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INTRODUCTION

Over the last ten years, the construction activity has reshaped
considerably the geographical features of Lebanon. Observers were amazed
at the speed in which multi-storied buiidings were constructed.

This thesis containe a detailed study of the credit aspects and
practices of the construction sector in Iehanon. It may therefore provide
& guide tc adopt a new credit poliey which would conform more to the
financial need and capacity of the Lebanese citizens.

To introduce the topic, the writer neans by "supply™ the sources
of funde. The term "real estate', nentioned together, denotes an estate
or & property which is not personal or movable, such as land and buildings.
For the purpose of this thesis, "real estate' refers to private-building
construction in lebanon. The period covered in this study extends irom
1953 to 1963, PFurthermore, the discussion is liwmited mainly to private-
building construction which has taken place in the Mohataza of Beirut,
the capital, as no statistics coveriung the whole territory are available
or could be obtained. In the writer's opinion, the number of square
meters liconsed for construction in the capital city (Beirut) retlects
to a large extent the general trend i1cr tue whole country of Levanon.

48 for "credit" definition, writers in the field have not been able to
agree among themselves. However, the following twofold definition of ;

cre:dit seems tenables



"1) Credit 1rum the standpoint of the borrower is the
ability to obtain goods, services, uoney or the
promise of money, in return for a promise to pay
an equivalent amount in the future.

2) Credit from the standpoint of the lender is the
confidence ielt in the integrity and solvency of
a prospective borrower wnich enables such borrower
to obluin goods, services, und woney in the present
on the strength of his prouise to pay an equivalent
anount in the future.“l

Obviously, the distinguishing characteristic of credit is the
time element, since a credit transaction is not completed immediately.

It is a present transfer of wealth, or title to wealth, in consideration

of future payment of an equivalent value agreed upon by the two parties,

the borrower and the lender.

Since this thegis studies mainly credit for construction purposes,
the topice "ihe Supply of Real Estate Credit in Lebanon" refers to the
sources of credit that have been available for real estate coustruction
activity in Lebanon between 1953 and 1963, J4ccordingly, the writer
discusses the three sources of credit tnat have been available for the
consiruction activity, nawely: Coummercial Banks, money lenders, and

other speciulized itinancial institutions.

lErwin ¥W. Boehmler et gl., Financial Institutions (Homewcod,
Iilinois; Revised Bdition, Richard D. Irwin, INC, 1956), p. 37.




The thesis is divided into the following chapters:

The first chapter investigates the evolution of the real estate
construction activity together with the demund determingnts of rental
space.,

The secona chapter explains the general credit principles and
practicea appiied by real estate creditors together with the legal aocu-
ments and congiderations required.

The third chapter studies tne policies and practices of coummercial
banks regarding the terms of their credit extended to businessmen parti.
cipating in the construction activity. As for the information and
statiatics obtained, they are entirely approximations because not a
single manager or the accredited banks interviewed admitted that he
maintains separate credit tiles or accounta for real estate loans. This
18 really an obstacle to researchers and policy wmakers in the Government.

The fourth chapter investigates the wethods and terms of credit
a8 practiced by money lenders. These are classiiied as: protesgional
money-lenders, semi.professional money-lenders, and merchunts. Trudition-
ally, money lenders have always been a limitaed direct source ot oredit
tor real eatate construction. Btatistics covering that scuice of credit
are not availabie, but the Notary Public of Beirut, and the directof of
the Land Registry have availed the writer with approximate inforuation
which was of great help in arriving at a generalization regarding the
credit policy followed by that source. Moreover, the writer's personal
contact with some money lenders have confirmed greatly the information

obtained trom the previous source,
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The fifth chapter discusses the credit policles of variocus
apecialized financial institutions which have been engepged in real
estate business directly, or which have been an indirect source of
credit for the congtrustion activity. Thease are real estate buaineas
concerna, insurance companies, and other aspecialized banks,

Finally, chapter six points out the emerging howsaing problem,
and includea an evaluation of the adequacy of real estate credit as
extended by the above sources. As a conclusion, the features of the
available real estate credit appear inadequate to cope with the emerg-
ing housing problem, and a aclution was suggested, which, if implement-
ed, might help in chennelling the neceasary funds required for solving

the problem.



CHAPTER 1

CONSTRUCTION ACTIVITY IN LEBANON™

A, Evclution

During the Second.World War and in the late ferties, lebanese
real estate owners were facing the problem ef protecting their properties.
They had either to guard their properties themselves, or to find an henesat
tenant to sccupy the house, paying some nominal rent gocording te his
convenience,

It war after 1943, the independence year, that the conatruction
activity in lebanon started to rechape its geographical features. In
fact, Lebanon in currently facing "a severe houa;ng problem which is
rapidly hecoming a major preoccupation for the Lebanese Government. The
crux of this problem is that the greater part of the construction rep.
resents luxury apartment houses with modern facilities such as lifts,
central heating, telephoncs,otcs.s which, dus to thelr high level eof
rente are beyond the means of limited and low income groups who represent
an impertant segment of Lebanon'e populatinn.-"2 Partly fer that reason,
many apartment houmes in luxuzy'buildinga have remained vacani, while

porular residenves have scarcely been suffiolent to houese limited inoone

lThe present chapter draws heavily on the analysis contained in
Alfred A. Sehnaoui, "Private Building Construction Activity in Lebanoen,”
unpnbliashed M.B,A. thesis, Department of Business Administration at the
American University of Beirut, 1963.

Z“A New Housing Council for Lebenon,” Middle East Express, (April
1, 1963), ps 3+ (Qroted in Sehnaoui, ep.cit., p. vii).

5



groups. This has caueed a period of recession in the construction market
tetwren 1960 and 1962, ap indioated in Table I below, which marks g drep
in the mamber of permits granted in 1961 from 1226 to 982, end in 1962
from 999 te 869,

However, in 1963, the lebanese Government imsued a decree which

allowed real estate ocaners to ersot buildings and pell thea by npnrtmanta.l

TABIE I
NMMBER OF CONSTRUCTIM PFRMITS GRANTED IN

BEINUT AND TRIFOLY BRTW.EN 1953 AND 1963

Year Namber of pormits MNumber of storeys Surface in Sq. netern of strreys

Peirut  Tripold Beirut  Tripoli  Beirut Tripoli
1953 798 . S31 1,586 447 317.681 704552
1954 1.085 285 l.848 429 423,037 74.812
1955 1,261 323 3,063 459 642,393 87.594
1956 884 290  2.599 442 530.480 90.110
1957 846 302 2.221 41s 430,929 67.585
1958 679 163 1.499 226 389.321 44,427
1959 1,083 303 2.9% 496 606.250 106 .684
1960 1.226 355 3,281 653 704,211 134,202
1961 982 298 24987 602 664,845 128,575
1962 869 627 2271 al1s 572,184 154.047
1963% 1,071 270 2.575 520 770,000 119,000

Bouroe: Bulletin Statistique Trimestriel, Ministry of Plaming.
Beirut, 1962, Vol. XII, Pe 2.

* Bulletin Statistique Mensuel, Ministry ef Planning.
Beirut, Auguat 1964, Vol, 2 Number &4, p. 32.

1yl Jaridgh Al_Resmieh, Vol. 1, Jamuary 3, 1963, p. 1.

l———




T™is has partly enhanced the construction aotivity as the low income
Fgroup can now affnrd to own housss hy paying certain instslments out
»{ thelr anmual salaries, and hence a new market for the construotion
business im created. Table I indicates that in 1963, the number of
pernitas granted in Belrut increased from 869 up te 1071,

Although not all holders of licenses utilize these construction
permits, there are good reasons to believe that the figures in Table I
are repreasntative of the volume of construction. As a matter of fact,
tefnre a permit im issued, a final draft of the project has to be sub.
mtted to the Muniecipality which, upon approving it, ocllects a fee in
“proportion to the number of square metsrs licensed. Collection fees are
practically calculated as followazl A rate of 1% percent of the narket
price per square meter of the plot of land upon which the building is te
be erscted in used for the firat five ptoreys, the fee to range between
a minimum of LL 0.25 and a maximum of LL 10 per square meter. Another
rate of 2% percent ie used feor the atoreys ghove the fifth with a similar
proviaion that the fee should renge between a minimum of LL.50 and a
raximum of LL 15 per sguare meter.

’ Thus, no one would normally go inte such trouble and inour the
required expenses, unless he 18 certain of implementing his schene.
Furthermnre, 1t would not matter whether all the figures in Table I are
overstrted by the same proportion, since relative rather than ebsolute

values are more significant here,

lnecree issued on Jemunry 20, 1964, an en anendment te Decrae
Nn, 61 imsued on August 30, 1940, which is related to conmtruction.



B. Ceoprophical Distribution of Construgction
Table II below indioates the rmumber of construction permits

linenmed during 1962 and 1963 in the following important oities:
Beirut . The Capital.
Tripoll . {important oity in Borth Lebanon.
Saids ~ importent oity in South Lebanon.
Zahle ~ important oity in Bekaa,

(Ho data were gvailsble for thepe citiea before 1962).

TABIE 1I
NUMBDER (F CONSTRUCTION FERMITS GRANTED IR
BEIRUT, TRIPOLI, SAIDA AND ZABLE IR

1962 AFD 1965.

Year City Fumber of permits Fumber of stereys Surface in sg. neters

of storeys

Bairut 869 2271 572.000

Tripoli 427 8ls 184,000
1962

Saida 62 93 26 400

Zahle 248 122 25,000

Beirut 1l.072 2575 770,000

Tripeli 270 520 ile,.000
1963 -

Saida &k T1 19.640

Zahle : 519 514 75,000

Sources: Bulletin Statistique Mensuel, Yol. I, No. 2, December
1963, p. 22, for 1962; and Bulletin Statistique Nensuel,
Vol. 2 No. 4, August 1964, p. 32, for 1963.



As revealed in this Table, the bulk of the oconstruction activity
took place in Peirut. In fact, this oity boomed with private building
activity, and its residents were amazed by the speed at which multi.
storisd buildings were constructed, to the the extent that the once-
familiar astreots became almost unrecogniszable, Even sound buildings
were sometimes demolished to give way to mors modern and higher ones,

Sinoe construction statistice covering the whole lebanese ter.
ritory are not avallable, the writer has assumed that the trend in the
rumber of sguare meters licensed in Beirut city, refleots to a large

extent the general trend for the whole country (see Tadle I).

C. Demand ¥or Construction

Real estate conatruotion activity in ILebanon is affected pri.
marily by the demand for rent, which is in turn affected by the follow-
ing essential economic faotors:

1, Population growth and oultural changes.

2. Changes in per capitas income.

3., Tourianm and number of foreigners established in the country.

4. Changes in the level of eccnomic activity.

5, Aspeots of rent regulations,

1, Population Growth and Cultural Changes
The increase in population is one of the major factors influencing
the demand for rent, and epecially if it is mssociated with an inorease in
the nstional inoome and/or per Capita incoms as is the case in Lebanon.
It was estimated that the national income of Lebanon had been increasing



e e
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at a faster rate than population during the r:l!‘tlu.l

Although population growth has not been acocurstely caloulated,
it in satimated by exparts to be about 2.3 percent per annum.‘! The
Institut International de Recheroche et de Formation en Yue du Developpment
Integral ot llarmonise (I, R,F.E.Ds) (institute apecialised in economio
developrent, smplayed by the Lebanese Coverrment in 1959 %0 advise an
scononio development) estimatea that 1,416,570 fndividumle, excluding
forelgners, lived in Lebanon in 1933, This figure roses to 1.626,000 in
1980, reprenenting an incrauug of approximstely 210,000 in oigh_t nm.’
Emigration has dropped from 15,000 departures a year, between 1900 and
1914 to 4,400 departures a year between 19521 and 1939, and to 3,000
departures a year at preaent.“ (These figures do not include the number
of temporary emigrants to neighbouring oountries).

Cultural change is also a Bipgnificant factor in the demand for
rental Ppace. Newly.wed couples tend to avoid living in the house of
their parents, a fact whioh has increased the demand for rasidencea.s

Horeover, the improvement in the level of education, ooupled with the

11m. p. 1"

21.R.F.E.D. Miasion, lsbanon Faces Its Development, 1963, p. 231,

,Ibiﬁ.. P 251,
“Ibia., p. 232
J Donato et al., L'Habitat dens la Vie Iibeanaise (Beyrouth:

Les Pditions Orientaleas, 1961) p. 67 (Quoted in Behnaoui, op.oit.,
Pe 23).
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attractions that the oity offers, have brought about an exodus from rural
regions to urban centers where more renumerative jobs are available, and
where l;fe corditions seem more attraotive.l Consaquently, these indi-
viduals who used to live in the family home in the rursl areas, have to
rent an apartment, or at least a room in the eity.

Lastly, the urge of some middle class and rich bachelors to o
private apartments for wulti-purpose uses, was an aspect of ocultural
change that has affected the demand for residences, and conseguently,

the real estate construotion activity.

2, Changes in Per Capita Incone
It was mentioned earlier that the national income of lLebanon has

been inoreasing, at least since 1950, whan the First estimates of national
income were accomplished by professor Albert Badre of the American Univer-
gity of Beirut. Regarding his computations, Professor Badre admitted that
he had to reaort to some unsuhstantiated aﬁaesamsnts which reduced the
scouracy of hie findings. After him, Professor Paul Klat, of the American
University of BHeirut, "“extrapolated"™ Professor Badre's figures and came
out with the results ehown in Table III below for 1961, The Table re-
veals an inorease in national income each year, except in 1958, a year

of political disturbance. 1In fact, the national income has been in-
oreasing at annual rates varying from 3 t0 9 percent between 1952 and

1957, The average of these rates was about 5 percent per annum.

1Ibid. s P» 67.
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TABIE III
THE NATIONAL INCQME QOF IEBANON

1952 . 1958 AND 1961
(At ourrent factor prices in LL millions)

Year 1952 1953 1954 1955 1955 1957 1958 1961
Trade 333 344 368 407 410 469 365 468
dgrioulture 215 221 226 223 231 238 219 330
Industry 155 161 166 175 183 1s9 181 218
Ownership of
Buildings 98 1ol 112 1l6 130 139 155 194
Servioes 106 122 134 165 160 148 104 180
Constructien 48 47 60 60 50 41 38 69
Gwernmer;t 64 71 73 83 95 io08 113 152
Transportatien - 45 -50 60 15 78 80 57 68
Finance 50 -~ 51 57 70 80 91 93 1lio
Total 1.115 1.1és 1.256 1.374 1,417 1,503 1.325 1,789

Sourcest F.A.0. Medijerranean Development Project, Lebanon,
Country report, {(Food and Agriculture Organization
Of The United Nations Rowe, Italy, July 19%59) Chapter
IT p. 13, and "The National Incouwe of Lebanon,™
Middle Bast Express, (4pril 2, 1962), p. 3, for 19s6l.

Critics gquestion the validity of the figures shown in Table II

above, because of extrapelation. However, in the absence of any other

reascnable assessment of naticnal income, professor Klat's figures

are used., Moreover, the I.R.F.E.,D. Mission estimates the increase
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in national income at 4.4 percent per annum. If the population expands
at a rate of 2.3 peroent per anmm, the lebanese citizen is, on the
average, better off by 2.1 percent every year.l

| Unfortunately, statistice correlating the inorease in per capita
inocome with the inorease in demand for rental gpace are not available,
However, since the standard of living of the Lebanese population is low
as compared to BEuropean standards, it is possible to conclude that any
increase in income would have to be spent largely on necessitiea such

as food, clothing, and lodging.

3. Tourism and Number of Foreigners Established iﬂ the Country

Foreigners who cope to Lebanon have either directly or indirectly
influenced favourably the demand for rent. Lebanon, by virtue of its
unigue position on the Mediterranean shore and excellent naturai faoi-
lities, has long been a resort for holiday makers from neighbouring
drab ocuntriea, and fromlall over the world.

Excluding the year of political disturbance (1956}, Lebanon
has witnessed a marked incresse in the number of tourists and visitors
who ocame in for one reason or another between 19535 and 1963, as is
revealed in Table IV below;

On the ane hand, the dewand of tourists for temporary lodgings
and acoomodations has encouraged the construction of hotels. Conaider-
ing the increase in the importance of tourism to the national economy, the

Lebanese Government included as a major objective of the Banque de Credit

lLebgpon Faces Its Pevelonment, p. 237.
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TABIE IV
IEBANCON -~ NUMBER COF TOURISTS AND VISITORS

1953 _ 1963

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963

Poreigners 124220 152427 179148 190815 180490 98032 183551 233083 289330 331643 38B253

éﬁyrians 160853 544008 722336 668339 369098 126413 179676 379000 235055 294204 324609

Fotal 285073 696435 901484 859154 549588 224445 363227 612083 524385 625827 712862

Source: "Commerce Du ITevani' Mumero special pour L'annee 1963,
dang L'economie Libanhaise et Arabe, March 4, 1964, p. 20.
{the figures were made available by the Commissarist
General au Tourism).

