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PR'TPACY

The purpose of this study of the fiscal system of
Lebanon is threefold: first, and chiefly, to glve & descrip-
tion of public revenue and publgc expeandl ture; secondly, to
appralase the nain taxes an: the directlon of outlays; and
thirdly, to evaluate the taxation system and public expsndi-
turea fron the standpoint of their effects on diatribution
and production.

Aa a background, it has been found appropriate to give
a brief history of the devaolopment in taxation aince the
7irst World var and e survey ol the growth of public revenus
and public expenditure since the independsnce of the csountry.
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for providing him with =iuch of needed information; to his
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for her painstaking in typlng the handwritten draft; and

to Mias Hilda Shiber for her neat and scowrate typing of

the final draft.
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AN ARSTRACT OF

THE FISCAL 3YSTIH OF LEBANON

Since the independence of Lebenon in 1943 both public
revenue and publie expendi tures have lncreaiod rapidly.
Actual receipts (excluding withdrawsal from the reserve account)
have increased from about 33 milllion Lebanese pounds in 194k
te 83 million 1n 1950. Public expendltures have rlsen even
more r& ldly. Iuring the sane perlod, they have increassd

from about 28 million pounds to 85 million.

The increase in receipts haa been dus chiefly to the
inatitution and development of the income tax, increass in the
yield of the custons dutlea'arising froa larger imports of
consumption and capltal goods anc rise in the yisld of excise
taxes on benzine and tobacco resulting from increased consuwnp-
tion. The growth of public expenditures has been due malnly
to the increasing Govermnent functions following the indepen-
dence {e.g, delfence and foreign service); to increase in
publlic worka and asccial services; o waste due to poor ad-
ministration; and %o exitravagance sncouraged by dbudget

surpluses.

Budget sulpluses during the period 194l to 1950 amcunted
to sbout 169 million pounds of whichabout 81 million have been
used for appropriations to the budget. Most of the remaining
snount has been placed in & speclal fund called the Developmental
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Work$S  Fund and used for undertaking developmental projects.

The public revenus reats to a great extent on 1lndirect
taxes 1mposed mainly on necessitlies and other articles of
genersl consumption, Indirect taxes account for more than
three quarters of tax revenue and for more than two thirds
of total revenue. The most important of these taxes are
osustoms duties, thes tax on tobacco through the tobaceo monopoly,
and the tax on benzine and Kerosene. These alone accounted in
1950 for about 65 per cent of tax revenue and for about 57

per éenb of total revenue.

Direct taxes include the income tax, the bulldings tax,
the land tax, the succession tax, the private vehicles tax,
the forest tax, and the radio receivers tax. Those aécount
for less than one fifth of total revenue. Thelr fiscsl import-
anco‘iu, however, sxpected to increase when the new land tax
already enaocted 12 put into operation and when the sdminlstra-
tion of the new succession tax 1s adequately organized. The
most important direct tax 1s the income tax which acoounts
for about two thirds of direct taxes. It 1s levied on all
incomes except those from bulldings and land whioh are subject
to the buildings tax and to the land tax respectively. The
incomes sub ject to the income tax are divided into three
categories: 1inocome from industrial, commercial and non-com-
nercial enterprises; Iincome from salaries, wages and pensions;

and income from movable capital (1.e. dedbts and equities).
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Each of these caltegories 1s taxed separately. To the first
two categories progressive rates are applied; to the third

a uniform proportional rate of 10 per cent 1a applied,

Other important direct taxes are the buildings tax,
the land tax, and the sucocession tax. The buildings tax is
levied on the gross rental value of bulldings at & unifomm
rate of 8.33 per cent (excluding the tax for the benefit of
municipalities). The land tax conaisted until last year
(1952}, of the 'unified! werko ( & tax on capital value) and
tithe taxes, based on old assessments, This unified tax has
been replaced, beginning 1953, by a new progreasive land tax
based on incoms (actual or assessed) from land ownership and
land cultivation. The succession tax 13 & new progressive
tax levied on all rights and property existing in Lebanon,
that pass to other by will, gift, waqf or any other way that
does not involve compensation. The first two of these taxes

as well as the income tax, have aerious defects.

Taken as & whole, tha tax system in Lebanon is very
regresaive, for ths great regresaion of indirect taxes is
far from being compensated by the progression in the direct

taxes. Consequently, the tax system accentuates the inqquality

in the distribution of income and more soc the inequallty in

eoonounlie welfare dexived fron incoms.

The regressiveness of the tax system alsc affects
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adversely production by reducing the efflcliency of the working
class both in the present and the future, and by reducing the
purchasing power of the masses who have a high propensity to
consume and whose consumption consiats mainly of locally

produced goods.

Economic atabllity is also adversely affected by the
regrassive character of the tax system, for the regressiveness
makes the burden of taxes vary relatively less than variation

in the national income.

About S per cent of public expenditures in the ordinary
budget go to general administration, security and justioce;
and only about [0 per cent go to economic and scelal activitlies.
Actual expenditure on security alone accounted in 1950 for

abccut 30 per cent of total expendlture.

Aetual sxpenditure on sconomie and developmental aoti-
vities amounted in 1950 to 24 million Lebanese pounds (including
gross expenditures on posts and telegraphs of about 2 1/2
million pounds), or 28 1/2 per ocent of total expenditures.
Estinated expenditure on these sctivities for 1952 smounted
to about 22 1/} million pounds, or 23 1/2 per cent of total
estimated expenditures. Theide expenditures are, however,
supplemented by expenditures from the Develoyment Works Fund.
Appropriation to this fund averaged since 1ts institution in
1944, to 12 million Lebanese pounds a year. Expendltures out
of this fund went mainly to the construection of the International
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Alrport of Khaldé, to roads, and to irrlgation and water

supply.

Aetual expenditure on social servioces accounted in
1950 for 16 per cent of total actual expenditures. Estimates
for 1952 formed 19 1/3 per cent of total estimated expendltures.
About two thirds of soecial expenditures go to education, malnly
elementary, and one third to haazlth services. The standard of

both services is however very low.

