054 2 044 2 435 2 953 3 518
Exyports B10 943 1150 1 551 177%
Tradoe bslance - 1044 - 1101 - 1285 - 1402 -1 742
Travel, touricm 2% 267 350 30 330
Transportation and inscuranco 175 121 200 220 240
Other non-factor wservices 303 320 370 410 445
Intoront and dividendn 13 140 160 175 202
Enigrentn' remittances 65 70 75 80 105
Other tronufors 70 75 80 90 95
UYalunce on servicen end transnfern 973 1059 1235 1 355 1 425
Belunce on current account - 51 - 40 - %0 - 47 - 317
capitel brlancey errors and omicnions 2% 524 971 607 725
Het change in recaerven nm? 494 921 760 4
{increncer =, decreanat +)

Lourca t Centrul Depnriment of Giatintics.
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(155%-1973)

.1973

1359 1370 1571 1972

Zeverages (000 I .f,-a 732 45 6313 45 541 49 €07 -
Tobzcco (&) 1923 1 659 1355 1209 1114
Yood (33) - 45 352 5 555 58 739 56 655 73 366
Textile fibres (&) 6 629 ; 725 7 256 7 079 7 599
Fertilizers (t) 52 870 - - - -

. Cement (TOO t) 1 252 1 339 1 499 1 626 1 656 )
Fétroleuvn productsz (OCC t) 1 756 1 832 1 905 2 012 2 165
Electricity {(kvh) 1 139 1 230 1 375 1 548 1.791

Scurce : Ministry of Planning, Central De