Adgricole, Industriel et Foncier (a sepi.public development bank established
in 1954), the financing of hotel construction, armd any projects that would
encourage tourism, at favorable credit terms, as expleined later in chapter
V. In fact, many of Beirut hotels, such as Phoenicia, St. George, Carlton,
and Comamcdore hotels, not only rival, but even excel in facilities,
luxury and comfeort, the world's best hotels,

On the other hand, foreigners who have resided semi-perwanently
in Iebanon have also encouraged the construction activity in wany districts,
mainly in Ras Beirut, Hamra Street and the Pigeon Rock area. These |
foreigners have not only been attracted by the moderate climate and the
impresaive geographical features of Icbanon, but alse by its free economy.
Foreign barnks, insurance coumpanies, stock-brokers, industrial concerns
etose.s have been flourishing in Iebanon, und congequently affecting the

demand for rental space of offices as well as of apartment housesel

1J. Donato et al., pe 67. (Quoted in Sehnaoui, op.cit., p. 27.)
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Btatiatics as tol the number of foreigners that have been eatablished in
Iebanon are unfortunately unavailable, However, though not very reliable,
estimates put the figure of foreigners established in Isbanon at more
than 200,000,

4, Changes in the level of Eoconomic Aotivity

The free economic system adopted in Lebanon is very attractive

to both foreign and local traders, and somé induatrialists. In 1948,
the Iebanese Government issued s law adopting a free foreign exchange
system which was later amended as of Beptember 26, 1949. The law pro-
vided: all exchange transacticns could be undertaeken without any re-
striotion or control, and any amount of funds freely brought into
Iahanoﬁ could be transferred out of 1t.2 4 further and equally im-
portant stimlue was devised by the Government when it enacted a law
on February 5, 1954, exempting new corporations from income tax for a
period of six yeara provided they posseas the following qualifications:

a. A new type of business, which would increase and develop the
national economy of Lebanon.

be 4 paid up capital of LL 1 million, invested in Lebanon ap of the
egtabiishment date.

c. Total wages and salariea paid to Lebanese employees amounting to
more than LL 100,000 per year.

4. Business to be etarted within a period specified by the exempting

decrea.

1"'l‘he Delhameyeh Country Club," December 1962, a brochure in-
viting potential atockholders to contribute part of the capital needed
for a country olub projeot, devised by Meassrs. Kettaneh ¥.i., B.A.lL.
(Quoted in HSehnaoui, op.oit., p. 26.)

2Gollection of Lebanese Laws. Deoree No, K/16369, Sept. 26,1949,
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The 1954 exempting law was later extended for another five yeais
as of January 13, 1959.1

Import and export figures since 1953 have been steadily increasing,
except for 1958, which was an unusual year of political disturbunce.

Furthermcre, Table V below indicates that income originating from the

trade sector has been increasing proportionately.,

TABLE V
InPURPS, EXPORYS, AND CONIRIBUTICON TO NATIONAL
INC(ME BY THE CQ4MBRCIAL SKCICR

1953 - 1963

(Rounded in million Iebanese pounds)

1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1963

Importa 362 484 527 561 627 5la 700 855 1061 1049 is6
Exports BB 106 121 145 152 111 139 218 397 192 193
Contribution

to National Not HNot
Income 3a4 368 407 410 469 369 available 468 available

Sourcess Bulletin Statistigue Trimestriel, Ministry of Planning,
Beirut, 1960-61 Vol. XI, for import export tigures
till 1961, and Le Coumerce du Levant, March 4, 1964, p. l.
for 1962 and 1963 figures. Table I tor national incowne
figures.

On the basis of the import figures of Table V, one can estimate

that three times as much storage and display space may have been needed

1Ibid., Decree No. B, issued on January 13, 1959.

Pt
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in 1962 and 1963 as compared to 1953, Hence it is logical to conclude
that the tfemendoua expansion in foreign trade as betwesn 1953 and 1963
has booated the demand for construction or rental space.

IBy the same token, one can conclude that the Indusirial expansion
which Lebanon has recently witnessed, muat have booatéd the demand for
conatruction or rental space. Statistics of 1955, which comprised the
rumber of industrigl enterprises having more than five lgborers, indi-
cate an increase from 291 in 1913, to 1861 in 1955, and that a yearly
expansion has been taking place aince 1945.1

5, Aspects of Hent Regulations

Ownere of old buildings complain of the low rent income from
their buildings. New leaseholders complain of the high rent they have
to pay for their lodgings. C(onsequently, in order to attain a higher
degrae of equity and sooial Justice, the Lebanese Government issued in
1944 rent regnlations with an intention to reduce the gap between old
rents whiéh are low, and new ones which are relatively.high.z Rent
regulations have been contimicusly promulgated almost each year, and
were adjusted as of May 7, 1954, June 21, 1956 and July 31, 1962.3

¥rom an economic point of view, these rent regulations have had
an impact on the demand for rentsl space, and on the supply of real

estate constructions. OQur concern here is with the former.

lLebanon Faces Its Development, p. 261,

2Rant Hegulationa, Feb, 29, 1944, Collection of lLebanese Laws.,

3For & complete analysis of these rent regulations refer to
Sehnaoui, op.cits, ps 49 and p. 115,
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As an illustration, Article 11 of rent regulations passed on
July 31, 1962 raads:l
Starting as of Januury 1, 1962, rents will have to couwply with
the follovfing:
8, Rents contracted before January 1, 1941, are subject to the
following increments, over and gbove any previous increments
Category 1. Commercial and industrial real estate:
15 % din 1962
20 % din 1963
25 % in 1964
30 % 1in 1965 and 1966
Category 2- dther real estate:
10 % in 1962
15 % in 1963
20 % in 1964
25 % in 1965 and 1966
b. Rents contracted in 1941 are subjeot te three gquarters of the
increments stated above.
¢« Rents contracted betﬁeen January 1, 1942, and Juae 30, 1943,
are subject to halfl the increments stated above.
d. Hents contracted between June 30, 1943, and January 1, 1962,
are gubject to a 15 percent reduction.
The impact of these rent regulations on the dewand ror rental

gpace hus beentg

%gl-Juridah_él_Rusmieh, Voi. 31, Anpust 1, 1962,
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a. Some people started to shift from old houses tec newer ones as
the gap between old and new rents was reduced.

b. People who shifted from old houses to new houses may have tended
to some extent to rent larger apartmests thuan those formerly occupied by
then., This is due to tne Law of Murginal Utility, which may be clarified
in the following illustration:l

Assume that a large family is living in a small apartuent, paying
a low rent of LL 60 per month as compared to LL 90 per month rent of g
gimilar new apartment.

In fact the family needs a bigger apartment, but the reason why
it may not be willing to move from its small and old house is that it
would have to pay for the new and larger house, approximately II 90 pounds.
Hence from a utility point of view, tue iamily is more satisiied in saving
LL 30 per month, and bearing the inconvenience oi ¢rowdedness.

When the lebanese Government passes a law allowing the owner of old
housea, occupled by old tan&nts, to increase rents by 30 percent; this
family would prefer to move to this new larger house for which it has to
pay LL 90, rather than stgying at the smaller and older house and pay
IL 78, This involves an additional sacrifice of only LL 12 per month as
compared with the former additional sacrifice of LL 30 per month.

'Hence, while reducing the gap of injustice between leaseholders
and owners of real estate, the Lebanese Government may have promcted
the shift—in demand from small and o¢ld real estates to larger new ones.

Thus a net increase in demand for rental space has heen boosted.

1& similar illustration is reported in Sehnaoui, op.cit., p. 30a



20

D. Summar

After the Second World War, the construction activity has reshuped
considerably the geographical features of Lebanon. The increase in popula-
tion, cultﬁral change, and per Capita income are factors responsible for
the increased desire of the lebanese citizens to oocupy additional space.
Also, the expansion of the touriat industry, and the increase in the number
of the established foreignera have boosted the demand for real estate cons-
truction. Similarly, the éxpansion of commerce and industry are to be
conaidered partially responsible for such a growth., Finally, the rent
regulations issued by the Government, to attain a higher degree of equity
and social justice, may have unintentionally shifted the demand for modern
rental space, and consequently for real estate construction.

Having studied the demand determinants of real estate construction
gotivity in Lebanon, the writer preoceeds in the remaining chapters to

analyze a major determinant of mupply namely, the gvailability of credit.



CHAPTER IIX

REAL ESTATE CREDIT AS A MAJOR DETHRMINANT

OF THE CONSTRUCTION ACTIVITY

The distinguishing characteristic of credit is the time element,
gince a credit transaction ia not completed immediately. It is a present
transfer of wealth, or title to wealth, in consideration of future pay-
ment of an equivealent value agreed upon by the two parties, the borrower
and the lender.

For financing construction in Lebanon, credit is available in
mach larger quahtitias than to any other sector of the same long term
nature such gg industry. This point will be discusged more fully in the
remaining chapter. There are three main sources of oredit availsble tor
fhe construction activity in Iebanong

l. Commercial banks,

2, Meney lenders,

3. Other specialized institutions.

Préctically, each of the above mentioned sources is very caretul
in selecting his debtor, since the real estate credit is of a long-ternm
nature. QConsequently, such creditors in Iebanon usuglly go through the

following analysies before extending real estate credit:

A. Principles and Practices

The first analysis that any real estate creditor would perfornm

before granting a loan is to find out whether the debt is likeiy to be

21
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paid promptly on maturity. The answer to this guestion would depend
upon the oreditor's estimation of the financial standing and credit
worthiness of the debtor, Consequently, in reaching a decision as to
whether credit should be extended, the oreditor may require the pros-
pective borrower to provide correct financial statements and a cash
budget statement in order to estimate scientifiocally his credit worthi-
ness. Beslides, the creditor would have to be satisfied by a thorough
inveatigation about the following:
1, Charaocter

It is cormon Bense that credit should only be extended to the
debtor who enjoys a good reputation. The debtor should always possess
good character, A bad debtor can eacape payment even in c0urts.1 Hence,
the reputation of the debtor as to promptness in paying debts, his social
standing in the community, business ethica, bankruptocy record, private
family and oourt records, should be carefully investigated.

2. Capacity

Generally, creditors expect the oredit to be repaid trom the
debtor®s resources, and his ability to produce inocome, Hence, the
debtor's ability to manage wisely his wealth should be high. His busi-
neéss experience, age, education, common sense, managerial ability, re-
lation with employees, ability to sdapt to and mske use of modern methods,

are all to be evaluated explicitly.

1Interviews with managers of local and foreign banks.
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3, Capital

This refaers to the net worth of the debtor which is an indicator
of his present ocapacity of payment. In case of nonpayment, are the
debtor;s belongings suffiolent to cover the deht? What is the rslation
of dabt to his net worth? Is he solvent or not?

4. Collateral

Usually, the ocreditor requires the pledge of an asset so that,
in case the debtor defmlts, the creditor may sell the pledged property
and reimburse himself from the prooeeds of pale. Hence, collaterzl
should be greatly analyzed: ‘

Appraisal of 00115tera11

The long-~term nature of real estate credit requires great
emphasis to be placed on the analysis of the seocurity supporting the
loan. Having decided to provide the client with & secured credit
facility, the second phase of mnalyeis would be to appraise that
pledged security in order to determine its market value. This is usually
donea either by an engineer, or an expert, on behalf of the oreditor,

In determining the vglue of marketsable securities pledged as
collateral, usually the average market price of the stock is applied
which is daily quoted in the stock exchange.

he assesgment of a real estate property is not easily aoccomp-
lished. There are three methods followed by specialists in ILebanong

&+ They consider the recent price that has been paid for a

similar property. and then provide a wmargin for error. This is applied

lInfbrmation derived from interviews with land experts, engineers
and managers cof local and foreign banks.
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mostly in determining the value of a plot of land,

b. They eatimate the cost which would be incurred to oconstruct
a aimilgr uilding on the same plot of land appraised, that is, to
estimate reproduction cost, and then eatimate the extent to which
existing real estate property has depreciated from the assumed new
buildings This method is more easily spplied to buildings that have
been recently constructed, than to buildinge of considerable age.

ce A third method used in appraising the value of a resl estate
property is to sstimate all future net receipts, suoh as rentels, which
the owner will receive, and then ocalculate the present value of such
net receiptss 7This would be an estimation of the present value of all
the net future stream of income which the owner is entitled to.

Practiocally, oreditors always provide & margin for errors to

the assessed value as estimated by specialiets.

Ha nggl Documents and Considerations

The third phase of analysis that is performed by a creditor
when granting a loan for real estate construotion is the determination
of the legal titles of the debtor.

1. Legal Conaiderations

Although it is rarely mentioned in the loan agreement that the
credit is renewable, the debior has always legal right to renew the
lean for another year, provided that he submits reasonable reasons for
delay to the court, and provided he would pay the interest charges in
advence. However, the law limita the number of times s short term loan

can be renewed up to ten years only.l

1Mr. Raif Samara, Notary Public of Beirut,
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Unless it is stated otherwise in the mortgage deed, the building
in prooess of construction on a plot of land already mortgaged would be
also coneidered automatically and legally as part of the mortgage.l

ﬁby-money, which is related to the expected sum of money to be
received by the omer of the building upon leasing a store or reasidence,
is not legally accepted as a tangible asset which could be mortgaged.z

Because of such legal oconsiderations, almoat all real estate

ocreditors in Lebanon hire lawyers on their behalf, who would be respmseible

to provide for all legal aspects, to inspect the instruments of the real
epgtate finance, and to verify the validity of the title deed at the lLand
Registry. In case the real estate creditor does not hire a lawyer, the
Notary Public would assure him of ail the legal requirements,
2. Credit I[natruments

Basically, a written dooument provides a stronger evidenoce to
support the oreditor's claim in c_murt than does a ledger account,
Usually the real estate creditor and debtor would aign a loan agreement
in which all the terms of oredit, obligationa end righte of each party,
are explicitly indicated. In the event of disagreemsnt or default, this
written evidence would be the only tangible proof of what the creditor
and the debtor have agreed upon at the beginning. Hence the judge wonld
depend heavily upon it in paseing his final sentence.

Beside the loan agreement, the real estate creditor sometimes

requires the debtor to sign a written promise to pay in a promissory-note

1 ide; also ir. Iskandar Sara, lLawyer, interview.

21014,

e
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form that is readily transferable and negotiable, The creditor caﬁ
gell this credit instrument, or in businers words, discount it and
realize cash should the funds be needed prior to maturity date. He
also can place it for ocollection at a local bank and enjoy an overdraft
facility limited to a fixed percentage of its face valus.
3. Iegal Documents

The legal documents that should be verified on behalf of the
craditor are the following:l

g+ Evidence of title:

Omnership of real estate is transferred by the passing of
a legal document called “title deed". Hence, before the creditor grants
a loan to a client, supported by a mortgage on resl estate, he mist make
certain that full ownership of the property is sotually in the name of
the debtor, and that the property is free from any charges or encumbrances,
eepenially if he is to accept only first mortgage seourity.

b, Mortgage deed;

4 mortgage ie briefly defined as "a claim to proceeds from
the sale of specific property when a court orders such a sale to satisfy
creditor claims under debt agreemants."2 In case of a court decision
to sell the pledged property, the oreditor would have access only to
proceeds of sale up to the amount owing to him.

This mortgage deed should be registered at the Land Regiatry

in Beirut, and usually all the terma of credit &re mentioned in it, the

lInterview with the Notary Publiec of Beirut, pir, Raif Samara;
moreover, the writer's personal experience.

2Boehmlexr et al., opesoit., pe 442,
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date, names of the borrower and lender, exact ilegal descripuion of the
property, amount of debt, promise to repay the debt on maturity, interest
rate, etc.