Until recently no adequates control has been exercised
over publioc expenditures. Consequently, many leakages have
taken place. However, the recently estsblished Accounting
Council is expected to control effectively the preparation of
the budget, its exesutlion and the internal audit of Govermnment

accounts,

Expendi tures on social services and on economic and
developmental activities compensate only to scme extent the
adverss effect of the tax system on inocome distribution and
production. The compensation could, however, be enhanced if
the standard of sooclial services 1is raised and the leakages in
e developmental projects are checkked. Reonocmie fluctuations
could also be mitigated 1f public expenditures ere managed in
& way to compensate them, and {f some expendltures with built-
in-flexibility are introduced.

In general much improvement 1s needed in the fiscal
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aystem and fiscal paliey of Lebanon, not only for removing
the bad effects on distribution and produection, but also for

& rapld economlc development designed to overcome the problem

of over~population.

Rapid economioc development demands capital formation
on a large scale; an adeguate supply of skilled labor, and
introduction of modern technological and managerial skills.
These require that a substantial part of the national income
be saved , and that saving and hoarding be mobilized and
channeled into economic developmental activities of greatesat
urgency and productivity. Fiscal pollicy could play an im-
portant rele in attalning these requirements.



Chapter T

ARITE HISTORY OF LFRANRIY PUBLIC PINANCT

SINCE PIRST WORLD WAR

A. Developaenis In Taxatlon

Before the Firat “‘orld ‘var, Lebanon, which covered
only the autonomous Mount [ebanon, had a simple tax systenm,
The chief taxes, aside frov cuatoms snd excise duties «
which were collected outsice its territory and went to the
Nttoman Governnent - were the niril land tax and the poll tax,

cr 1al a) atnak. The =nir! tax was based on the productivicy

of land assessed by an old system of measurement, Tn the
reat of the Cttoman fmpire, the chlef taxes, besides customs
duties were the tithe, the lana werke (a tax bassd on capltal
value of land)} the bulldlngs tax (& tax on sross rental value),
the tazastu’ tax (a senxl income vax), the ani-aal tax, tioe road
tax, and the monopoly taxes on tobacce ang salts., The Otto-
man monopolies of tobacco and salt did not apply to Mount
Lebanon. It had an Independent salt, dut no tobacco, «wonoe
poly.

In September 1920 the distriets of Reirut, Sidon,
Tripol!l and the Biqa'! were comtinad with Yount Lebanon to
fora the State of Oreater Lebanon. The Lebanese oonatitution
was declared in 1926 and the State of Oreatar Lebanon bacame
the l.ebanese Republic.

In March 1921, the Freanch High Commiassioner issued an

arréte which provided for the unification of all taxes and
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duties over the whole territory of the (Greater Ledanon on
the baslis of the legislation in force in the wWilayet of
Beirut. The process of unjfication was, however, very slow.
The buildings tax was the first to be unified, unification
taking place in 1922.

In 1923 the tamattu' tax and the road tax were extended
to the old Mount Lebanon, and the mal a] s'nak tax of Mount

Lebanon was abolished.}’ In 1926 auttes on alcohols and
liquors were also extanded to Mount Lebanon. In 1930 the
monopaly of tobacco, which was until that time i{n force in
parts of the Lebanese Republic with the sxception of Mount
Ledbanon, was abolished and replaced by the tobacco excise tax,
called the bandsercle, which was made 0 apply to all ths
Lebaness Republic. In 1933 a uniformm land tax was instituted;
while defore that date the land tax used in Mount Lebanon
differed complately from those used slsevhers. Again it was
not until Mareh 1938 that the salt monopoly was extended to
Mount Lebanon; and until December 1940 that fiacal stamps

duties were unifors in all the Lebanese torr:ltorlu.(a)

1, Ed Taxes

a. The tithe. This was a tax on the gross produce of

1. George Hakim, "Plscal System" in Economic Organisation

of g_x:l_a, ed,, Said B, Himadeh {Amerlican ss, Belirut,
s Pe 3.

2. Andre Tuenl, "The Budget and the Piscal System of Lebanon”

(in Arablic), lLes Conference du Censcle, Vol. IV, los. 5-6,
May 25, 1950, pp. 90, 91.
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alri lnndn.(l) Originally the rate of this tax, as its nane
implies, was 10 per cent, but during the latter part of the
nineteonth century it was increased to 12 1/2 per cent. ()

The grosa produce of land was determined sach year by
the adninistrative council of the district with the help of
techniesal assessors. The collection of the tithe was usually
carried out by the ‘farming' method. By this method the
right of collection in sach village wes auctioned separately
and the highest bidder was given the right to colleet the
tax from the peasants. Howsver, when the higheat bid fell
short of a minimum amount fixed by the adsiniastrative council
for the village as a unit, the tithe was collected by the
agents of the Covermment.

In 1925 the tiths was commutsd; the new tithe abolliahed
the farning systen and imposed a fixed tax on svery village
determined by the average of the tiths returns during the
previous four years, later in 1929 an smenduent was made to
the effect that villages can ask for a new asssssment of its

. OT'OPS,

b. The land 'Werko!'. This tax was a property tax
assessed on the capital wvalus of land. The value of lands
sub ject to this tax was determined dy a general valuation
made in 1903.(3) Though provision was made for the revision

1. Mir1 land is land in wvhich the right of use is in the hands
of Individuals, dbut the title is vested in the State.
{rna:i:ally all agrisultural land ocutside Mount Lebanon

s miri.

2. George Hakim, los, o6it., p. 3j6.

3. Aain Mouehawar, ¥otice sur les te st les taxes au Liban
{Imprimerie de St. .
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of the valuation svery five years, no revision has been made
since the originsl raluntion.(l) The rates of the land
twarko!' including surtaxes were as tollown:(z)

5.68 per thousand on the wvalue of lands that paid the
tithe or that were uncultivable.

5.83 per thousand on lands within the boundaries of
the city of Belrut.

14.75 per thousand on lands in the vicinity of Beirut,
that paid no tithe.

14.20 per thousand on land in the vicinity of Tripoli
and Sidon, that paid no tithe.