Below is a tranglated ssmple of a mortgage deed contracted im

Beirut:

Day Book No # 1607

Mortgage deed contract No # 1223 (Copy to the person coucerned)

lortgage Deed

At 11320 on Thursday 25th of April 1964, in our otfice, before
us, Monir Bl Aris, Assistant Head of the Real Wstate Bureaun, Beirut,
Weatern Section, and in the presence of;

1, Antoine Beshara Kellab, Iebanese, born at Hadeth in the year

1926 and resident in Ras Beirut,

2. Bami Beiruti, lebanese, born in Aley, in the year 1932,

resident in Ras Beirut.

Both being legally competent of identification, have ideuntified

the competency and identity of the contracting parties:

First Partys X Company S.4.0L., represented by the Chuirman of the Bogrd
of Directors, Mr. 4.X. Bhamdcuni, Lebanese, born in Syria
1925, residing in Res Beirut, identity card No. 584 as
per attached documents;

Second Party: Y Bank, Beirut, represented by both Measers. M. Tawil,

and Z, Kasir both of Iebanese nationality;
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Who, after establishing their identities and competencies, have mutuallﬁ
agreed upon the followings

Wereas the Second Party, the Y Bank, Beirut, has opened for the
First party X Company S.4.Ls a credit line the maximum of which is one
million Lebanese pounds (LL 1,000,000), and whereas the latter has
offered, as a security for the said credit, to mortgage, to the second
party, real estate No. 6244 of Horch area, both contracting parties have
agreed to the followings

1., The Second Party, the Y Bank, Beirut, declares that he has
opened for the first party, X Company Sed.L., a credit line, the maximum
of whicn is LL 1,000,000,

2. In security tor the credit so opened, the First Party has ;
made a first order mortgage to the Second Party on a&ll real estate No.
6244, Horch area. This property contains a plot of land planted with
piné and parcelled out of estate No. 1830, possesses the right of passage, ;
light, and air over property No. 1830, wiich right shall ipso facto te
struck off on expropriating the beneficiary property as a result of
implementing the Muniecipality's planning. The owner of the beneficiary
property shall not be entitled to any compensation.

3. The tern of this mortgage is indefinite and shall continue
to Le valid until the payment of all sums due to the Becond Party froa
the First Party, the X Company S.4.L. Tne Second Party amay, at will and
at any time, suspend the validity of the said credit, provided ue sends
notice to the ¥irst Purty by registered mail, Upon notitication, the
operation of the said oredit ceases iumediutely and all anounis shall

bucome due.
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4. Interest shall accrue to the Second Party at the rate of 8%
per annui.

5, It ihe First Party, on suspension of the credit as mentioned
in clause 3, iails to pay the full amcunt due from him together with the
interest, the Becond Party wmay perform tue mortgage deed and orfer the
mwortpaged property 10r sale by public auction in order to collect the
debts and annexes thereof,.

6., The first Party shall bear all expenses for the registrmtion
of this woriguge, as well as oiticial wnd non-ofiiciul tees und expenses
znd the attorney’s rees required for the performance, offer for sale,
and pubhlic auction.

7. Thie First Party declares that only the registers and docu-
ments of the Second Party shall be proof of the correctness of the E
amounts due to the becond Party from the Pirst Party.

8+ The Second Party uay assign the said mortgage, before wund
after the waituraity of the wortgage, to any other person, without seekiug
the approval ot the First Party.

Both Contracting Parties have applied for the proper recording
of this Contract in the Real Estate Register.

The First Party has elected domnicile in Beirut, Ras Beirut,
Company Property.

The Second Party has elected domicile in Beirut, Bab Idriss,
property of Khan Beik.

A fee amounting to LL 2634.50 was collected against receipt

No. 4/2/179 of 4/28/1964.,
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The Two Contracting Parties

Firat Party Second Party
(8gd.) Illegible (8gd.) Illegible

(5gd.) Illegible
Rubber stamp of
the Y Bank, Beirut.

Two Witnasses

First Second

(Sgd.) Illegible (Sgd.) Illegible
Recorded on 5/29/64 Assistant Head of
conforms to procedure the Real Estate
(Sgd.) Illegible. Otfice, Beirut

(Sgd.) Illegible
and mubber stamp
of offica,

Cs Mortgage Certificate:

As evidence of mortgapge deed registration, the creditor re-
ceives a Mortgage Certificate in which such details are indicated: Kind
of mortgage, name of creditor, amount of oredit, maturity period and
interest rate, desoription of the plot mortgaged, degree of mortgage,
and privileges.

Below is the moartgage certifiocate related to the previous
sample of mortguge deed.
Lsbhanese Hepublic
Land Reglstry Departument of Heirut
Mortgage Certificate

Kind of Mortgage: Optional Credit

Creditor: Y Bank, Beirut.
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Amount: A loan for LL 1,000,000.

HMaturity and Interest: Maturity according to the terms of contract.

The intereat rate is 8% per annum in accordance
with the terus of the wmortgage deed, which is

registered in the daily register under No. 1607
on 4/25/64 and in the Iand Hegistry on 5/39/64.

Description of the mortgaged plot:

Location: Land Plot HNo. Owner No. of Shares
Horch 6244 X Company S.A.L. 2400

Depree of Hortgage: First degree

Assipmment, Endorsement, Releases with right of assignment

Date

Registrar of the land Registry

(8) Illegible
(Seal)

C. SBummary

Credit extended to finance real estate construction in Lebanon
is usually assessed through the following stages of analyuisg;

The first phase of analysis thuat a real estate creditor perforns
before extending any amount of credit is to estimate the credit worthiness
of the debtor. The criteria that are usuélly considered constitute:
Character, Capacity, Capitel and Coilateral.

The second phase of analysis is to appraise tne market vaiue of

the security supporting the lean. This is usually estimated by an
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engineer or an expert, by one of the three methods discussed in thé
foregoing chapter.

The third phase of anélysis includes determination of the legal
position of the debtor, verification of legal documents and ntuer con-
siderations that should be gprovided for, in order to be able to obtain
possession of the pledged property in case of defanlt. This is usually
carried on either by a lawyer on behalf of the real estate creditor, or

by the Notary Public.



CHAPTER 111

COMMIFRCIAL BANKS AS SOURCES

OF REAL ESTATE CREDIT

Banks in general are financial institutions which act as inter-
mediaries between savers and users of funds., A successful banker is
judged by his ability to satisfy both groups of customers, the savers
with funds on deposit, and the borrowers who make use of such funds
and are his smrce of revenue.

Due teo the temporary nature of their deposits, which coincides
with the temporary nature of a commercial loan, commerciagl banks prim-
arily limit their operations to finance commercial transactions.
Interviewed local bankers declared that loans for real estate construc-
tion are long~term while their deposits are primarily held on dewmand,
and they are short of time deposits and savirg accounts. Available
statistics indicate that fixed depositas are inaignificant when compared
with demand deposits, though they have increased by fifteen times since
1950, reaching about 2% of other deposits.l Below is Table VI which
reveals a steady growth of fixed, demand and total Iebanese pounds
deposits aé of December 31 of each year, running from 1953 up to 1963,

when fixed deposits amounted only to approximately 5% of total deposits.

1Lebanon Faces Ita Development, op.cit., pe 284.
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TABLE VI
BANK DEPOSITS IN LEBANGN F(R THE
PRIVATE AND PUBLIC SECTORS
1953 - 1963

(Bxocluding Foreign Currency Deposits)
(in LL thousands)

December 31 Fixed Deposits Demand Deposits Total
1953 19,049 324,371 343,420
1954 26 4699 362,058 388,757
1955 39,301 443,969 483,270
1956 42,367 440,252 482,619
1957 50,429 551,119 601,548
1958 53,539 558 ,994 612,548
1959 77,596 778,179 : 855,775
1960 113,386 955,392 1,068,778
1961 138,443 1,081,779 1,220,222
1962 184 ,029 1,267,741 1,451,770
1963 183,000 1,402,000 1,585,000

Sourcesy l. For 1953 to 1957 from Bulletin Statistique Trimestriel,

2.

3.

44

S

Minlstry of Nztional Eoonomy, Beirut, premier trimestre
1958, Volume IX p. 30.

For 1957 to 1958 from Ibid., premier trimeatre 1959,
Volume X, p. 38,

For 1959 from Bulletin Statistique Trimestriel, Mi-
nistry of Planning, Beirut, 1960-61, Vol., XTI, p. 43.

For 1960 to 1962 Ibid., 1962, Vol. XII, pp. 36 -37.

For 1963 from Bulistin Statistique ilensuel, Ministry
of Planning, Vol. II, Number 1, April 1964, pp. 34-35,
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Nevertheless, soune bankers do not want to lose prouising
ventures in the local credit market where coupetition is severe., 'Thus
they transform leans for real estate construction, which are of & long-
tera natufe, into coumercial loans of short-term waturities. A4t the
beginning, they preferred to extend such lcans to merchants as they were
convinced of their credit standing and worthiness. Later, other land-
lords had access to this opportunity with some comsercial banks as the
construction activity was on its way to growth and prosperity.

The way couwmercial bankers nave been following in financing the
congtruction activity will be discussed in the remaining parts of this

chapter.

4. Credit Principles and Fractices

Accreditedl bankers interviewed revealed prudent precautions
in choosing their real estate debtors. They have approved primarily
secured loans as recommended by financial analysts in their credit
departients, Practically, they have adapted the torws of the loan
$g thelr client's capacity to meet future pasyuents, up to g conven-
rent extent,

Abcut 75% of the interviewed vankers declared thiat they have
reguired tneir clients to submit audited financial statewenls in order
to analyZe their financial position and estimate their credit worthi-

ness on a more scientific basis. Current position, tangible net worth,

1Accredited banks are thiose whooe guarantees are gccepted by the
Lebanese Governinent.
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debt to net worth ratio, and estimated yearly income, are the essential
paramneters considered by these bankers. Also, they require their clients
to submit a projected casn flow statewsant in order to adapt repayaent to
their caﬁacity.

Approximately 50% of the bankers interviewed have insisted that
above all, the client should be of a good character, and should have the
intention to repay the loan promptly.

On the other hand, 40% of the bankers intsrviewed insisted that
in determining the credit wortniness of a c¢client, the collateral offered
as a supporting security should be the predowinent factar. 'The reason
is the nature of the loan for real estate construction. It is a long-
term loan though it is extended on a short-teri basis subject to autcmatic
renewal.

In the case of credit to sole proprietorships about 5% of the
bankers interviewed declared that above all the proprietor®s capacity,
or earning power, ghould be the predowminent factor. His current position
should be bignly solvent. For corporations and partnerships, about 5%
of the bankers interviewed declared that the paid-in egpital should be
the predominent factor. Besides, the character of each of the ieubers
on the board of directors, of the partners and wmanagers, should be
highly investigated betfore the credit is extended. All bankers inter.
viewed preferred to consider the above four credit determinants together
on the same footing, and not to have any priority assigned to any one
of them.

Furthermore, atter the credit facility has been granted, the

client is not permitted to withdraw the loan in a single lump sum.
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4Almost all bankers interviewed declared that although they don't construct
residences to their clients, they supervise and control tne use of credit
funds aiter the credit facility is granted for real eatate construction.
Some banké have their own engineers and experts who would follow up the
congtruction work from the beginning. They would estimate the value of
land when vacant, and lgter present monthly reports to management indicat.
ing the estimated amount of funds that have been invested in construction.
Thig estimated amount would be coupared to the amount of credit facility
utilized to date, and any excess withdrawals woxld force the bank to call
in the client and request immediate settlement of the outstanding debt.

Some banks require the client to approve the bille, and they in
turn would pay the suppliers and contractors, together with periocdic

checkings performed by the expert of the bank, or by the management stuaff

o e aee e

themsgelves.

B. Types of Security

In their atteumpt to extend reul estate credit, commercial bhankers
interviewed have placed much emphasis on the collateral supporting the
loan.

What are the fypes of security that some commercial bankers have
accepted aver the laat ten years? What types do they acoept at present
and why?

1. Building With Its Income.

Approximately 50% of the bankers interviewed prefer to have a
wortgage on a building and its income as a gecurity supporting a loan
for real estate constrction. Some bankers have accepted in the past

the assignment of income from a building alone as a security, but
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experience has taught them to accept it at present only in additiom tg
a mortgage on the building itself. This is so because they toresee now
the disaster that they would tall in if the apartments of the building .
were not rented, or if the building were destroyed accidently which is
an extreme case. Horeover, the assignaent of income together with a
mortgage on the building represents a source for repayment of the debt.
Furthermore, when, in the extreme case, the building is desiroyed
acoidently, the bank can still sell the land and c¢ollect part of the
debt, if not all,

Also, in the past, some bankers extended real estate credit
supported by a mortgage on land as a backing security. However, at
present they hegitate to do so because land is immcbile by nature,
and due to the difficulties they would have to face in selling it.
Anyhow, if they are to accept a mortgage on land at present, this land
should be the one on which the building is to be constructed, and the
client should possess enough working capital beside the funds requested
in order to start the construction work.

Regarding the above mentioned securities, about 10% of the
bankers interviewed have insisted that they would prefer to deal only
with merchants or corporations, and would select only those who enjoy
s very high credit standing.

2. Marketable Securities
Approximately 40% of the bankers interviewed preferred to
hold marketalle securities as a collateral supporting a lean far real

estate construction. The reason is to preserve the ligquidity tactor
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which every banker is afraid to lose. In the case of a rush by depositors,
marketable securities are negotiable and could be easily sold without
incurring any significant loss to the bank. Furthermore, bankers do
Bpeciry'that they accept only listed and non speculative securities in
order to minimize the risk of market fluctuations. Some bankers specify
further that a "stop loss point" should be agreed upon in-writing with
the c¢lient, The "stop loss point" is the price at wnich bankers can
inform their brokers in tne Bourse to sell the securities held as col-.
lateral so as to maintain the credit extended within the collatersl
margin, and hence incur no loss.l

Cn the other hand, due to market fluctuations in the price of

securities, the remsining bankers interviewed have never accepted such

a collateral seperately, but would accept in addition, land or building.
In these circumstances, these bankers would be leaning towards the profit-
abiiity factor, and they hesitate to besr the risk of loss that might
result from market fluctuations.
3, Building Under Construction

Approximately 10% or the bankers interviewed prefer to accept
a mortgase on a building under construction as the security backing s
real estate credit. These bunkers are considering both liquidity and
profitability factors. 4e to the liguidity factor, the loan would be
supported by current market prices regarding materials, land und services,

In case of difficulty, they can sell the projeet and retain their loan

1“The’St0p losa" method is considered as illegal by some lewyers.
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which represents a amall portion of the total funds invested in oonsfruc_
tion. As to the profitability factor, since the building would be in the
copletion process, a source of repaynent sither from sale of the building
or from the rental income, would be available.

In the writer's opinion, thliese bankers hegitate to participate in
the consiruction boom because of the long-term nature of its credit, and
also because they wish to maintain a high degree of ligquidity. However,
they don't want to forego the profits this business is promising, and
hence would only tinance the most secured projects in their final stages.

4. Xey-lloney From The Building
No banker interviewed accepted to have the key-money expected

to be collected after the construction of the building as a securitiy in

support of leans for real estate construction. All bankers interviewed
would only accept key-money as an additional support besides other col- E
lateral or mortgage. The reason is due to its intangible nature, since
no one can predict precisely the amount of key-money that would be col- %
lected after the conetruction of the building. -
5. Surrender Vulue of An Insurance Poiicy

All bankers interviewed reiused to accept the surrender value
ol an ilosrunce policy as a security by itself for this type of credit.
However they would accept it as an additional security pesides otner
collateral or worigage. ‘'lhe reason is the trouble they auy tave tu fuce
in case the insurance company doubis the intention of its insured client,
and nence refuses to pay.

Some panxers interviewed observe the right to have an acecidental

lite insurunce policy up to ihe gmounl of the indebtedness. In these
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circumstances, the client would have to give tiiem an authorization to
purchase such an insurance policy and tuey would charge haw tor tne
premium paid.

-Finally, after the engineer, or the expert of the bank has
agreed on an appraised value of the collateral as discussaed in cnapter
IT, the bunkers interviewed usuaglly linit the percentage of real estate
cradit up to a maximm of 60% of that appraised velue. This is so
becanse actually in auction, the law always reduces the market price of
a property pledged by 40%, and would require a 60% bid to start the
auction.l Practically all interviewed bunkers have rarely extended
louns for construction purposes up to 60% of the market value of the
ascurity backing it, and the percentage of the loan has ranged between
30% and 40%. Purthermore, bankers do prefer to hold a first mortgage
on & property, and tihey have rarely accepted a second mortgage in the
past, except in special circumstances, when they did not want to lose

g8 good customer whose coredit standing was favorable.

¢. Haturity Structure

The short term nature of deposits held by commercisl banks
necedaitates the extension of short term leoans in ordexr to preserve
their liquidity and safeguard them from financial crises.

Meanwhile, a commercial bank, like any other coumercial organisa-

tion, seeks profit, and further, it has to earn gt least its expenses in

1Dr. Chafik Baz -~ Assistant uanager -~ Banque Al-Ahli; also
Notary Public of Beirut.
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order to maintain its existance. A4s invéatment outlets in Lebanon aie
relatively limited, the prosperity of conétruction business has attracted
many bankers, eventhough its long term nature does not agree with the
siiort term nature of funds available at their disposal. Thus some bankers
have been more or less obliged to participate and earn profit by adopting
the following financing methods

Bankers declared that they have not held enough time deposits, or
saving accounts, with which they can finance real estate construction
safely. Lgans for real estate construction are of long-term nature,
and most of the commercial bank's deposits are of a short.term nature,
Hevertheless, sowme commercial bankers nave decided to haﬁdle the loansg
ror real estate comstruction, wiiich normally should be extended on a
long-term basis, the same way as they handle commercial loans. Hence, E
they have extended the loan for real estate construction on a renewable :
short.term basis, with a maximm time periocd of one year. Practically,
the loan agreement does not include any obligation that the comuercial
bank should renew the loan, although it usually does renew it. The
agreement further dictates that upon notification, the elient should
settle all his outstanding loan within one month period.

Approximately 10% of the interviewed bankers linited the term
of the renewable loan for construction up to six months for the purpose
of maintaining a higher degree of liquidity. They extend tne lcan on
a discount basis, instead of overdrart basis, so that in case of finuncial
need they can resort to the Ceantral Bank (Banque Du Iiban, or Banque de
Syrie et du Lihan previcusly). The law allows then to discount prownissory

notes with maturities reaching three months, and bearing three coumercial
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signatures, including the signature of the discounting bank. 4lso, ﬁhen
an attractive opportunity arises and the bank is in need of funds, they
can resort to the Central bank, which would discount the promissory
notes at a lower interest rate than the rate they have charged, or are
about to charge, and hence attain the differenca in interest rates as
additional profit.

In rare and exceptional cases, some bankers interviewed have
extended regl estate credit to their clients up to a period of three
y€ars. However they do prefer not to do it again due to liquidity
reasons.

The number of times commercial bankers accept to renew the shart
term loan granted for real eatate construction depends on the prevailing
market conditions, and on the financial and credit standing of the client.
It the banker is convinced of the finuncial ability of the customer and
his good intention, he would renew the loan to him s many times as he
requires.

As for the mode of repayment, bankers interviewed declared that
in the fifties, glmost between 80% and 90% of loans for real estate con-
struction were repaid as one lump sum. This is so becanse during that
time, many Saudis and Iragis from the neighbouring Arab countries used
to buy the building as goon as it was completed. 4ctually, the law has
limited such purchases due to the associated charges and taxes that would

have to be paid by non-Iebanese investora.l In tfact at present, 80% to

1&1_Jaridu Al-Rasmiah, Vol. 23, March 19, 1964, p. 858,
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90% of the loan for real estate construction is repaid in monthly install-
ments specially since 1963, wlen thie law allowed the selling of a building
by apartmehts, which is at the same time primarily handled on credit
installuent b&SiSel Aa for the date of first repayment, all bankers
interviewed adipitted that it would depend upon the client's capacity,

and it is usually after completion of the construction in case the cus-
tomer is not a merchant or a company. Moreover, the citient is required

to pay-in all the key-money which might be collected. To ensure that,
some bankers require the client to sign the contract of rent gt the bank
premises. In case the client is a werchant or a companj, usually bankers
request partial repayment of the loan before the construction of the
building is coupleted, and they would agree on a convenient date. In

any case, they adapt the amount of installment payment to his financial ;

capacity. .

D. Interest Rate and Other Charges.

The legal interest rate in Lebanon ranges between 9% and 12% per
annum.2 However, due to competition in the market, approximstely 80%
of the interviewed bankers charge interest between 7% and 9% per annum
(computed on the average daily balance and compounded monthly) on real
estate credit. The remaining 20% of the interviewed bankers like to

apply the legal terms and collect the wmaximum which they can attgin, and

1Ibid., Vol. l- Jan. 3, 1963' Pe 1.

2 nterview with the Notary Public of Beirut.
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hence charge interest between 7% and 12% per annum. This gap between

7% and 12% per anmm generally depends upon the following aspects:

1.

2.

5,

The financial standing and credit worthiness of the customer.
Usually bankersa charge a lower interest rate to clients of
higher finuncial standing and credit worthiness and vice versa.
The reason being lower risk.

The maturity period of the loan. Approximatety 60% of the
bankers interviewed declared that they would charge a lower
interest rate on loans granted for a shorter period of time

and vice verasa. The remaining 40% of the interviewed bankers
declared that they would always charge the same interest rate
regardless of the maturity period.

T he security supporting the loan. A4ll bankers interviewed
declared that they would cnarge a lower interest rate on

real egtate construction that are backed by a more adequate

and safer security, and.vice versae.

Tie volume of the leoan. A4ll bankers interviewed declaved

that they would charge a lower intervst rate on real estate
loans for larger amounts of money and vice versa. Tite reason
being the protitabiiity factar.

The prevailing econonic conditions of the bank and the couuntlry.
Usually when bankers have plenty of depesits, they would be wurs
lenient in extending credit at a lower interest rate and vice
versa. Also, in proapercus economic conditions, bankers extend

credit on a lower interest rate and vice versa.
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Hegarding interest charges, those clients who are granted real
estate loans on an overdraft basis do enjoy better terms than those
granted real estate loans on a discount basis. Tiis is 80 because the
client does not need the real estate loun to be delivered to him as a
lump sum, and hence be charged interest from the time he receivea it.

On the contrary, he needs the loan in the future as the work prosresses,
and hence, on an overdraft basis. He will thus be charged interest
“wonthly on his average dally balance, whici in turn, would depend upon
his withdrawuls and deposits. Thus, on an overdraft basis, the client
would have an opportunity to reduce his interest expenses.

Purthermore, approximately 50% of the interviewed bankers charge
the client between 1% and 2% service charges on loans extended for real
estate gonstruction, The other 50% does not cihmrge tlie client dus to
prevailing competitive market conditions. 1In fact, they try to include
such charges in the higher rate of interest that they charge, and the 5

client would be more pleased,

E. Volune

Approximately 60% of the accredited banks interviewed declared
that they have extended loans for real estate construction. ‘he reus.in-
ing 40% declared that they have adapted a policy not to extend lcans for
real estate construction dﬁe to the following reasonsg

1. Since they are commercial banks, they should limit their

aperations to the finahcing of commercial transactions only.

Their depcsits are of a short-term nature, which allows then

to grant leoans only for short pericds, such as to finance

imports and exports.
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2, Their deposits are primarily of temporary nature, and they

are short of time deposiis and saving accounts. Since the

loan tor real estate construction is of & long-term nature,

wnioh does not conform to the nature of their deposits, it

is not feasible to approve it.

Purtherinore approximately 50% of those aceredited banks who have
extended loans for resl estate construction declared that the voluuwe
granted Ly them ranged between 15% and 20% of the total voliuwe of their
credit for all purposes each year. JApproximately, 40% of them declared
that real estate loauns ranged between 10% and 15% of the total loans
extended each year for all purposes. The remaining 10% declared loans
for econsiruction ranged betweén 5% and 10% of the total credit extended
each year for all purposes, Hence i’ we take the simple average of the
above findings which is approximately l4%, and apply it to the teotal
domeatic credit extended by accredited banks in Lebanon, we arrive at

the results shown in Table VII belows

TABLE VII

DQIRSPIC CRUDIT IN L&BANON: 1953 . 1963
(in LI millicns)

Year end 1953 1954 1955 1956 1957 1958 1959 1960 1961 1962 1965

Claiws on pri-
vate sector 270 345 454 482 602 585 7090 1002 1108 1137 1733

60% generated

by buanks which

extend real .

estate credit 162 207 272 289 361 351 425 601 665 682 1040

14% average 23 29 38 40 50 49 60 84 93 95 142

Sources: International Financial Statistics, International
Wlonetary Fund, Jan. 1964, Vel, XVII, p. 176.

% TIbid., Jan. 1965, Vol. XVITI, p. 190.
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Hence the total volume of real estate credit extended by commercial
banks between 1953 and 1963 amounts to about LL 702 millions. Althougn
this wethod is far from being acourate, the writer thinks that it way be
taken as a rough guide in the absence of more reliable statistics.

Admittedly, even though soume commercial banks have extended such
long-ternm real esfate loans on a short.term basis, they have not maintained
a ratio between such loans and the total tiwe deposits available at their
disposal. Only 20% of those bankers interviewed declared that they main-
tain a ratio of 10% to 50% between real estate loans and total time
deposits. Also, only 20% of them declared that they maintain a ratio

of 10% to 25% between real estate loans amd tieir paid up capital.

¥, Bankers®' Policy in Quse of Defanlt

Bankers interviewed declared that the rate of default on loans
extended for real eatate construction ranged between 5% and 10% esmch
year. This does not indicate that such an amount has been charged as
bad debt, since bankers usually deal with the problew wisely, and try
to follow one or more of the steps wentioned below in ordsr to collect
their money:

1. Approximately 70% of the bankers interviewed declared that they
would consider the financial standing of the client, and try to
amend the maturity period of the lcan. Moreover they wouid
arrange for convenient future installment payments, and try to
obtain the signature of a third party as a guarantor if feasible.
Hence, as iong a8 a client showe good intention to repay his
debts, bankers are always ready to help him and arrange for

convenient installment payments in the future.
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2, Nearly 30%‘of thie bankers interviewed declared that they would
prefer to supervise und control the construction work in order
to liguidate it and get buck their money. Wise bankers tend
to avoid bankruptcy, and to do their utwost to liguidate the
affair, or help finding a huyer.

3. Finally, if bad intention is revealed by the client, interviewed
bankers stated that thney wouid sue him in court and declure his
bankruptcy. Their comments on the legal foreclosure procedure é
are that they are satistactory but tske much time. It is a
very lengthy routine, and the lender should have a guicker

right to dispose of the pledged property and collect his woney.

G. The Centrsl Risk

Every commercial bank in Lebanon ig required by law to submit £
to the central bank, Bangue Du Liban, or previocusly Bangue De Syrie et
Du Liban, any indebtedness of its client in excess of 20,000 lebanese
pounds. The Central Risk Department at the Central Bank will classiry
this information, and later, will provide a copy to every bank in which
it will indicate the total indebtedness of the bank's clients. Usualliy,
the copy indicates the total amount of credit granted to the client in
one coluun, and the total amount of credit utilized by him in another
coluamn. This method iz helpful in minimizing the risk of loss in the
banking system, since every banker now is able to evaluate the credit
worthinesa of his c¢lient in the light of his overall indebtedness.

Approximately 60% of the baukers interviewed declared that their

membersitip in the Central Risk is helpful, provided that all members are



50

honest, serious, and convey correct and complete information. They éo
approve of the ILL 20,000 minimum level, and are ready to bear a small
risk rather than to bear the cost of reporting every item of credit.

On the other hand, approximately 30% of the bankers interviewed
declared that up till now the Central Risk was not of much help. Some
of then suggested that all indebtedness of every client shiould be reported
to one lebunese pound, and that better control in the Central Bank shouid
be gdopted.

Others suggested that the level of reported inmdebtedness should
be lowered to LL 5,000 or LL 10,000, and this is a fair level since the
client cannot borrow from more than five bunks without being discovered.
Thus, this level if adopted, would winimize the risk of loss in ths
banking system, and is of more value than the estimated savings in

ggsociated overhead charges.

H. Summggx

In view of the temporary nature of their deposits, commercial
banks in Lebanon limit their operations to financing commercicl trans-

actiong. However, some of thew have financed real estate construction
activity, which is of long tera nature, by truanst'orming such credit inte
the suort-tera pattern for a waximuw renewable period of cne yeur.

In their attewpt to make secured loans for real estute construc-
tion, these commercial bankers have placed great emphasis on the col-
lateral supporting the loan, and on the character of the client. At
present, they would prefer mostiy to hold as a security rirst wortguse

on & building with its income, or marketable securities.
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There are no statistics gvailable as tc the volume of credit
extended by coumercial banks in Lebunon to finance real estate consiruc-
tion. The voiuue arvived at was a little better than a guess based
upon bankers' experience.

Coumercial bankers in Lekanon avoid to sue treir clients in
court and declare thelr bankruptcy; rather they try to extend the
uuturity period of the loan, or to ligquidate tihe project by iinding
8 buyer.

‘fThe Central Risk system Las been very helpful to a1l bankers,
although some of them have suggested a lower level for reporting the

totsl indebtedness of the olient.



CHAFIER IV

MONEY LERDERS 48 SUPPLIERS OF

REAL ESTAlE CREDIT

Since the evolution of credit systems in business communities,
money lenders have proved to be a good source of credit in financing
various projects. They may be called private investors hecuuse they
lend their own money directly. MNaturally, they would be very careful
in selecting their clients, and would grant only sate and highly
secured loans.

In Lebanon, money lenders constitute a direct source of real
estate credit but to a limited extent. They may be classified into
three categories:

l. Professional money lenders,

2+ Bemi-prof'essional money lenders.

3. Merchants.

A. Types of Money lenders

1. Profesgional Money Lenders

This category includes individuals who own large smounts of
money either through inheritance, savings, or any other source. The
peculiarity in them is that they do not know or like to bear the risk
of doing complicated businesa, and hence, they do not trouble them-
selves with management and control practices. Consequently, they have
cbserved that extending real esiate credit against wortgage on a tuangible
apgset is an easy profession that would provide thenm with large earnings,

52
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and at the same time, would maintain their money capital intact.
2. Semi-Protessional Money Lenders
These may be classified in two categories;

a. One category constitutes successful businessuen, enginesrs,
doctors, merchants, who possess idle cash balances, and
would like to invest them in an easy profitabie manner
that would not take uuch of their tine..

b. The other category constitutes those hardworkers who
have saved auwounts of money during their lifetiume, and
in addition, have received their indemnities. Hence,
they are individuals who have retired from work, but
still think they should earn their living in order to
maintain their woney capital intact, and moreover, to
preserve their social standing as respectable persons.

Naturally, extending real estate credit backed by a strong
security would promise an attractive source of income for such money
lenders, and at the same time, would waintain their money capital
intact.

3. lerctiants

This category constitutes those traders who deal in construction
materials and equipment. In order to promote their ssies amidst compet-
itive market conditions, these merchants sell aluost all the constructiocn
materials and equipment on credit, except the cement.

In the remaining pages, the terus of credit exercised by the
abowe wmentioned money lenders in financing real estate construction will

be discusged.



54

B. Gredit Worthiness oi the Client

In fact when somecone is risking his own money, he would be more
careful in selecting his debtors, and that is why money lenders in Lebcnon
have been very stringent in extending real estate credit.

Practically, they never perform any technical analysis of the
financial position of their debtor. Nevertheless, they investigate
thoroughly his credit worthiness and hig financial ability to meet future
payments.

In general, professional and semi-professional money lenders
have been extending only highly secured real estate credit backed by
a mortgaze on a tangible aaset.l They conaider thoroughly the debtor's
charpeter, capacity, and capital, but the collateral offered is the
determinant ractor. They prefer not to extend real estate credit, unless
they are provided with a high margin of collateral protection.

On the other hand, merchants, in general, have been extending
real estate credit only to those clients who enjoy good reputation and
hence a good character.2 Their close relationship with the client should
have convinced them of his good intention to repay the loan, his social
atanding, and business etnics. Besides, they do consider thoroughly the
client's capital and capucity to repay the loan. They cannot insist

to have a collateral in view of prevailing competitive market conditiocus.

lBeirut Kotary Public.

2Interview with several merchants.
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Furthermore, professional and semi-professional money lenders;
in general, do not control or supervise the use of the credit funds
extended for real estate construotion.l While interviewed merchants
declared that they have been very careful in such watters, and have
sometimes insisted that their employees should carry on the work
aggociated with the materials or equipment being sold on credit. Besides,

they usually mske personal checkings periodically.

C. Types of Security

From the previous discussion, one can foretell that in their
attempt to extend safe snd secured real estate credit, professionul and
seumi-professional money lenderé have placed mich emnphasis on the col-
lateral supporting the loan, while merchants have emphasized wostly tne
personal characteristics of the client.