Bothe the tithe and the land 'Werko' were not applied
to the land of Mount Lebanon. Thers, a special land tax,
popularly called the 'miri' tax, was used. This tax was
bassd on the produstivity of land as assessed in 1861. The
productivity was measured in terms of tdirhemst*, and its
subdivisions, kiratas and habbas. For example, a piece of
land that produced one gintar of olive 0il was measured as
ons dirhas. The tax was an apportioned one. It was deter-
mined for each year by dividing the total amount of the tax
which the Govermment wishsd to collect by the number of
dirhams snlallcd.(J) The assesszent of the 'miri' tax has

never been revised.

1. Hakim, loo. eit., p. 355.
2. Kajnu'at sl gawenine (Colleotion of lLaws), p. 359.
3. Hakim, loc. oit., p. 397.
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In 1933 all taxes on land were abolished and replaced
by & "unified land tax™ applicabls to the eniire Lebanese
torritory. This tax wes in the fom of a tax contingent on
svery village, the asount of which was flxed by executive
decrees. The contingeat was fixed in Mount Lebanon at 85
per cent of its 'mirit returms in 1932, while in the rest
of the Lobanese Republio it was fixed at 75 per cent of the
tithe contingent (50 per cent of the silk tithe contingent)
plus ?S per cant of the land 'werko' returns in 1932.(1)

In 1939 the unified land tax was abolishad and in
1940 a new tax was establiasnsd., However, due to the insur-
nountable difficulty that was encountered in its application,
the "unified land tax" was reinstituted in 1942 with an
increase in the rltol.(z}

By the end of 1951 a modern land tax whioh bad been
lying in the drawers of the Parliament for several years,
was ratified, and ia to take effect beginning with 1953.

This new tax 1a disgussed in Chapterlv.

2. Buildings Tax

¥hen the buildings tax was unified in 1922, it was

nade 12 per cent of the gross rental value of all buildings,

and all lands used for commeroial or industrial pnrpouoa.(3)

1, Journal offieciel, July 8, 1933, Leglslative Decres No.
» Augus » 1933.

2. Tuani, op. cit., p. 91.

3. Majuutat al giwaninl, Legislative Decree No. 1481,
ugus s .



~aduction of 1000 Lebanese plasters of the rental vulue of
vroperty balongin: %o the sane owner or swners 1a the same
distrioct was nllowed before the application of the tax. The
rental value was fixed on the basliz of a d-claration ms.ue

by the Jroprietor. YNew bulldings were exempted for a period
of turse yesars.

The above bullding tax wus replacasd 1a 1358 Ly another
bulldin.s tex based upon tne rental velue 83 ussscased by tax
commiasiona.{1} In 1345 the tax was revised mnd lis daals
became the wotusl inatead of the asswssed rent, -»nd tie rate
#a3 made 3 1/3 per cent of tne actuakl rest. Tuils tax 13
dlsoussed lator.(g)

3. The Tamattu! Tax

(3}

The tamattu' tax was a non~lnglusive, semi-personal,
and rough inocome tax. It was levied only un goamerclal and
industrial enterprises snd profeasiosnsl and salaried peovle.
Incomes from movable property - llke stocks, bonds, and
wortzages ~ and income from asrliculture were not taxed. In-
comes from lmmovable property, subject to other texsa, like
land and bulldings were slao not made subject to the tax,
pesides, the tomattu' tax was levied oi: separ:te incomes, ao
that a perion who had two ocoupations pald a tax on sach
occupation apart.

Furtnermore, the tax was levied in nost ceses on rough

1. Journal Officiel, Lacember 31, 1333, Lew ol lecesnbor 15,
1935, '

2. 3ae Lbapterlv,

3. Jeseription of this tax 1s taken from Hakin, loc. oit.,
p. 367. —



but gsonvenlient, icdlcas of liacome; waly 1la the case of
sularies und wa_ea and lncome of publlc atilities, setuml
Income was taxed. Pixed taxo3 wore levied on professionals
witia no place of business, sucih a3 doctors wourking at hLHome.
Tze indices of income and the rate of the tax differed with
tine «ind of buslness. Tne maln indices uszed wers the raat
of the place of the business, tihe number «f peosls amploved
and the meuns of transportution used. The rate s Loamatial
bagad on sotual ifincome was 5 psr cent or publicwllitles
and 4 per cent for salary and penalon rezalversa, Por ihe
latter the firot L.L.5. O0U wers sxempted. Jovernasni emp-~
loyeas, teacaers, day laborers, artists ana authors 2:ic.
wore, nowever, totally aexempled from ths tamabtiut'. Ia 1344
the taanattu' was adbollshed and replicad by a naew lancoms tax,
"his tax i3 discussed in Chapter IH.

4. Hxclse fmtles

The maln exclie dutles appllsd in Labhanon are the
tabacco exolae {or returns of tobacco :monopoly), the rsturns
2f 3ualt wonopoly, the tax on laflammables, und the tax on

alcohola and liguors.

a. Ths Tobacco donopoly. The tobacco industry waa

orizinelly made a monoyoly by the Turklish Zovernment 1In
1374.%1)  The revenues from thls monopoly togsther with
sevaral others wers concedesd to the ttoman l.ebdt administra-

tion in 18381; wmad in 1934 tidls concesslon wus lesszed sut to

i. Tuenl, op. sit., ». 96,



a company, The Re ;1a lo-~interesace des Tobac3¢{1} it wans
aot until 132€ - anen thne sgreement Lo rorard to tine dis-
trioution of the Jttoman fublic Jebt was concluded - cuat
the rent was pald over to the dilfferent itatss {inclu.iing
Lebanon) which formed the Cttoman “mplre, in accordance wits
thelr azaessed share:. In 1330, after the expniration of the
Jazie convaenbion, the banderole oxclse Jduty was lnatituted
in Lebanon and ayria.(23 The rate of tala duty waa 25 per
genit. Later the duty on cigarettes was .raduated socording
tc the retail price of the standard pacua_e. This sroiuatlion
amounted to &n sdvelores duty ol 20 to 40 per cen:. Tie rate
of the duty on clgars and ttambax' was mede 40 and 25 ser
cent advalorenm respeotivaly.(a}

In 1335 the banderole aystam was abclished and the
tobacco aonopoly reinstituted. This monopoly 1s diacusaad
latar.

b. The 3alt iHonopoly. Aa In the dasze of the tobacco

monopoly, the adminiatration of the sall monopnoly was turned
over to the Lebanese Jovernment in 1925.‘4) gount Lebanon

remained, however, outside the scope of this monogoly until

l. Hakim, loec, ¢ilt., p. 376, The revenues conseded to Line
sttoman Fubllc Lebt Administration were: Tobasco monojoly,
salt monopoly, stamp dutlea, dutles on fishinz, dutles
on liquors, the silk tithe and a cugstom surtax, Tueni,
op., ¢it., po. 94-95.