The types of security that have been accepted by money lenders
in Lebanon over the last ten years are discussed below;

1, Building with its Income
It has been estimated that about 60% of the protessional and
seml -professional money lenders usually prefer to hold a mortgage on
a building with its income a8 a supporting security to a real estute
credit.z The reason iz ihat incowe irom the building would constitute
a source tor repayuent of the loan.
On the other hand, mnerchants interviewed have strived tec attuain

such a mortgage but it has not been feasible. Not a single ciient

1Beirut Hotary Public.

2Thid.
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would acoept that, and hence, this would weaken considerably the merchant’'s
sales potentigl.
2. Building Under Construction
Approximately 25% of the professional and semi-professicnal money
lenders have preferred to extend real estate credit backed by a mortgage
on & building under construction.1 Tuey preier to finance primarily
such project due to the ligquidity factor. Sooner or later the building
will be completed, and hence they will be able to receive back their
money either through the sale of the building or from its rentsl incomc.
On the other hand; merchants cammot hold such a mortgape, due
to prevailing competitive market counditions.
3. Marketable Securities
Approximately 10% of the semi-professional money lenfiers have
been accepting listed marketable securities as a collateral supporting
a loan for real estate construction, due to liquidity and marketability
factors.z Murketable securities can be sold easily without incurring
any signiticant losgs in case of finunciel need,
On the other hand, profeasional money lenders would prefer not
to accept such a collateral against a loan for real estate constructicn
because most of them are ignorant of its nature.3 They do not belisve
much in a paper, an intangible asset, as s good security. Liorecver,
those who are acquainted with the stock exchange itransactions fear uarket

fluctuations, and hence prefer not to accept such securities.
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Merchunts interviewed rarely get hold of such securities as a
collateral, because not all their c¢lients deal in this business, and,
moreover, if they do, they refuse to offer it,

4, Plots of Land

In general, only few professicnal and seumi-professional money
lenders have extended real estate credit against a mortgage on a plot
of land. BExperience has taught thewm not to do that unless the loan is
covered up to 80% and even 90w of ita Value.l Phis is due to the
imnobility of land, and to the difficulties they might face in selling
it.

In genersl, uerchants do not get hold of such a mortgage due
to prevailing competitive market conditions.

5. Key-Money from Building

In general, all money lenders would accept to hold such an
intangible aeset only as an additional cellateral to a mortgaye on a
tangible propierty. The reason being its intangible nature.

6. Surrender Value of an Insurance Policy

In general, money lenders would accept such an gsset only in
uddition to a mortgapre on a8 tangible property. The reason being that
the insurance company would not pay them if it doubts the intention
of its insured client,

7. Signature of the Debtor.
The only collateral that most merchants have so far obtained

from their clients was their signatures. Sometimes wmerchants have

‘s,
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required that a tnird party should sign with the client if they were
in doubt, Professional and semi-professional money lenders always
obtain the client's signature beside a pledged collateral.

-Finally, having arrived at an appraised market value for the
security by one of the methods wmentioned in chapter II,1 monesy lendera
in general have limited the percentage of the real estate credit up to
a meximum of 40% of that warket value.2 Practically, the loan granted
by money lenders for real estate construction has ranged between 20%
and 30% of the market value of the mecurity supporting it. lloreover,
they have only accepted first mortgase on a property as a backing

security.

D, Maturity Structure 3

In general, due to uncertasinty, money lenders lLave extended
real estate credit on a ghort-tera basis, in order to be able to
liquidate it in cgse unforeseen contingencies arise.

Approximnately, 90% of professional and semi-professicnal woney
lenders have limited the maturity period of a real estate loan to one
year., However, they have always renewed it in case of need, although
it is rarely irdicated in the loan agreement that the loan is subject
te renewal. The number of times money lenders have accepted to renew

a real estate credit depends partly on their relationship with the

lSee page 23 above.
2Beirut Notary Public.

31vid.
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client, and partly upon his credit worthiness. In general, real estate
credit has not been renewed wore tuun lour or tive times.

The remaining 10% of the professional und semi-professional
uoney lenders have extended real estate credit for a period of three
years, provided they were convinced of the financiul standing of the
debtor, and the mortgage offered as a security was of high quality.
However, at present it is very hard to find such a creditor due to
prevuiling adverse market conditions, precisely in the selling umarket
of the buildings, and the political disturbances in the Arad world in
general,

On the other hund, merchants have dealt with each client
separately, and have arranged different credit terus for the sale
ot their construction material and equipment. These credit teras
depend upon their relationship with their client, and at the same
time upon the lutter's charscter and credit wortnhiness. Generzlly,
they have adapted the following credit policy:l

1. The installment paywments for tue value of the construction
materials and equipment sold to a eclient are usually limited

to a8 maximum period of six months, and are supported by a

promicsory note gigned by the client., Merchants do know some-

times that they are going to renew the loan. Neverineless,
they usually limit the maturity period to six months in order
to be able to discount these promissory notes at banks in case

of financial need.

lInterviewa with variocus merchunts, constructors and real estate
owners and enterpreneurs mentioned in Appendix II.
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2. The value of various construction materials and equipment sold
to a client on open account is to be repaid within a maximum
time of one year, or after finishing the construction of the

| building.

3., Installment payments for sn elevator are usually limited to
a maximum period of 18 months, and at least a 1l0% down-payument
should have been received by the merchant, Merchants would
not renew such a loan except when there are chances of losing
a good client.

As to the mode of repayment, during the fifties, approximately
90% of the real estate credit extended by money lenders was repaid in
& lump sum at maturity, while about 10% was repaid in installments.
Recently, the tendency has heen reversed: approximately 90% of the
real estate c¢redit is repaid in installments, while 10% of it is repaid
in a4 lump sum. This is due primsrily to the comtraction in the demand
for buildings, due to the law issued in 1963 wirich limited the number
of buildings purchased by foreigners.

As to the date of repayment of the loan, it is gemerally agreed
upon by the two parties. In case the c¢reditor is a prolessional or
seni-professional money lender, the date of repsyment is usually fixed
after the construction periocd. In case the creditor is a werchant,
the first installment payment for the price of the elevator is to be
collected within one month after it is put into operatiom.

Finglly, the writer concluded from the various interviews held

with the notary public, land register, merchants, contrgctors, real

141 Jaride Al-Resmieh, Vol 23, March 15, 1964, p. 858.
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estate owners, and some money lenders, thut the maturity period of the
loan is usually adapted to the financial ability of the client up to a

convenient extent.

E. Interest Hate Policy 1

Apparently interest rates charged by all professional and semi-~
professiocnal money lenders on real estute loans have ranged, between
9% and 12% per annum. These are the legal interest rate limits wnich
they indicate in the loan apreeuwent in order to preserve tneir right
to collect accrued interest frowm the debtor in case of defuult. however,
they do charge interest rates between 12% and 20% but in two hidden
NANNers:
1. The discount method., The debtor is usually reguired to sign
s promissory note with a face value of 100% of which they have
grunted him only 85%, Thus interest rate charged is slmost
18% per annum, and is collected in aavance. In case of default,
it is mentioned in the contract that interest should be collected
at 10% or 1l2% per annum on the delayed period, which is the
already applied legal rate.
2, The additional method. In this case, the debtor is usually
required to sign a promissory note with a face velue of 115%,
of whut he received as cash money. Thus he is paying interest
at 15% per annum (assuming the note to mature in one year), while

in the lcan agreement, it would be mentioned that during the

1Beirut Notary Public.
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delay period, interest is to be collected at 10% or 12% per
annum.

On the other hand, werchants use the "additional method™,

whereby,'interest is included in the race value of the promissory

note wnich the client is regquired to sisn. Practically, they do liwit

their interest charges between 7% and 10% per annum, due to prevailing

competative market conditiona. This rate is almost egual to the rate

charzed

lenders

1.

by the merchant's discounting bank.

Generally the range between 7% and 20% interest charged by money
iz determined by the following aspecta:

Security. Generally, the interest rate charged by money lenders
is determined mostly by the extent of collateral otfered as
security. Tiey would charge a lower interest rate on loans

that are backed by a wore adequate and safer security and wvice
versa.

In case the creditor is a werchant, the ¢lient's character ana
finunciul standing would be the determinant factors. In generudi,
woney lenders are aore lenient with the debtor who enjoys a good
reputation and a high financiul standing. They would cliarge hinm
i Lower intervast rTale.

laturify. Due to uncertainty .nd unforeseen contingenecies,
anney lenders prefer to extend short tera credit. Hence, they
would charge a higher interest rate on a real estate loan of

longer waturity and vice versa.

Fo Voluue

Unfortunately, statistics covering the volume of real estate

credit extended by money lenders are not availalle. However, the
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Notary Public of Beirut, and tue wvivector of the Land Regustry estimated

that it does not range wore thun 5 to 10% of the total construction

activity which bas boowed in Lebancn. Meanwhile, in the absence of

rigures suowing aggregate expenditures on construction, tne fizures

in Table VIII below, based on the gverage cost per square weter of cou-

struction LL 200 -~ may be used to give a rough estimate of construction

TABLE VIII

BOITATES OF REAL LNOVATE CRILDIT EXTENUED bY mOnkY LeNDERS

Surface in Square

PR BWIRUT CITY

1953 . 1963
{In LL ¥illions)

7¢5% average estimuted
craiilt extended by

Year  ileters of the Storgysl Total Gost 2 Wouney Lenders

1953 317,681 LL 64 LL 5

1954 423,037 85 6

1955 642,393 128 10

1956 530,480 106

1957 430,929 86

1958 389,321 78

1959 606,230 121 9

1960 704,211 141 11

1961 664 ,845 133 10

1962 572,184 114 9

1963 770,000 154 12
Total 6,051,311 LL 1,210 LL 9l

Sourcea: 1.

2,

Pable I Chapter I - Mumber of Construction permits
granted in Beirut and Tripoli between 1953 uand 1963,

Average cost per square meter was takeun at LL 200

as per deveral interviews with contractors and civil
engineers., In fact, cost per square weter was
estimated to range from LL 100 up to LL 400.
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expenditures in Beirut city alone. Figures covering the whole terri£ory
ct Lebanon are not possible to estimate due to the absence of statistics
revealing the number of square meters permitted for construction.
Conaequently, as indicated before in Chapter I,1 the writer has assuumed
that the trend in the number of sguure meters licensed in Beirut city
reflects to a large extent the general trend for the whole country.
Hence, based upon the above average percentage of 7.5 atated by
the Notary Public of Beirut and the Director of the Iand Registry, toial
egtimated volupe of credit extended by Money Lenders for Beirut city on
congtruction over the last ten years would be appfoximately LI 91 willion

Lebanese pounds, as shown in Table VI1I above.

G. Money Ienders Policy in Case of Default

Hany of the buildings constructed recently are intended to be
sold, However, the iarket has been much limited, and many debtors were
not able to settle their obligations promptly. Hence, money lendera
have reacted in the following ways:

1., It the financial standing of the client is favorsable, money
lenders do renew the loun lLor another period, and would try
to cobtain the signature of a third party as a guarantor.

2. In case they doukt the intention of the debtor, uwoney lenders
would sue him at court and declare his bankruptey. Queir cow-
ments on the legal foreclosure procedura are that they are
satisfactory, except for the long tiume needed to settle such

GaGED

lSee page 8 above.
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H. Bumnary

ilcney lenders can be classitied into three categories: professional
money lenders, seul-professionul money lenders, and merchants. A4s they
are risking directly their own money, they have been very careful in
extending real estate credit.

Generally, profeagsional and semi.professional money lenders have
enphasized mostly the collateral factor supporting the real estate loan.
Herchants, due to coﬁpetition, have satistied thewselves with the signature
cf the debtor on a promissory note only, but have selected debtors who
enjoy good reputation and high financial standing.

Regarding the tefms of credit, moat money lenders have extended
real estate credit on a short-term basis for & maximum period of one yeszr.
Also, most of them have tried to collect the maximum possible interest
charges, and the interest rate has ranged between 7% and 20% per annum.

Statistica covering the volume of real estate credit extended
by money lenders are not availablie, and the volume arrived at was nothing

more than a guesa.



CHAPYER V

OTHER SPECIALIZED ¥INANCIAL INSTITUTIONS
AS SQURCES (¢ HEAL ESTATE CREDIT

Although the real estate credit terme of commercial banks and
money lendera in Lebanon have greatly encouraged the gonstruction
aotivity over the last ten years, as revealed in chapters III and IV
above, the real estate credit terms of other specialized finsncial
institutions have also had their own effect on the oconatruction boom
in lebanon. These institutions are:

A+ Real estate business ooncerns.l

B. Insurance companies.

C. Other specislized banks.

In this chapter, only the peculiarities of real estate credit
poticy of each of the above specinlized institutions will be discussed,
since the other terms of ocredit are more or less similaer to those ot

commercial banks disoussed in Chapter III above,

A. Real Estate Business Concerns

These are private commercial organizations trading in land, and
sonatructing houses to thelr clients. Besides their basic objective

of masking profit, they enable an individual to buy a private residence

1Inoluda gorporations (S.4.L.), partnerships, and sole proprietor-

ships.

66



67

on medium- and long-term installment bhases., Their operations can be
sumearized as follows:

They buy large lots of land wnich they plan to develop according
to modern living conditions. At first they divide it into small plots
and then 6pen roads, install electricity and telephone communications,
obtain water, and construct a sewage system. Later they sell the plots
to individuals, and meanwhile offer to construct houses on them on behalf
of their clients and according to their speciiications. Repayment is
usually arranged over a long period of time,

Another peculiar aspect of these concerns is that they constract
a building sometimes on their own behzlf, and later they sell it by
apartuents on medium- and long-term installment hases to clients, who
would have either appiied for such an apartuwent before the construction
hag taken place, or have decided to buy one lately. This is the kind of
business that has spread mch in lebanon nowadays, that is, constructing
buildings and selling them by apartments either on installment or on a
cash basis. A48 the building has already been constructed, the credit
thus extended cannot be considered as reél ggtate credit. However,
clients usually'sign promissory notes, and these concerns can withdraw
furds araingt these notes frowm commercial banks, in order to finance
another construction project. As such, the writer considers the credit
sale transaction of an apartment as an indirect source of credit for
real estate construction.

From the above sunmary, one can conclude that the profits realized
by real estate business concerns are limited mainly to the difference in

the price of ihe realty being sold, and to the interest which they will
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collect from their clients over tne repayment period. Mence, what is
the real estate credit policy that has been followed by these concerns
over tihe last ten years in Lebanon?

1. Credit Standing of the Client.

Generally, real estate business concerns interviewed do not reguire
their client to submit financial stateuwents to be analyzed scientifically.
Nevertheless, they inquire much about his financial standing in a strictly
confidential manner from other private and public sources, i.e., cowsercial
banks, governuent, his employer, etc....

dome of the interviewed cancerns have ingisted tuat the collateral
supporting the real estate credit would be the meost important determdning
factor. Az such, these concerns do not register the land and the house
to be erected on it in the name of the client until he has fully settled
all his obligations, They consider next the character of the client
gince a bad client can avoid péyment even in court. Finally the capacity
and the capital determinants would have to be taken into consideration
in order to assure themselves of a source of repayument,

Other interviewed concerns insisted that the character of the
zlient is the determinant factor in extending real estate credit. As
auch, these concerns register tihe land and tne house fto be erected ou
it in the nawe of the client, provided they have already collceted 25%
down paywent. They would also hold a first mortgage on it. Furtheraore,
the capacity factor would have to be considered next since it represents
the source of income for repaywent of the debt., After that, tuasy would
cougider the other finaneisl scurces of 1the client, nauwely, collaturul
and capital deterninants, in order +to assure themselves of the sufety

of their money.
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bome of the interviewed concerns declared that their own engineers
and workers would have to carry on the construction work on the plot of
land being sold on credit, and tnis is not left freely to the c¢lient.
Others declared that they extend, in some cases, a stand-by credit to
the client, or a building credit, whereby every tiuwe the client needs
woney to pay contractors, he has to submit evidence of the transaction
approved by the engineer of the company. Purthermore, they generally pay
the contractors directly.

2. Types of Security

In estimating the credit worthiness of the client, some of the
interviewed concerns emphasized mostly the collateral determinant, while
others emphasized the character determinant of the client. Tue reason
for such a éifference is attributed primarily to the method of holding
the accepted collateral as a backing security to the real esftate credit.

a. Down-payuent:

Al) the concerns interviewed decilared that their client is
required to pay at least a 25% warygin as a down payment on total cost,
which constitutes the price of the plot of lend, total estimated cost
of construction, and total interest charges.

However, sone of the interviewed concerns insisted that title
to the land and the construction to be erected on it are to be left
registered in their nawe until full settlement of all outstanding delt,

Other interviewed concerns accept to register the land and the
gonstruction to be erected on it in the name of the client, btut they
would nold a first mortgage on it, provided they have glready collected

the 25% down paywent,
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be Other types of security:
All the concerns interviewed have not acecepted and would

not accept other assets as collateral except if they were to be considered
88 additional gecurity to the 25% down paywent. BSuch an offer has very
rarely taken place in tha past, and the assets accepted varied from a plot
of land to sssignment of income from other buildings, or building with its
income.,

The approximate percentage of the loan for real estate construction
nas not been less than 75% of the market value of the mortgaged property.

3, Haturity Structure

Besides profitability, the basic objective of real estate concerns
is to belp an individual financially, and hence ensgble him to buy a private
house on medium- and long-tern installment bases. Some of the interviewed
corporations have limited the time period during which they permit their
client to repay his debt up to eight years on a monthly installment basis.
Other interviewed corporations have extended the period of repayument up to
ten years on a monthly, guarterly, or yearly installiment bases, depending
on the financial characteristics of the client, and upon his relatiocnslidp
with the corporation. PFurthermore, they have been more lenient with a
good client and have allowed him to pay the 25% wmargin of collateral over
six monthns, after wnuich, they would register the land and the construction
in his name, but wounld hold first mortgage on it,

On the other hand, partnerships and proprietorships have limited
the repayment period up to three years on monthly, quarterly, or yecarly
bases, depending on the financial characteristics of the client or other

gocial relationships.
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All the concerns interviewsd declared that the first paymen£ has
been usually fixed during the first year after the delivery of the house,
or after the construction of the house by the client. The exact date of
the first payment would always depend upon the client's capacity, and
upon his relationship with the busineas concern to a limited extent.

4., Interest Hate:

Real estate corporations do not only help the individual to buy
a private house on a long term basis, but also at a faelr interest rata.
Real estate corporationa interviewed have linited the interest rate
between 75% and 8% Moreover, there are two methods followed by real
estate corparations regarding the calculation of interest charges:

a. Monthly balance:

Some of the interviewed corporations collect interesat on the
monthly balance., After the corporation has estimated the total amount
of ¢redit needed, and agreed upon the mgturity period, it rescrts to a
kind of amortization table which enables it to determine the monthly
inutalluent payment that would include interest too. The clienl usually
signg promissory notes.

b. Average daily balance:

Lile commercial banks , sowe interviewed corporations extend
the real estate credit on an overdrait basis, and hence would collect
intereat on the average daily balance. Lvery three months, the client
gither has to pay the interest charges, or they would be charged to hig }
aecount. Beﬁideﬂ, the client is also required to sign monthly promissory
notes for the total estimated amount of credit needed, and these are oaly

considered as & measure of protection to the company. They are not ta be
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protested since the land and the construction work are still in the name
of the corporation.

Practically, interest rate charged by real estate corporations
has never been atfected by the maturity period or the security supporting
the loan. They charge fix rates.

On the other hand, partnerships and sole proprietorships charge a
flat rate of interest between 7% and 10% per annum, depending on their
relationship with commercial banks and on the financial position of the
client buying the apartaent house. 'The client usuaslly signs promissory
notes.

5, Volune of Credit.

Unfortunately, statistics covering the volume of credit extended
by real estate business concerns in Iebanon are not available.

Practically, all real estate corporations interviewed limit the
ratio between the loans aséigned tor real estate construction and tueir
paid up capital up to a maximum of 50%.

6. Measures Taken by Heal Hstate Business Concerns in Cases of Detuult

Interviewed concerns limited the percentage of default between 3%
and 5% per annum of the loan for real estate construction over the 1ast
fen yeours. This ratio does not represent the amount charged as bad deots.
In f'act, negotiations have always taken place with the defaulting clients,
in accordance with the folleowing policy:

a. First, creditor concerns would try to extend the maturity
period of the lcan, becanse they congider the citient as a partuer in
such a businesws., Some of the interviewed corporations declared that

they would then charge the client 9% interest per annum instead of
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7%% per anmum. The difference is considered as a penalty 1or renewai,
which any client would try to avoid.

b. They would supervise and control the construction activity
and try to find a new buyer in order tc get back their money.

| ¢e In case of failure of negotistions, éome of the interviewed

concerns declared that the final step would be to repay the client his
already paid monéy, tut would deduct due interest charges. This policy
ig based on the fact that the value of land would slways incresse. kven
in 1958, the year of political disturbance, the value of land was stable
and even rose.l

d. Some interviewed cuncerns declared ithat in case negotiaticns
were unsuccessful, the final step would be to go to court, and hence a
troublegome lengthly routine in order +tou goet back their uwoney. 4s such,
they nave never dcone this and they hope not to ve forced to do it in the
future.

¥inally, all the interviewed concerns declared that patience was
the Leust policy in cases of detaull. Personal contacts proved to be

useful,

B, Iunguyance Coupunies

Insurance companics are the most important single institutions
whiich provide long-term funds.

Due to risk and uncertainty, the hunan urge for scourity has
hielped insurance business to flourish., This business consists mainly
of two major groups: life insurance coupanies and fire and casualty

companics. At any one wmoment and for any individuual, all types of risk

er. Alfred Buckley, Societe Libanaise d° Amelioration Fonciere
(S14AF), B.4.L.
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are vencte, but vhen they occur, tiieir consequences can be disastrous.
However, by cooperating in sharing such risks, their sever:ity caun be
reduced to manageable portions. Hence, insurance is one of the devigces
tnrough.which people cooperate in sharing risk, and consequently, attain
protection and security. As such, an ordinary insurance policy is a
coniract whereby the insurance company agrees to pay a stipulated amount
to the beneficiary, or to the insured person, upon the cccurence of a
certain type of risk, in consideration of certain periodic payments to
tlhie coupany. The basic element in determining the amount of premium that
has to be made by the insured person is the probability of occurence of
the risk in a certain future poricd of time. Consequently, until the
rick occurs, funda are accumulated with lhe insurance company on account
of its liability for payment of the face value of the insurance policy
isgued. These accumlated funds forwm a major part of the policy reserves
which are the principal source of funds for investment by insurance cofl-
panies. Fire and casualty ingsuraunce cowpanies do not accuwulate large
reserves like life insurance companies, but nevertheless, their assets
and security investmenta are quite subastantial.

Being profit seeking organizations, insurance coumpanies do not
hold such funds and reserves idle in their vaults. Also, tie fuct thut
insurance companies, and especially life insurance coupaniss, hold wost
of thelr gssets against rigidly tixed 1iabilities, has wade then a very
importaut source of long-term funds.

In Lebanon real estate credit has been one of the umny invest.
ment outlets for some insurance cowmpanies with large policy reserves

over the last ten years. Those who are reluctant to extend real cstate
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credit have generally given the following reasons:

1. Fbreign insurance companies have to obtain a special permission
to hold a mortgzage on real estate.

2, In case of default a gpecial permission would also be needed
to declare g public auction.

3. It is more profitable to deposit such funds with banks, and
probably issuc sowe policies to the latter's employees, i.e. exchange
business.

What policy do insurawuce companies follow regarding real estate
credit?

1, Credit Standing of the Debtor

Interviewed insurance coupanies usually do not require their
debtor to submit neither financisl statements nor a cash flow statement,
and hence do not bother themselves in performing scientific financisgl
znalysis., Nevertheless, they do estiuate the debtor's credit worthiness
by studying verbally and confidentially his financial situation. They
enphasize mostly the collateral that the debtor can offer together with
his reputation and hia charaofer. In addition, they consider his
financial capacity to repay the lcan and his total net worth in order
to be sale in case of financial difficulties.

Insurance companies do not construct houses to their clients,
However, after they grant real estate credit to a debtor, the company's
experts and engineers would check the debtor's construction work
periodically, and hence would follow every step that has taken place.

As such, insurance coupanies do control and supervise the use of the

credit funds in order to safeguard the money of their insured personse.



2+ Types of Becurity

The very essence of insurance business is safety. Consequentiy,
insurance companies limit their investuents to safe outlets only, due
to the fact that the funds they hold are the property of the i1nsured
persons, that is, their clients. 4s such, interviewed insurance companies
in Lebanon have mostly ewmphasized the following types of security to sup~
port real estate credit:

a. Surrender value of an insurance policy:

Insurance companies have given priority to the surrender value
of an insurance policy as a backing security to a real estate credit
provided that:

(i) The policy is still in force and is not void.

(ii) It has not been endorsed.
(iii) All premiums are fully paid.
(iv) Policy should be a clean one, that is, no cases should
have been raised against it.

(v) The presence of a notary public is necessary wien the

beneficiary is required to endorse the policy. This is
80 becamse the signature of the benefivciary is a legal
requirement.

b, Guarantee;

The gecond type of security that insurance companies have
given priority to is a bank's guarantee. In such cases, the bank would
be liable to the company if the debtor does not fullfil his cbligatiocus
as agreed wnpon. Insurance compahies have always been able to get hold
of first class bank guasrantees, but this has rarely happened and in

exceptional cases.
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c. Other Types of Security:

Insurance companies, like coumercial banks, have accepted
other types of seourity in support of real estate credit, nauwely, mort-
gage on & building with its incowme, mortgage on a building under con-
struction, and mortrage on a plot of land.

Practically, insurance companies have limited the percentage of
the loan for real estate construction between 30% and 50% of the appraised
market value estimated by their engineers and experts, through one of the
methods discuased in chapter II.

3. Maturity Structure

Due to uncertainty, insurance companies can never predict
precisely when a certain iype of risk is going to occur, and hence,
the time when they would be required to pay an insured person. Inter-
viewed insurance companies have adapted the policy of extending real
eatate credit only on a short term bazis not exceeding one year in
maturity, subjeot to renewal. The conditions pertaining to renewal
are never included in the terus of the loan contract. Nevertneless,
insurance companies always renew the loan, unless they are in need of
funds, or they doubt the debtor's financial standing.

Hence, insurance companies do consider their liquidity factor,
like the comneroial banks, because if they do not pay any insured persen
in due course, their reputation would be hampered. Thus, interviewed
insurance companies have decided not to renew a short term real estate
credit more than three to four times maximim. Furthermore, to conserve
their liquidity, they extend real sutate oredit on wonthly, o quarterly

repayment basis. Also, they require the first installment to be wade not
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later than one year aiter the loan for real estate construction has ﬁeen
grunted, depending on tne debtor's financial capacity.
4, Interest Hate:

Tue interest rate charged by the interviewed insgurance companies
on real estate credit ranges betwesen 8% and 9% per annum, depending on
the finaneial situation of the debtor and the collateral offered as a
backing security.

Practically, interviewed insurance companies follow two wethods
in extending real estate credit;

a. On an overdraft basis, in which case, interest will be
calculated on the average daily balance and charged monthly
to thie account of the customer.

b. On g discount basis. In tuls case, tue debior is required
to sign monthly or quarterly promissory notes, which will
be discounted, and he will be given the proceeds. Hence,
they will be collecting interest in advance, plus 1% or 2%
service charges or commission.

5, Voluume

Unfortunately, statistics covering the volume of real estale
credit extended by insurance companies in Lebanon over the last ten
years are not availsble. However, interviewed insurance coupunics
declared that they maintain a ratio of 15% or 20% between loans extended
for real estate comstruction, and their tctal policy reserves. These
reserves are the woney of tlie insured, and insurance coupanies cannot

afford to run greater risks in investing them.
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6. Folicy in Case of Default
Interviewed insurance compsnies declared that the rate of defazult
has been about 3% or 5% per annum, but they have always been able to
collect it later by adopting the following policy:
a. First, they would try to extend the uwaturity period of the
loan.
b. Second, they would supervise and control the construction
activity in order to liguidate it, and get back their
HONEY o
c¢. Finally, they would insist on immediate repayment even it
it leads to declaring the debtor®s tankruptey in court.
This has never happened so far, aud they hope not teo be
forced into such actions in the future.
Also, interviewed insurance cowpanies have declared that they
would deal with each debtor separately, and would consider his cir-
cunstances in the light of convenient negotiations, rather tuun resorting

to gourts.

Cs Oiher Bvecialized Banks

The other specialized banks discussed below adapt aluost the
samne Lanking policy towards real cutute credit as the comurceiul bunks
discussed in chapter IIT sbove. Nevertheless, they possess certain
peculiarities which will be pointed out in the remuining asections of
this chapters

1. Mortgape Bunks
The operations of these banks center around extending credit to

any econonic seotor provided they hold a firut worigage on soue reawl
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estate property. Ilence, the collateral offered in support of real e;téte
credit is the determining factor in approving the loan by such barks,

Another peculiar aspect of the real estate credit extended uy
such banlg is the waturity structure. They extend reul estate credit
for the period required to finish the construction of thne building, and
to settle tue debt, provided that the tine period rewmains between three
and four years. As such, they try to deal with each client seperately,
congider his financial circumstances, and try to adapt the wmaturity pericd
to his capacity but up to a reasonable period accepted by the bank.

The interest charged by such banks ranges between 8% und 9% per
ammum like the coumercial banks, and it is either calculated on a discount
basis or on an overdraft basis, depending on the form of the credit
facility approved hy them.

Finally, the volume of real estate credit extended by such buanks
is already included in the volume estimated for commercial banks, since
they are considered as accredited banks operating in Iebanon. Those
interviewed declared that they wmaintain their loans for real estate
conatruction in a ratio of 40 to 45 percent of their paid-up capital.

2..Tne Development Bank of Lebanon .

‘M.is bank is called "Banque de Credit Agricole, Industriel et
Foncier"., 1j was established in July 1954 by thne Lebanese governuent
to encourage lagging economic sectors namely, agriculture, industry,
and the construction of hotels and other touristic.projects..

One of the peculiar aspects of this development bank is that
it extends credit on short-, medium-, and long-teram bases to agriculture,

industry, and real estate construction that would encourage tourisu,
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such as hotels and restaurants. The objective behind the bank's poiiqy
is to develop these econowic sectors wnich other commerciazl benks
hesitute to finance either becuuse of the long-term nature of the
credit involved, or becguse of the high risk that is asgsociated with
such credit. However, this kind of credit regquires long-term deposits
witich are very scarce in Lebanon.

At its initiation, 40% of the capital was to be paid by the
Government together with its guarantee for 45 willion Lebanese pounds
for funds other than accerued interest borrowed from the Banque De Syrie
et Du Liban, which was the acting central bank of Lebsnon in 1954.1

With a paid up capital of 5 million Lebanese pounds, and the
Governnent's guarantee for twenty million, this development bank started
its operation in 1954, and has since then adapted the following credit
policy towards real estate construction that would encourage tourism;z

a. Oredit worthiness of the Client:

In view of modern banking practices, this bank performs
financial analysis of the client in order to eztimwate his credit worthiiess
more correctly, and hence to minimize the risk of defaunlt. The collateral
tactor is mostly emphasized togetner with the debtor's capacity, capital
and characticer,

Before granting a loan, engineers or experts of the bank will
have to investigate the project, and submit a report indicating whether

the project is worth undertaking, and whether it would encourage tourisum.

lBy_laws of BCAIP.

2Afif Matur, Head of Industrial and Real Estate Departament at
BCATKH. :
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Also, after granting the loan, the bank's gpecialists would have ta
follow.up the construction activity, and report whether the funds were
utilized in the mentioned project or not. After each LL 50,000 with-
drawals, the bank's specialists would have to investigate the project
and subnit a report.

Hence the bank, in general, supexvises and controls closely tis
use of the credit funds,

b. Types of security:

The peculiar aspect of the security accepted by the Develop-

ment Bank is that it would prefer +to hold a first mortgage on lgnd as a
security to real estate credit, and especially land on which the cons.
truction work is to he erected. The reason is related to its developuent
policy, and almost all its debtors do not possess other assets than their
plots of land.

The other types of aecurity that the Development Bank would
accept are: a mortgage on a building with its income, a mortgage on a
building under construction provided that the debtor would insure the
building againat fire arnd accidents, and would endorae the insurauce
policy to the Bank.