2. Hakim, loc. cit., p. 376,
3. Ibid., p. I77.
4. Tueni, oo, cit., 5. 96,



{1}
1956.‘1 In 1329 tune sellling prlce of salt was [ixed at

(2
J.675 plasters per Rilogram;'“)

in 1344 the Hrice bocune
20 plasters per xilograzx aud Ll 1544 30 plasters per klio-
gram.(J} Thease selling prices were few Limas e3 :aauch as lhe
03t price.

In 1952 the salt monopoly was abollshed gnd & tax on

tha i{aport and axtraction of salt was 1mpoaad.<4)

¢. Tax on infllamnablas. The axelass Lax on benzine

£

was lnstituted to replacs ths bamattu' on automoblilaes,'
Jriginally, Lne rate of toe tax waas 2,50 plasters per litaer,
Dubl wa3 increased later. In 1941 an axciae tax on Kerosens,
383 01l and fuel 0ll was institutec. The rates of thila tax
ware 2,30, 1, and 50 plasters per Kilo reapactivaly. In
1347 the tax un gas oil and fuel oll was abolighed and the
sovernment empowsred #1in the rl it to reavise tiie tax rates
on inflasumables. (%)

d, Duties on Alconols mad liguors, Thess dutlies

wnlenh were applled in all parts of Labanon axoapt Xount

¢
Labasion were extendad to Hount Lebanon in 1926.‘7} Thesas

—

1. Tueni, OB clt., ». 96,

2. Hakim, loc. cit., p. 379,

3. Amin Fouchawapy, 2reclis de Leglislation Plscale Libanelse
{Iupremerie 3t. ruul, H&rlsaa, Liban, 1949) p. 107,

4. The Lebanesc Budget Law of 1552, articles 13 and 1J.

o. 8klam, loc. cit., p. 3735,

6, dajmu'atl al Cawanine, Laws of Jsnuary 3u, 1la47.

7. Tueni, op. olt., p. 97.



taxes are levied on produsiion ana 9319.{1’ The rate for
sroduction of alcohol was firat 14,7625 plasters ser kilo,
whila the rate for liguors other than wine wsas a proportional
tax of 3¢ per cent of tne nmarket value; for wine it waa 15
par cent. 3Shopa that sell liguors have besn subject to a

tax levied as & zarcentare of (he rent »f the sho), verylng
acsordin> to the catejory of the shop. Tn 1933 Imported
1iguors and slcohol wers 8l3o mada sublect to the tax., =“ince
that date the rateos of the tax were subject to seversl changes,
The nressnt situatlion is idlscussed In Chapyter V17,

5. Customs utles,

marins the Turkish Hocime the cupltulatio ns srevented
the Turkish Government from adopting a tarifl policy favorable
to the sconomic development of the Turkish Fmpire. Customs
dutiea were allowad only for fiscal purnoses, The rate
allowad in 1308, which continued until the settilements fol-
lowing the iirst ¥orld i sr, was 3 per zent advalorem on all
iaportoed goods. The post-war sstitlemsnts abolished the
capitulations, but article 18 of the sndate impoaed on the
dandatory 2owers over tne states dstached from tha Tuprikish
Tmnlre the oblization that there sznould ba no discriamination
as2inast goods origlnatin:g in or destined Lo any of the members
of the League of Jutifons. BSub subject to this lixftation
oath mandacted tarritory ocould on the advice of the Mandatory
iap03¢ customs dutles as they saw [it., Accordlingsly, tariff

rates were lncreaissd, troush the alm of the Llnorsase was

1. daxim, loc. cit., p. 330.



wll-

untll 1326 fiscal with little or no jrotectlion to induairy
or ajgriculture.

The tariff was divided into turee sets of ratas: ihe
normal schedules, the maximum scheduls and the conventiosaal
rates, The nomal schedule was applied to the members o Liae
League of Hatlons. The maximum schedule, the retas of whigh
were la general twlce the norsal rates, was epplied o non-
membars, Ilhe conventionsl rates which diflsred witn tse
sountry concernoed were gpplied to adioiniapg ststes. The
sreat majority of tihe ltems of tae normul aschadule 281l an
advalorem duty of 25 per cenlt, walle tine rexainin. itens with
lfow axcestions pald & Jduty of 11 per ceat,

The elsven per cent duty was applied In renaral to
nacasslties such as cereals, foods, fruits, anizal sroductay
rates higher than 25 per cent wers agplled to czertzin z2.-ri-~
cultural and Industrial oroducts that were loecslly oroduced
in adequate quantities. Raw materlala necemssary for local
industriea and ecapltal roods wore exempted, oince tha laast
wapr tarirf rates [or protection have been incressed consider-
ably and the scope of exempiicn hes been widened.

During the x~andste regime, there was a customs union
between Lebaneon and Syria. Customs recsipts were oaid to the
“Administration of Common Interests”™ run by the Frensh iHish
Coamission, and were used in paymant for numernous services
of ¢ommon interests té Lebanon and Zypls. Jince lnde.endence,
13435, the adsinistrution of common Interssts wuas pbpurued over

to the natlonal Governments of Lebanon and Syria. The dif-
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ferent scumon services were shortly sftoer 1543 ilvlided, leaving
in comrion adminlatration, the custeirs, control of the rail-
rogds end control of the tobac;o mono»oly, The Custoums "nlon
was abolished in karch 1950, The »resent conditicn of the

Custorma Cutlies is ilacusaed In Chajter VI,

o oy

Comparison betwsen publle budzeta hefore the indepen-~
denco of Lebanon in 1345 {3 made difflcult by two maln fastors,
irat the fact that Lebanon was united with Syris In aseveral
i1}

sarvices of comuon {nterest, wi;ich bad a seperate budret,

known s8 the 'Compte de Jeatien des .ervices d'Inter#t Cummun’
Into this Buldget offCommon interests went the revemue from
customa duties, powder monopoly, dues from concerafions and
miscellaneous receipts. From these roavenues were pald
exponses on comson economic and soclal services and malntenance
of the Special Troops of the Levant. Surpluses of the 3Budzet
of Common Intervsts were partly used to assist the scdparste
budrgets of the atute§s. The second difficulty of compsrison
1s the larze fluctuation in the wvalue of the local curroncy
which followed the fluctuation of tie French frsnc, and which
mokos Lhe growth of revenue and expenditure largely nominal.
Recauss of these dAiffiocuities, it hus been found more
appropriate to linit comparison to the period aince indspendence.
Table I shows the growth In totals of classes, and zrand totals,

of public receipts and exponditures in the ordinary Pud;et

sincy 1344,

ie
These commen interests wmere administered by the French

litgh Comual ssion.
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Aetual receipts, excludi.g withdrawals from t:i9 ilegserve
Account, nave ilncresaed from adout 33 million Lebanese poun.ds
In 1944 to about 33 million pouncs in 1350, while actual
expenditures have inereaded from 27.7 millionj to 34.5 milliong,
The laryes increase ln total recaipyts haves heen due chiefly to
increase in direoct taxes resulting meinly from the institution
and development of the Ilncome tax and the grest incresse 1n
revenue [rom customs and sxcise duties on combustibles result-
in;, malnly from the inereass in imports since the war and
rise ln the oconsumption of bdenzine.

The zrowth in public expenditure has been Jdue to many
factors, Chiefl among them were: increasse in public works;
increase in public instruotlion, agricultural and heslth
services; the creation and development of the Ministries
of Foreign Aflalrs and of Defence; inorease in pensions,
and sinoe 1349 payment of instalmants of debt to France
resuliing from purchase of Prench property; and the sxtra-
vaganco and waste dus to poor administration and the tempta-
tion of budget surpluses.

ouring the period 1344 to 1950, such surplusea amounted
to about 169 million Lebanese pounds, of which about 31
millions have been used for additional sppropriations to
the Budget. ilost of the reaaining amount together with
some withdrawals from other sources have been placed in

a special fund cslled the Developmental #orks ?und,(l)‘nd

1. 3uma placed Iln the Levelopmental Morks Fund aince its
institution (1944) amocunted, at the end of 1352 to sbout
108.2 million Lebanese pounds, of whieh 35,5 millionsa
ware taxken from the Reaerve Account, The remaining 22.7
milllions were taken from the following sources: 8,5
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{l}. “ovament 1In

usad In undeprtexing devalopmental >rojecta
tne HReserve iccount during the yaars 1li45-1351 are shown
in Table II.

In addition %o the Urdinary Budset, thers are apecial
budsets for the Jirectorate of Bupply,(z}tha Tela2izone
Service, tha National Lottery, tne Commlasssrlat of Tourisam,
and the Customs adminiatration., The budgets for thase
services are not available for most of the years under
consideratlion. Thelr estimated receiptas snd sxpenditures
for the year 1352 are snown ln Chapter II Tuble VI and
Chapter VII Table VI respectively.

Besldesa, a speclal account was opened for expenditures
in connaction with the UNE3CO conference in 1943¢%' and
another for sxpenditures in connection with the war in

Palestino.(41 For expenditures i{n respect to the UNWUCH

conference 3,5 million Lebanese pounds weres appropriasted

Ifrom the raceipt of the Customs Adminiltrntion.(aj dowsver,

millions from receipts from the "Interdts Communy, ¢.2
millions {rom receipts from the War Profits Tax - levied
during the war, 1.5 million from the revenus of the
National Lottery, and 3,5 millions from the Trsasury,

as a loan to ba repald from the proceeds of sale of the
0ld Alrport of Beirut. (See Laws of April 5, 144, of
Oetober 5, 1344, of June 27, 1349, and of iderch 27, 1950).

l, 3ee Chapter VII, Table VII.

2. The Department of 3upply was until 1945 an indspendent
Hinistry; 1n 1946 it was combined with the Ministry of
Natlional Fconomy; since then it became financially
autonomous.

3. Law of darch 10, 1943,

4. Law of Xay 11, 1948.

5. Law of Maroh 10, and Law of December 21, 1943.
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the expenditures on this canference lncluding the coat of

the hall bullt lor the purgose smountsd cto about 4 million
pounds. Ihe deflcit amsunting to hall a amaillion was tom-
porarily covered by treasury loans.
Table I1I
dovements in the Reserve Account
1943 - 13561
‘ear plus Recelpts  ¥ithdrewals Althdrewals Balance et

rardod allow- Budgzsvary

fop Addition~- of sppropria- the tiliae of

1d Tfor Clos~  3urpluses) al apprepria- tlons to the closing
.0« &ceount tions to Budget Cevelopmentsal accounts
#orks Fund
1943 7,807,642 2,413,336 5,572,485 3,692,368
1944 135,316,357 142,342 950,000 17,816,981
1345 23,875,398 5,962,041 10,035,630 37,597,408
1346 27,162,019 5,240,107 20,369,542 23,649,773
1347 4,117,543 16,851,532 - 53,915,739
1943 23,425,326 14,753,231 18,500,900 44,102,384
194¢ 25,59C,774 21,625,652 ¥,000,000 35,068,006
1850 17,287,296 18,491,882 19,590,000 13,273,420
1961 32,997,383 17,741,353 - 33,829,320
Totals 209,579,413 101,207,681 84,012,652
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For tne purpose of meetin, the extraordinary expenditure
of the faloatine wur the uUovernment impoased temporsry sur-

taxes on private cars, on cement consumption, and on tnocomes

belonging to the first and taird catesory of the inocome tax.
How taxes were also temporarily ixmposeld on communicatlions
and on products llstributed oy the Jlrectorate of Supply.{l’
Recelpis froa all theae taxes amounted to avout 6.5 milllion
Lebaness pounds. The expendltures lncuﬂtd on the Palestine
¥ar and ita consequencea amounted, Lhiowever, t0 mbout twice
this amount., Half a million of the defiocit was covered

by asslstsnce contrihutions. The remalning deficit amount-
ing to about & milllon pounds,covered temporarlly by
Treasury loans, is expected to be paid from withdrawals

from the Reserve Acgcount.