Practicully, the approximate percentage of the loun for real
@state construction is limiged up to 40% of the forced selling price
egtimated by experts.l As usual, the Bank's expert would give an estiaale
of the market value of the asset offered as & collateral. The Bank would

then deduct 20 to 50% as a margin tor forced sale condition, dependirgon

Thid.
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the location of the asset and the Bank's opinion of the client. Finally,
40% of the estimated sale wvalue would be granted as a loan for construc-
tione.

c. Maturity structure;

In accordance with its overall development objective, the
Bank extends real estate credit on short-, medium-, and long-term bases.

The maximum periocd for a short-term real estate credit is limited
up to one year, and is intended to finance current expenditures which
would be covered in one year. The Bank would then renew the loan provided
that the debtor's financial position is favorable.

The maximim period for a mudium real estate credit is limited
to eight years, and is intended to finance development projects. Re-
payaent is to be affected on a yearly installwent basis, and should
alwaya cover the accrued interest on the outstanding balance.

The maximum period for a long-term real estate coredit is limited
to sixteen years, and is intended to finance developuent projects. he-
puyuent is to be aftected on a yearly instalinmeut basis, and sliould
always cover the accrued interest on the outstanding balance.

Generally, the first paynent is fixed by the Board of Directors
one year after the date of the loan. However, it has rarely been fixed
for three or five years after the date of the loan for medium~, and long-
term credits, depending on the deblor's financisl capacity amd the project
itself. In all cases, interest should always be paid yearly on the out-
standing balance. .

d. Interest rates:

Hinee it is w developuent bunk Intended prinuriily to cucouruge

the various economic sectors wentioned above, it charges a low intersut
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rata, Tue bank's poliey is to charge 5%% interest per annum on loans
sranted for reul estate constructlon. However, in case of defanlt, +i.
rate would be raised up to 7.5% per anmum. This extra charge of 2% per
unaum.is considered as a penalty which every debtor would like to avoid,
and hence would do hisg best t6 repay the loan promptly.

Interest is always collected in advance on the remaining bulance
aus of the date of tarst payoont, wnd as such the final payuwent would not
incinde any accrued amount of interest.

go. Volumes

Table IX below reveals the amount of real estate credit Lluat
Las bezen pgranted by the Developucnt Bank since it sturted operating in
July 1954.

Henee, a sum of LL. 17,629,410 have been extended by the Develop-
ment Bank teo finance real estate comstruction that would encourage tourisa.
Moreover, the increase in the awount of real estate crcdit extended by the
bank each year is a good indicator of the increase in real estate projects
that have been developed over ihe last ften years, and whichi have encouruged
touricm in one way or another. Ixcept for 1958, the year of political
digturbance, lliere wag a continuous increase in the amount of real estaie
cruedit extended.

In fact, wost of the real estate credit extended by tho tunk was
granted to finance construction_in Beirut and the Hountuin, since tnuue
torm the central locations for big hotels, night clubs, restaurants wnmd

the like (including the Casino du Liban, and few other touristic places).l

11961 Financial Statement of BCAIF.
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TABLE IX

REAL ESTATE CREDIT EXTENDED BY THE
BANQUE DE CREDIT AGRICOLE, INDUSTRIERL ET FCNCIER

1953 - 1963

Year Amount extended Amount oollected Balance end of year
1955 LL. 379,000 LL. LL. 379,000
1956 2,381,500 128,800 2,631,700
1957 2,099,425 358,700 4,372,425
1958 400,000 185,325 4,587,100
1959 3,267,500 515,900 7,338,700
l9s0 1,511,840 823,225 8,027,315
1961 2,819 400 1,055,053 9,591,662
1962 2,221,300 1,894,699 9,918,263
1963 2,749 ,445 1,468,475 11,199,235
Total LL. 17,629,410 LL. 6,430,175

Source: Annual Reports of the Bank.
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f. Bank's policy inm case of default:

The rate of default on real estate oredit extended by the

Development Bank has ranged between 10% and 15% per annum.l However,

negotiations have always taken place docording to the following

policys
1,

2

3.

G

If the debtor does not inveat the loan granted in the mentioned
project, the Bank would sue him, and interest would then be
caloulated at 7.5% inatead of 5.5% per annum.

The Bank usually tries to extend the maturity perioﬁ of the
loan. Only half the installment could be postponed to a
maximim period of one year, and interest would have to be
paid at 7.5% instead of 5.,5% per annum.

The Bank would supervise and control the conatruotion activity
in order to sell it, and colleot ite money.

When negotiations fail, the Bank would inaist on immediate
repayment, even if this would lead to the client’s bankruptoy.
Generally, the Bank would not sue the debtor as long as he

pays interest at 7.5% per annum, plua the installment payment.

D Sumsary

The real estats credit policy fellowed by other specialized

finanocial institutions, may be summariged as follows;

1. Heal Estate Businesa Concerna.

One of the peculilar aspects of such ooncerna ia that they

build houses on behalf of their oclients. The minimm oollatersal

1Mr- Afif Matar, BCAIF.
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accepted againat the loan is approximately 25% downpayment of the total
coats of the land and the house to be erected upon it (interest charges
included), Real estate corporations extend credit on a long-term basis
up to tﬁn years, and charge an effective intereat rate between 7.5% and
8% per.annum. Partnerships and Propriestorships extend credit up to
three years, and charge a flat interest rate between 7% and 10% per
annun. In case of default, some of them charge an extra 1% or 2% per
annum a3 & penalty charge.

2+ Insurance companies.

The large policy reserves that are accumilated in insurance
companies, urge them to inveat only in safe and profitable projects,
such as real estate construotion. The main feature of such companies
is that they accept an insurance polioy aes a collateral, while all the
other sources of real estate oredit discussed in this thesis consider
it only as an additional security. Another type of security that they
gtress to have is a bank's guarantee,

3, Other Specialized Banks

a. Mortgage banks: 1ne policy of such banks is to extend
credit to any economio sector provided they hold a first mortgage on
real eatate property. Meanwhile they accept to extend the credit up
to three or four years.

b. Banque De Credit Agricole Industriel et Fonoler: This
bank is intended to encourage the various economic sectors that are
relatively underdeveloped, namely, agrioculture, industry and construc-
tion of hotels and other touristic projects. This Bank extends oredit
on ghort-, medium-, and long-term bases, at a very low interest rate of
5,5% per annum, However, in case of default, it cherges an extra 2% per

annum as & penalty.



CHAPTER VI
Tifi CONSIRUCTION ACYIVILY AND YHE AVAILABILITY OF CREDIT

The foregoing chapters indicate that between 1955 gnd 1963,
oredit for real eastate construction was availgble at diiferent terms
and from three sources in Iebanon, namely:

l. Commercial banks

2, Money lenders

3. Other sgpecialized institutions

Further, the availability of such credit was a major deter-
minant in the supply of the real estate conatruction sctivity which

constitutes a significant factor in the Lebanese economy.

4. The Housing Problem

As a matter of fact, over the last ten years, Lebanon witnessed
e substantial growth in the construction sector, and in particular an
over-expansion in luxury buildings with modern facilities such as 1ifts,

central heating, telephones, etc... Actually, these luxury buildings are

{
H
i
-
H
i

quite gbundant in number, and the rental space they provide exceeds con-
giderably the rental apace provided by the popular (non-luxurious) ones. :
dvailable statistics indicate an income elasticity of demand for renté

of approximately 0.61, and an expenditure (private) elasticity of demand for ;

rent of approximately 0.80.1 This indicates a high coat of living for the

— e e v 3

i

l“Bcuaahold Consumption Burvey™, a pllot survey made in 1964 hy
Dr. Hisham M. Al-Kaylani, Central Office ot Statistics, Linistry of Plan-
ning (information not published officially yet).

The elastioity was measured by using the logarithmic model:
logy # a+b log x, where b = elastiocity, x = expenditure on rent;
¥ = is used for both total income and private expenditures.

88
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population, as rent, which is a necessity of life, has a high expenditure
elasticity of 0.80.

Below is preaented ‘WYable X which showa rent as a percentage of
total family expenditure pald by different income groupa in lLebanon,
obtained personally from Dr. H.4, Al-Kaylani, from the Central Oftice

of Statistics at the Ministry of Plamning.

TABLE X

MORCHLY ¥AMTLY TOLAT, EXPENDITURE GROUPS
AND BQUIVALENT RENT RATIOS

{In Lebanese Pounds Per month)

Leas than 2000 :
LL 500 500-1,000 1,000-1,500 1,500.2,000 and above :

Percantage of

rent out of '

total family , g
expenditures 19.0% 19.8% 16.,0% 14 .0% b

Sources lata obtained personally from the Central Utfice of
titatistics at the Ministry of Flanming.

Below is also Table XI which reveals the percentage distribution
of expenditurea for a household of 5.2 persons, having a yearly income

of lees than LL 6,000, also obteined perascnally from Dr. Heids Al-Kaylani,
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TABLE XI
PERCENTAGE DISIRIBUTION OF BXPENDITURS

AVERAGK HOUSEHOLD = 5,2 PERSONS

¥ood Household
& durables &
Drinks Rant Clothes operations Miscellaneous
Family income
group with less
than . LL §,000
per year. _ 4B43% 18,8% 9.1% 5.9% 17.9%

Sturce: Same source as Fgble X,

The asbove tables indicate that a significant part of a family'sa
income is paid on rent, and family income groups of lesa than LL 6,000
per year pay 18.8% of their income a8 rent, whioh is relatively very
igh, ©Statistics covering the lsst decade also indicate that the majority
of the Lebanese population falls in that group which earns lega than
LL 6,000 per years®

Hence, the price for the satlafaction of one of man's moat urgent need;.
ia high in ILebanon, and is increasing year after year., 4s indicated shove, .
the majority of the lebanese population is paying presently 18.8% of their
income g8 rent, and the housing problem is emerging slowly. Uhe present
Government is aware of this problem, and the five_year plan for economic
development includes the conatruction of popular residences. fThe Uovernment® a‘

aim 18 to enable individuals of the low income group to own each & private

lh:mile Ghattas, '""fhe Munotioning of the Banking Syatem in Lebancn™,
unpublished dootoral dissertation, Columbla University, 1964, p. 51.
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house either in Beirut, on the outskirts of the c¢ity, or in the Lebanese

villages,

B. Adequacy of Cradit

4s revealed in the previous chapters, oredit for real estate
construotion in lebanon 18 avallable at different terms on the mori
market which includes orgunizations and individuals dealing in short
term funds., However, the absence of religble statistica to corrslate
the exact volume of credit extended ﬁith the corresponding demand, is
an obstacle to assessing reasonebly well the adequacy of real estate
credit, Nevertheless, the evaluation of the terms of available real
estate oredit, as discussed below, reveals that the latter's main
features are inadequate to cope with the emerging housing problem,
and could also be considered, to some extent, an important factor
in the emergence of this problem.

4 noted deficiency of real estate credit is the disproportion
between the weak means of finance for long and medium tern investments,
which are vitally needed for the construction activity, as compared with
the concentration of the creditors' gctivitiea on short-term finance, In
general, oreditors in lebanon (other than real estate business concerns)
who extend real estate credit, have transformed such loans from the form of g
long-term obligations, into commercial loans of short-term maturities runnin;
up to 2 maximum renewable pericd of one year. Of course, the objective of
this policy ie {o preserve ths liquidity faotor. Theoretically, such logic
cannot be accepted, eapeoially when it is practiced by commercial banks whicé

are short of fixed or term deposits. A major factor behind the bankrupicy
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of the Banque Foncisre Libanaise in 1964 was its engagement in real
entate oredit of long-term nature, which does not conform with the
nature of its demand daposita.1

Another deficiency of real estate credit is the gap between the
intereat rates charged by the varions sources of credit, With the
exception of the specisl case of BCAIF (the Bangue de Credit Agricole
Industriel et Ponaler )Ywhich charges 5.5% on loans for hotel constrio.
tion and other touristic projects, the interest rate charged by the
remaining sources of real estate oredit ranges between 7% and 20% per
anmm. This rate of interest is relatively high, and forms & major
part of the total conatruction costs of a building, Consequently, the
real estate entrepreneur demands higher returns on his investment,
which means high rental costs for the publioc,

A third feature of the inadequacy of real estate credit could be
observed from the fact that some real estate entrepreneura have resorted
to money lenders who charge higher interest rates reaching 20% per anrum.
Cbviously, theae horrowers would only resort to money lounders after their
application for credit has been turned down by the other creditors who
charge lower interest ratea. It is true that the latter creditors always
perform some gort of oredit inveatigation and, usually, extend secured
credit facilities only to cllients with good financial standing. Never-
thelesa, sometimea, these creditors may also turn down an application for

oredit because of the unaevailability of funds at their dispossl. Hence

lDeoiaion of the Firet Court of Beirut on the Bankruptcy Caae of
Banque Fonciere Iibanaise, S.A4.L., published in Al_Nahar Newspaper, April
9, 1964, p. 6,
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it 19 quite reasonable to conclude that there are symptoma of shortege

in the supply of real estate credit.

€. Conolusion

48 indicated abuve, lebanon is currently facing a housing problem,
which is increasing year after year, and is liahle to disturb the entire
econony in case officials do not succeed to control it in the proper time. ;
Meanwhile, its solution cannot be achieved overnight because the dimensiona;
of the task are enormous. Financially, the cost will not be small, and nmmé
tens of milliona of Lebanese pounds will be needed in the long.-run. In the?
meantime, the real estate credit avseilable on the lebanese money market, :
which is a major source of funds, appears to be inadequate to cope with the;
financial requirements of the problem. In faot what is lacking in Lebanon ?
is a capital market through which long term funds conld be railsed by
selling bonds and stockas.

Hence, a progreesive and sggressive policy towards develaping a
capital market should be adopted, whilast all elements of success are on
our side. OSuch a development policy requires a new philoscphy of the
function and organization of the Government, asm the present pattern appearag
to be inadequate for the task we face. :

ds a suggested solution, which is by no means the only worksable oneé
the government should develop a mortgage market In which mortgage bonds ?
would be traded, with maturities reaching twenty years, and with interest

rates equal to prevailing average market rates., Such a market could be
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initiated by promoting the establishment of mortgage bankse that would
degl in mortgage bonds, and savings banks which would attract the savings
of the public to be circulated in the mortgege market rather than hoarded
under the ground. Encouragement by the Government ocould be in the form
of contribution in the paid capital of the institution, or by giving its
guarantee up to a certain amount of money, as was the case when the
development bank (the Banque de Credit Agriccle Industriel et Fonciere
SedaLly) was initiated in the year 1954 (see page 81 above).

Finglly the immediate question that any investor would then raise
is the political atability of the country and the extent to which it can
be preserved. Investors should be greatly assured of the long-run poli-
tical stability of the country, otherwise they will hesitate to partici-
pate in the above suggested mortgage market,

The writer's opinion is that investors should have more faith
in the Government and its capacity to do the job wall. In fact, if we
mobilize our rescurces, and bring together the best minds from our
business and financial communities to aot boldly for the common pur.
pose, then we may come much closer to the solution of the financisl
aspect of the housing problem, and to providing the oredit needs of

the construction sector.
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AFPENDIX I

QUESTT ONNATRE

To the Mansger,

T am a graduate student at the Amédrican University of Beirut
preparing for the Masterts Degree in Business Administration. One of
the requirements to be fulfilled towards this degree is to write a
thesis in my area of concentration which ia Finance.

I am writing on this subject:
“The Supply of Heal kstate Credit In Lebanon"
Your kind cooperation in answering the attached guestionnaire

will be greatly appreciasted., May I assure you that your answera to
this questionnaire will be held ss strictly confidential,.

Mary thanks,

Mustafa Ghalsyini
AUWB,

P+Os Box 236 /527
Home Tel. 222257

lThia queptionnaire was alao used during the interviews with
Money Lenders and other bpecialigzed Financial Institutiona, except for
gome verbal modifications,

T TUT TR
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"The Supply of Real Eastate Credit In iebanon™

» Please check or fill in the answers for the following guestions:

1l - When did@ the Bank start its operations in Lebanon? Yesr
2 - What is the capital of the Bank? MAuthorized Paid up

3 - What amount of capital is assigned to finance the Bank's operations
in Iebanon? Currency

4 -~ Has the Bank extended credit for real estate conatruction aince ten
years, or since it started its operations in Lebaron?

Yes No

5 - Does the Bank require the real estate clients to submit & balance
sheet and an income Btatement?

No balance sheet and income statement demanded.
Audited balance sheet and income statement demanded.

|

Unaudited balance sheet and income statement accepted,

6 - Does the Bank require the customer to submit a projected cash flow
statement? Yes No.