Recelipts and expenditures of municipalities of

important towns aince 1947 are shown in Tabls ITI.

1. Law of 4ay 1l, 1948,



Tabhle III

Xunicipal Budgets of Towuns, Seats of vcasast (1)
(In thousand Lebanese pounds)

Reeeslptes

Estinates
Town 1947 1948 1949 1950 1951 1952
Beirut 8,909 10,044 14,431 8,801 9,693 9,992
Tripoll 1,463 1,620 1,687 1,846 - 1,543
Anioun 12 13 10 11 18 20
Halba 13 15 1y 19 21 25
Ba troun 15 1) 15 11 16 18
Zghorta 27 69 324 195 7 76
Baabda 2h 3 - - 55 55
Bourge Hamoud 298 375 L35 364 527 587
Beit-d-Dine 8 7 7 3 é 5
D Jounieh 111 59 54 16 Ll W7
Aley 202 2871 263 208 275 304
Salda 2l 200 198 802 - 400
Sour T 89 6l 93 87 92
Mar jayoun 45 56 50 bk 93 93
D jessine 17 19 19 14 29 3
Zahle 201 273 197 221 279 317
Baslbeok 100 106 95 93 17Tl 191
Rachays 34 26 2s 19 31 26
Hermel [ 7 5 5 19 17

1. Pigures for 1947 and 1948 are taken from the Recusil des
Statistiques rales, 1947-1 (Ministers de 1'Roononmie

.
the Bull

(x

gures Tor 1949-1952 are taken from

y P

Statistique Trimestriel, first quarter 1952,

® ligoonomie Intinnalos, P 39.



- 20 -

Table III (Contlnued)

Fxpendltures

Town 1947 1948 1949 1950 19];; qu;;SZ
Beirut 7,783 9,090 15,00} 8,966 9,693 9,992
Tripoll 1,344 1,396 1,709 1,676 - 1,543
Amioun 11 11 10 10 18 20
Halba ] 8 6 9 21 25
Batroun 1y 10 15 9 16 18
Zghorta 22 48 32k 183 77 76
Baabda 17 19 - - s5 55
Bourge Hamoud 187 139 320 172 527 587
Beit-d-Dine 6 6 7 3 6 5
Djounieh 85 32 53 16 Lhy 47
Aley 176 220 250 200 275 309
Salda 217 189 167 795 - 400
Sour 36 4o 36 ua 87 92
Mar jayoun 19 38 I 29 93 93
DJjessine 12 13 19 13 29 33
Zahle 169 237 170 202 279 317
Baalbeok 96 101 95 81 N 191
Rachaya 19 7 17 10 3 26

Hermel 4 S S s 19 17
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Chapter II

ACTUAL PUSLIC RFVENDZ IN 1950 ARD
BUDGFTARY ESTIMATZES FPOR 1951 AND 1952

Sovernnent classification of publio revenus is not
very sound (See Table I), No dlstinetion 1s made batween
public revenue and public receipts. Sales proceeds of im-

. movable and movable property are grouped together with the
revenues frou public domain. Simlilarly, no accurate distine~
tion is nade between tax snd non-tax revenues., Two kinds of
fees for services rendered, namely notary public faes and
eourt fees are grouped together with exciss and custona
duties under the heading Indirect Taxes and Dutles, while

the duties on armsenents and gaxbling are grouped togsther
with lioence feos, fees for services rendered, and other
receipts such as royslties, fines, interest on funds, ete.,
under the heading of Miscellanesous Receipta. It has been
found, therefore, neceasary, in diascussing ths public revenue
of the country, to use a differsnt classification than that
used in the Ledbaness Budget,

Broadly speaking the public revenue in Lebanon may be
divided into two main categories: tax revenuss and non-tax
revenues. Tax revenues are by far the more significant. In
1950 they amounted to 88 per cent of total revenus; and
their budgetary estimatea in 1951 and 1952 amounted to 86
per cant of total revenus,
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Table T

Audllc dacelpnts In tha Lehanese 3udget for 1352
{in Lebanesse poundis)

Jart I

Jirect Taxes and -izilar .Jutles

¥inds of Revenue Fatinaten
Building’ tu o e B kAR R e kS R EAE N R 3'9"‘}0,9’3‘3
L&nd b . G&O,?C?
Incom‘ t‘x B N RSPt R TR RN AR S A AR ll,?ﬁQ,OOO
Animﬂl LABX svevnrranrrrotesesnisoneansraren -

Radlo TOCeivers LBX ,vavvcassrsnacscrasascss 350’000
Private venicles aAX ......oieensvsvascenn 59,332
Fareﬂt VAX cveresossraasssonsacssaavannasna 40,}00

iuccession and GLfL T8X ceeevvsceennvevans 2,000,500

Total Qf P&I’t I LI L B 17, \33':‘, 3‘5;

Part II

indirect Taxes snd -uties

alnds of Hdevsnue Estinates
Duties on inflawnables c..ieeccccasacsnnsse 13,500,000
'Court roas [ I I IR I R I Y BN DN I RN R I I BRI B BB U R ORE I RN B R R R ] ‘325"}00
'Hoh"ial r‘@' LI B BCEE B B B B B B RO B BN Y IR R SR R B 175’000

outles on land re;lstration ..vvviererres  @,3504,30C
.Stamp Aubies ... vt ittt sttt sarannne 3.3@0,00C
mtl" on llwors 48 e & SRR EE YRS 600’000
WY ON 881L coiiiiiererera o esannaa 501,000
Suty on tobacco and Lambae ..cveeensvaaaes 15,502,000
mty on cem.nt LR B L BN BN O B N B I IE B L R AR BN B L N B R A 1’40"3’000
L wustoma Eptioa AARAAAEEEANERE AR AN X X 25,000,3&0