7 - The following considerations affect the Bank's decision to extend
loans for real estate construction (assign numbers indicating
order of importance):

Total income of the customer , capacity

Total property of wealth of the customer, capital

S

Asset pledged as security , collateral.

——e

Reputation of the customer, character.

8 - Dods the Bank superviee and control the use of the credit tunds
after the loan is granted for real estate construction? If so,
desoribe briefly how ?

9 - Does the Bank accept a plot of land as a mortgage against a loan
for real eastate construction ? Yes No,

10 - Would the building-in-process be aleo considered automaticaily as
part of the mortpage on land offered as security against the losn
for resl estate construction ? Yes No,
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12

13

14

15

16

17

18

19

20

21
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Does the Bank accept a mortgage on a building as security against
a loan for real estate construction? Yes No.

Doas the Bank acoept the assigngment of income from a building as
a security against a loan for real estate construction?
Yes Ho.

Noes the Bank accept a building under construction a8 a mortgage
egainet 8 loan for real estate construction? Yes Nge

Does the Bank accept the key-money from a bullding as a security
against a loan for real estate congtruction? Yes No.,

Doea the Bank accept the surrender value of an insurance policy
e8 a security againet a loan for real estate construoction?
Yeos No.

Does the Bank accept marketable securities as a security againat
8 lcan for real estate constructiont Yes No.

¥hioh type of security would the Bank prefer to have against the
loan for real estate construction at present? Assign numbers
indicating order of importante and ascepiance:

— Plot of land __ building with ite income __ building
under construction __ key money irom the building __ marketable
securities __ Surrender value of an insurance policy.

Which type of mortgage would the Bank accept as supporting
collateral and security ageinat loan for real estate construction?

First mortgage . Jecond mortgage —. Third mortgage.

Does the Bank construct houses on bshalf of customers under the
agresment that the loan would be repayed from the personal income
of the customer over a certain period of time?

Yes No.

Whet 18 the approximate percentage of the loan for real estate oons-
truction in relation to the market value of the morigage behind it,
that the Bank accepta to extend at present? %

What was that percentage ten years ago or when the Bank iirst
started its operation in Iecbanon? %

In general, was the percentage of loan for real estate construc-
tion extended by the Bank relative to the market value of ita
gaocurity, higher or lower than the peraentage of other types of
logns relative to the market value of their security over the last
ten years? namely:
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Please ptate whether higher or lower:

........ than the commercial loan.
..... —— than the agricultural loan.
e o it then the industrial loan.

Boes the Bank extend the loan for real estate construction on a
renewable short-term basis? Yan No.

What is the maximum-time period for a renéwable short term loan
that is granted by the Bank at present for the following types
of loans? What wae that maximm-time period since ten years or
when the Bank started its operations in Tebanon?

at present 8ince ten years

a) Commercial loan

b) Agricultural loan

e) Industrial loan

d) Loana for real estate
conatruction

¥For how many times does the Bank accept to renew a short term loan
extended for real estate construction at present?

times
What was it since ten years or when the Bank tirat started its
operaticons 1n Lebanon ¥ tipes

Does the Bank extend credit tor real estate construction for more
than one year? Yos No.

If yea, for how long? Years

What percentage of the loan tor real estate construction is repaid
by installment at present? %

wWhat was that percentage ten years ago or when the Bank first
started operating in Iebanon? %

When does the Bank require the first installment payment to be
affacted on the loan for real estate construction?
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At present When was it ten years ago
- After one year -~ gfter one year.
~ during construction period - during construction periocd
- after the construction of - after the construction of
the building. the building.

In general is the maturity period granted on loans for real estate
construction longer or shorter than the maturity period granted on
other types of loans?

Please state whether longer or shorter.

a) __ then the maturity period for commercial loana.

b) than the maturity period for agricultural loans.

c) than the maturity period for industriml loans.

What wag the approximate volume of credit that the Bank has extended
for real estate construction over the last ten years in Lebanese
pounds, or since the Bank started its operation in lebanon?

1953 LL 1957 1961
1954 1958 1962
1955 1959 1963
1956 1960 or a total figure

for the leat ten
years LL ___

p——

(If not available please answexr the next two gquestions).

What was the gpproximate total volume of loans extended by the
Bank for all types ot loans over the last ten years or when the
Bank started its operation in Lebanon?

1953 1L 1857 1961

1954 1958 1962 .
1955 1959 1963 e
1956 1960 or a total figure

for the last ten
years LL ___
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From experience and in your own persocnal opinion, what do you
think was the percentage of loans for real estate construction
of the total volume of loans that was extended by the Bank over
the last ten years?

1953 1L _ 1957 1961

1954 1958 1962 o

1955 1959 1963

1955 1960 or an approximate %
for the laat ten
years %

Do you maintain any fixed ratic between loans for real estate

conegtruction and the Bank's paid up capital? It a0, what is that
ratio in percent? a '® ratio at present
b what was that ratio ten years ago or when the Bank started
1ts operation in Lebanon? % ratio

Do you maintain any tixed ratio betwsen loans for real estate
conatruoction and the total time deposits at your disposal?
If 80 3

& What is the ratio at present %

b Vhat was that ratio ten years ago or when the Bank start..
ite operation in Lebanon? o

the composition of the Bank's portfolio i1a generally confined
to the following approximate percentages:-

% Real satgte conatruotion %

% Commercial loans %
% Agricultural loans %
4 Industrial loans %

What is the range of interest that the Bank charges on loans for
real estate conatruction at present ? range %

What was that range ten years ago or when the Bank firet started
its operation in Lebanon ? range %
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In general wga the rate of interest that the Bank has charged on
loans for real estate conatruction higher or lower than the rate
of interest charged by the Bank on other types of loans namely:

Plegse atate whether higher or lower:

than the interest rate charged on commercial loans.f

8
® than the interest rate charged on agriocultural loané
[ than the interest rate charged on industrial lcans. :

Was the rate of interest charged on loans for real estate construrt1q
higher on loans of longer maturity period? _
Yeas Hoe.

Does the Bank charge a lower interest rate on loans for resl
estate construction that are backed by & more adequate and safe
seourity? Yes No.

n what base balance dces the bank calculate the interest on
loana for resl esatate construction?

average daily balance.
other basis.

{n what basis does tha Bank extend the loan far resl estate con-
struction?

on an overdraft basis on a discount hasis.

What is the percentage of opening commission that the Bank charges
on loans for real estate construction at present? %

What was that percentage ten years ago or when the Bank first
started ita operation in Lebanon?

In general, was the percentage of opening commission charges on
loans tor real estate construaotion higher or lower than the
percentage of opening commission oharges on the following types
of loans:

Pleasa state whether higher or lower:

than the commercial loans.

i

to

than the agricultural loan.

than the industrial loan.

o
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Are the loans for regl estate construction more or less expensive
to handle administratively than other types of loans? namely:

Please atate whether more or lesst

a expenaive than the commercial loans.
b expensive than the agricultural loans.
e expensive than the industrial loans.

Wos the rate of defanlt on loans for resl estate congstruction
higher or lower than the rate of default on loans for other
purposes namely:

Plegse state whether higher or lower:

a than the commercial loans.
b than the agricultural loans.
[} than the industrial loans.

What was the approximate rate of default on loans for real estate
construction over the last ten years? or since the Bank started
ita operation in Lebanon? rate ]

In ocase of default, do you find the legal forclosure procedures
satiafactory or nots If not satiafactory indicate in what respect:

In case of detanlt, what would be the Bank's policy towards the
clients assign mumbers indicating order of itmportanca:

- to extend the muturity period of the loan.
~ to lower the amount of interest due on the olient.

- insist on immediate repsyment even if this leads to the
olient’s bankruptey.

~ Bupervise and control the construetion activity in order to
liguidate it, and get back its money,

~ others - comment if necessary:

Do you find your membership of the Central Risk helpful or not?

Please comment i
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APPENDIX 1II

PERSONAL INTERVIEWS

Acoredited Banks Interviewed

1.

2.
3.

4.

S,

8.
9.

10.

11.

12.

13.

14,

135y

r.

Nre
Mr.

Mr.

Mr.

Mra

Samih Barbir, Manager, The Arab Heal Fstate Bank S.A.L.
{Atfiliate of Intra Bank S.4.L.)

Chafik Baz, Assistant Manager, Banque Al-Ahli S.A.L,
Anis Bibi, Chairmﬁn, Union National Bank S.A.L.

Megeurditch Bouldoukian, Credit lepartment, Bank of America,
Bedirut Branch.

Adnan Hasamoud, Credit Department, Bank of Beirut and the Arab
Countries 8,4.L.

Patrick K. Healey, Vice President, The Chase Manhattan Bank N.A,
Beirut Branch.

Klias Jeara, Credit lepartment, Banque Iibanaise pour le
Cormerce 8,4,L.

Youed Kraytem, Credit lepartment, Beirut Riyad Bank S.4.L.
Ishak lati, Chairman, Banque Joseph Lati & Fils S.4.L.

Onar Mahmasani, Credii Department, Argb Bank Limited, Beirut
Branch,

Afif Matar, Assistant to the Head of the [ndustrial and Keal
Hetate Department, Banque de Credit Agricole, Industriel et
Foncier, Sed,L.

Yessin Mazboudy, ¥inancial Wanager, Banque de 8redit Agricole,
Industriel et Foncier, S.A.L.

Usama Mikdashi, Head ot the Credit Department, The First
National City Bank, Beirut Branch.

Nebih Hamani, Manager, Banque Misr Iiban S.A.L. Beirut Branch,

Roland Sada, Generael lansger, Credit Hypothecaire Libanaisge
S.&l Lo
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16, Hr. Karim Samaha, Assistent Manager, Banque du Liban et d'Cutre
Mer SlA.L.

17. Mr, Naseif Sawaya, Assistant ianager, Bank of Lebanon and the Widdle
Baast U.AWL,

18. Mr. Morad Shamla, Manage'r. Banque de 1'Eoonomie Arsbe 8.A.L.
19. Mr, Sami Shoucagir, Chairman, Banque 8. Shoucslr S.4.L.

20, Mr, Badr Younis, Credit Department, Saudi Mationsl Commercisl Bank.

Information on Money Lenders Obtained Through

1. Mr, Kheir ibu liabib, Partner, btablissement Elias Abou Habib.

2, Mr, sbdel Kader Anouti, Heal Estate Onwer,

3. Mr, Munir Al Aria, Assistant Head of the Real katate Bureau, beirut,.
4. lr, Marcel Hitar, Sglesman, Maison Pierre Hichacas

5, Mr, Hasan Chatila, Real Lstate Omner, |

6, Mr. Wichel K, Doumet, General sanager, La Cimenterie National S.A.I.
7+ Mr, Hatib EloKurd, UGeneral Hanagger, United International Co (UNALCQ)
8. Mr., Kabalan Khair, Partner and Manager, Philippe Khair and Bros.

9, MNr. Fawzi Labban, #erchant and Heal Estate Uwer,

lo. Mr. Sami Oueini, Aotive rartner, Sami (Queini & Co.
11. Hr, Haif Samera, The Notary Public of beirut,

12, #r. Wichel Steir, Veneral manager, titsblissement Abdul-Rahim Diab B.A.L;;

Real Estaete Business Concerns Interviewed

1, Mr. Alfred Buckley, Member of the Board and Managing Lirector, Societe
Libanaise d'Amelioration Fonoiere (SLa¥) S.A.IL.

2, Mr. Salah Hamouie, Member of the Bosrd and Managing Director, Societe
de Conatruction et de Commerce (HUDECQ) H. A L.



3.

4,

3,

G,

Ts
a.
9.
10,

1ll.

la.

Hr,
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Abdel Hafiz Itani, Active Fartner, Concorde-General Contracting Co. :
Michel Kshil, General Becretary, Societe Fonclere pour 1'Ameliora-
tion de 1'Habitat L.A.L., President, ¥inance & Gestion Sed.1.,

and Director, banque ai-GOmran S.4.0L.

Abdel Kader Mirnkara, Heal Estate Onwer and Contractor.

Iskandar Sara, Wember of the Yoard and Managing Director, Compagnie ;
Timobiliere Libanaise {(CIL) 8.A.L, i

Saleh Shamma, Contractor and Rgal kstate Uwner,
Nadeem Shwayri, ilanager, Eil.Kktessadia S.A.L.
Adnan Sidani, Aotive Partner, Sidani & Bakr.
Ahmad Tabsh, Real Lkstate Owner and Contractor.

Yacoub Yacoubian, Manager and Civil Engineer, Etablissement
Yacoub Yacoubian.

Anis Yassin, lirector, Societe Fonciere du Liban S.A.Le 4lso,
Federal Bank of Labanon S,A.L.

Insurance Companies Interviewed

1,

2.

5.
4.
5,

6.

Te

Mr.

WMr.

Mr.
M.
Mr,

Mr.

Mrq

Jean Chidiac, Director and General Mansger, Societe National
D* Assurances S.he.Le (G.Neds)

411 Dekrouk, Assistant Manager, Soclete Karnak Se.d.L, (Hepresentativé
of the beven Provinces Insurance Co. Holland). i

Salim Halabl, Assistant Manager, Jordan Insurance Company Limited.
Andre Kpssab, Claims Assistant, American Life Insurance Co.
teorge M, lansour, Manager, Arabian Insurance Co.

¥mile Rababy, 4dssistant sanager, Al-Ittihad Al.VWateni &.4.L. !
(L'Union National), Societe Generale 1*'Assurances du Frroche Urient, !

George Sasi, General Manager, Al-Chark.
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Other Sources

1.

24

3.
4e
5.
6.
Te

B

io0.

Mr.
My,

¥r.

Rafik Al-Muhib, Civil Bngineer and Heal Eatate Owner.

tiohamed Amin Boheali, Civil Engineer and Shareholder, Building

Hooiety, S.4,L,
Antoine Be Kallab, Land Expert,

Mr, Sami I. Khoury, Land Expexrt.

Mr. Nasri Malouf, Lawyer.

Wre Othman Muweiri, Civil Engineer.

Mr.
Wre
Mr.,

Mr,

damir Saleh, lawyer.
Ramzi Sambar, Civil Mngineer.
Faysel Yabbara, lawyer,

Ahmad Tannir, Uivil Engineer and Vontractor.



BIBLIOGRAPHY

Articles and Pariodicsls

I1e Coumerce du levant, March 4, 1964.

Al_Nahar Newspaper, April 9, 1964,

*he National Income of Iebanon", Middle Esat Express (Beirut),
April 2’ 1962. p. 3.

"A New Housing Council for Iebanon", iiddle Kast Express (Beirut),
April l' 1963. pl 3.

Books

Boehmler, Erwin W., et al., Financial Institutions, Homewood, Illinois:
(Revieed Edition) Richard D. Irwin, Inc., 1956.

Bonato, J. et al., L'Habitat dans lg Vie Iibanaise, Beyrouthi
les kditions Orientalea, 1961,

Institut International de Recherche et de Formation en vue de Developme-
ment Integral et Harmonise (I.R.F.E.D. Misaion), Iebanon Faces
Its Development, Beirut: 1963.

Public Documents

Lebanon, Al-Jaridah Al-Rasmieh, August 1, 1962, January 3, 1963,
Maroh 19, 1964,

Lebanon, Bulletin Statistique Mensuel, December 1963, April 1964,
August 1964,

Lebanon, Bulletin Statistique Trimeatriel, 1958, 19592, 1960-1951, 1962.

Lebanon, By-laws and dnnual Reports, Banque de Credit Agricole,
Industriel et Foncier.

Lebanon, Collection of Lebanese lawa, Decrees No. K/16369, No, 8, and
Amendment to Decree No. 61 issued on January 20, 1964,

lo7



lo8

Unpublished Material

l, Al-Kaylani, Hisham M., "Household Consumption Survey", Central
Office of Htatistice at the Winistry of Plamning, Beirut, a
pilot survey made in 1964,

2, Ghattas, Emile, "The functioning of the Banking System in Lebanon",
unpublished doctorel dissertation, Columbig Univeraity, 1964.

3, Sehnaoui, Alfred A.,, "Frivate Building Conatruction Activity in
Lebanon", unpublished M,B.A. ihesis, Vgpartment of Buasiness
Administration, 4dwerican University of Beirut, Beirut: 1963.

Reports

F.A,0, Mediterranean Development Yroject, Lebanon,
Country Report (Food and Agriculture Organization of the United
¥ations, htome, Italy, 1959),

International Financlial Statistics, International iMonetary ¥Fund,
1964 and 1965.