Total of Part II ....., 61,573,300

Part III
Recelpta from Public Domains

Kinds of Revenue Fatimates
Sales of movable Droperty .esvsevsccocesas 166,000
Revenue from public domain (exoeluding forests) 400,000
Revenue ol fOroSis cicrcroscsccsseorsone 59;0&0

36les of lands .ccieevvvv-esccrensescosves Ly250,000




rart IV
Recalipta from Public Sntardrisas

Kinds of Revsnuo

Revenue L[rom PO3BUS ceevvrssccnssinens srenma
fieveornia from Lelosraphld cvessssvascavnosrvs
Revanuio Lrom official publicatlions .......
Revenue from explosived HONOPUlY sccvseses

&stggﬁpgg

1,825,
1,460;&&0
32,0507

63,300

FGC

Total of Part

I"" -w e re

3,350, .3

rart V
¥iacellanecus Revenues

Xlnds of Revenue

vliscount for ponaions ..cvevvevscnnn tessens
lecalpt from hospitals .cocvenevass
?ort du’a * 8 & % 4 BV EFF R R BE
Import licenco £08S .cvseveostcecrencesnnes
Pines and forfaltures ..c.ccov.tes 1vavnasns
foyulties from the dank of ayria and

L'bmon L 20 BN BN B B RE BN NN BE BE B BN N BN BN NN CBE Y N BE RN BN BE BN N BN BN B B BN Y )
Interest on funds ecessevesssscvssanss
Jutles on zamblling and anusement
Road clrbalation fens FPHEBERTREEDP AN R LEEBAE DD S
2ublic securily a3 csvisecrvissernsnnans
\:on’mr rﬁﬂs S H* ¢S R BN IR ESENT D RS R
Receipts from the Office of Fxchange .....
Recelipts from quarantinesd saveecesen..
Reacelpts from concassieonary corpanies ....
Royaltles from petroleun companios .cvievee
Alrporta feoes ....vecrus-

L N N

PR EA Y ARy

LB BN BN BE BN BN BN

LN 2 I

L BN I N B NN B N R O B BN BN NN B B AR )

Fatlnoates

lgaalqub

l,Oﬁp,JJ»

~

4:;, Vs
1,908,00C
25,500
130,200
B0, COG
2, 000,300
900,000

Sund-rl “cﬂilt‘ l_.:‘..0.II__I‘_‘_U:‘...'l.l...l’l.l! “"500)0\3;
Total of 2art ¥ soceves 9,560,000
part VI

Hecelpts in Attenuation of Expenditures

Klnda of Revenue

Racelpts from munielpalltios ....civevveee

Qther recalpta in attenuction of expendltures

Ratimnggg

2@,0?3
75,006

Total of Part VI .eses

30,000



-2l -

Summary

Total
Direct Taxes and Similar Duties ........... 17,990,000
Indirect Taxes and Duties ..c..civvcesre-ce 61,500,000
Receipts from Publie Domains Z............. 1,800,000
Receipts from Public Interprises .......... 3,305,000
M130011ANE0US ROVONUGB.esesvercrcscarsoncess 3,560,000

Receipts in Attenuation of Z=xpenditures ... 95,000

Grand Total 94,250,000

Tax revenues have been diviced, as in the budget,
into two heads - direct taxes and indirect taxes. XNon-
tax revenues have besn divided into three heada: fees,

public enterprises and domain, and other receipts.
A. Tax Revenus

l. Direct Taxes

Direct taxes include the buildings tax, the land
tax, the income tax, the radio receivers' tax, the private
vehicles tax, the foreats tax, and the $vccessiow and

gifes tnx.(ll The fiscal importance of these taxes put

1. The succession and gért tax has been applied only since
the beginning of 1952. Before this year there was among
direct taxes an animal tax, called the Agnam tax, which
has been adbolished.
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together is very small as compared with indirect taxes.
This may he atiributed to four main causes. FPFirst, the
land tax is insignificant, due partly to the fact that no
assessaent has been made sines 1903, and partly to the
sxceedingly poor eollection. Secondly, the income tax is
4 tax on separate inocomes, whloh decreasss considerably
the benafit of progressive ineoms taxation. Thirdly, the
rates of the inceme tax are not progressive enough at the
higher brackets. Fourthly, evasion of the income tax is
very oconsiderable, dus malnly to incompetency of tax as-
sessora. In 1950 setual receipts from direct taxes amounted
to 20.5 per cent of tax revenus and 18.1 per cent of total
revenus. Their budgetary estimates asounted in 1951 and
1952 to 21.3 and 22.6 per cent of tax revehue and to 18.2
and 19.4 per cent of total revenue respectively.

The fisoal importancs of direct taxes is expected so
incresss somewhat when the new land tax already enacted 1is
put into operation and whan the collection of the new
inheritance and gift tax beeomes well organized. Aotual
receipts from each one of the direct taxes cduring 1950
and estimates for 1951 and 1952, and their fiseal import-
ance -~ expressed ss a percentage of tax revenue and of
total revernie - are shown in Table IIX.



FC6T N9t2e oro'0h6°IT MZUol lZ°t2 00C°SZT’91 lotRT 0502 olh*<so’st v30k
S1*2 252 0000002 - - - - - - reg
1318 pue
_ uocijeesdong
00 S0°0 000°‘0hH 90°0 LO°0 000°05 S0°0 90°0 sle'h x
290204
20°T 02°t 000°0S6 TL°c 298°0 000°S29 16°0 o't ofio‘o9l xey seToq
-~0A B3WATEY
ge°o Mo o00'os€ e*e  of'o 000'oof 620 ™Mo ghstize ey
SJI0A 0D
=32 OTpwH
- - - g0 950 o00'sZh st o 19°0 T00°9LE xwy
Touiuy
o 1t W9 €Y 000‘CN0IT 00°CT LY’ST 000°00S°TT  €T°2T 9L°€1 125°901'OI guuau
[] @ u
o ol'o  29°0 000°059 0 2070 000°529 08°0  16°0 908999 uuua
14Y]
' £2°¢  LL-€ o000‘c00'Y HeZz  €NCC o00'009'2 hee¢ ALY 0€'gLL 2 v
_ sugping
anu anu Al 3 | onu anu *T+qe anu enu ol & - [ s
=0ADS =S AGd ug - DASE =0ASI uy -0 50.J Lol J. X Iy . uy Xxel
%1012 e L1 Tunony 1?3104 x93 Junmomy 9103 X9, Jonowy
Jo ¥ Jo % Jo_ % 3o % 2 Jo ¥
BI1BUIII6. AANI0D P0G SR RN ALl 83pnd SENURADY T¥noVv
2961 1661 0661
2967 - 0861

gOXW] 100X JO ecuwjaode] TeoRTd

II *1qey



- 2 r‘, -

2. Indlrect Taxea.

indirect taxes jlay thae moat faportant purt in

the »ublic {inance of Leosaon., #&nd The commodliiies taxed
are largeiy necesslitles, Whishreflects the ocuphasia lali
on tax yleld with little or no regard to the unfavorasls
afTect on coat of Lliving and diastrivution of Iincome. The
very high taxea on inflammables (kerosens, benz!ne, etc.)
salt and tobacco provide a good lllustration of thia sollcey.
In 1350 indirect taxes accounted for 73,5 per cent of the
tax revenus &nd TG.1 per cent of total revenue; and accord-
ing to the budgelary eatimates of 1981 and 13552 they account
for nearly the swrs parcenia;es. These parcentsagss would
have been 2 little aigher ned tue cusitonms dutlez recelpts
fisured 1o the ordlpary budget at toelr groas value i.s,
without deducting edmlnistration expenses of the Customs
sdministration,

Actusl receipts {rom the different indlrect taxas
and thelir lmportance axpressed ss percentase of tasl revenue
and of total revsnue for the year 1350 and estimatas [or
1951 and 1352 are shown in Table III. Cuatoms dutles rank
Lirat, followed by tobacco duty and tox on Inflarmiavles.
The three together form about 56 per cent of total

revsaue.
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3. Jon~Tax evenues

1. Fees. Ihe total collaction of revenue from
service and liconce faea amounted in 1380 to 23.3 per
cent of non-tax revenue and to 3.3 pear cent of total
revenue. The verious ltems under this healin: are showrn
in Table IV.

2. Publie ¥nterorlises and .omelin. Revendas Iros

public snterprise2 as given in the buicels, are :roas.
wxpenditure on post and telesraph appear tosther under
expenditures of the MHinistry of Poit and Teleyraph; ex-
penditure on official publlicatl~-ns are included with those
of the ¥inistry of Justige; expenditure on explosives are
included with thoss of the Ninistry of the Interior. The
most important public enterprisea are those of tihs sost
and talezraph., ¥Het income Crom these amounted in 135G to
211,436 Lebanese pounda., Hevenue from forests and other
publlc domain, though are probably not much reduced by
expenditures, are small since the Lebanon is very oor in
public domain., Table V shows the revenues of the dirferant
1teria included 1n the ordinary 3udjet un.er Public Fnter-

prises and Somaln.
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A3 nas already bheen stated the Telephone ervice, the

National Lottery and the .lrectorate of Supply have

saparate budgzets., The estimated receipta of these enter-

prises for 1352 are shown, tozethar with the receipts side

of the other special budgets in Table VI,

Table VI

Receipt Eatimsates in the Speclal Budgets
1952
{In thousand Lebanese pounds)

Sugply LI O B BE BN O BN B B BN BN BN BN N S L BN N BN N IR IR B B BN LN B B B R B N BN BN N BN N N NN BN A NN NN

3ales ................-Qll:;..-lz.ﬂoo
sugar snd confectionsary taxd. 3,425

Receipts from inflszmable tax{2 1,000
H{8collanNooUs scrvnnccrasscons 220

Tﬂl‘?hone S.MQ. LR O N O BE BE BN BN BN BN L BN BE R NN N RN NS R RN O L L BB BB BN N NN B NN N

z=atablishment section sevevvocticvscsasens 3,800
dithdrawala froam exploitation

recelpls ..rcovstversrravrens 300
#lthdrawals from reiserve for
d'prQOiﬂtian sesssensaEseses 100

¥ithdrawals from reserve a/c . 100
Contribution of others ....... 450
M190el1lanBous csccecsssssccvene §0
LOBN IS .wcssrvvasarsesnssssesntsne 2‘590

Exploitation 36cbion .ecaveesscrnncrsscrne 3,880
Ordinary receiptas ....ces¢004. 3,500
Other recelpls civsvecanvsceas S¢

16,645

7,080

———

1. The rate of this tax 1s 10 pilassters per kilo of brown sugar;
2C plasters per kilo of white augar; 50 pilasters per kilo

of confectionaries.

2, The inflammables tax collected for the Bupply department
over and above the Flacal and municipal tax is 1,60 piasters

per liter of kerosens and 0.50 per liter of bensine.
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Table VI {Continued
Cmsmigt Qf Tmm E I R E R E R R R R R R T
Recelpts from Customs
Admin!lstration sseesvessen 2'650
Recelpts from ki Llifts .... 25
x‘tional Lott‘n LRE B BN BN IR N B BN BN B BE BN R B BN BN BN BRI RE AF BN NN BN EE BN RN O BN BB AN N
3ales of Lotiery tickets ... 4,000
DEher recaipls cieerseronves 10
Customs AInIstratian .cnceceessrcecestcrcsncasoncansse

Irdinary Customs recelpts .. 30,850

Hiscellaneous sececavecsonse 152 _ T
L 31,000/
Less appropriation ~—
to the ordinary budget ..... 23,000
to the budget of Commissariat
wrourim 4B 0 F ra g sw s e 2’“0
Other appropriations ....... 80
25,700
TOTAL

2,678

4,010

36,680

3. Qther Revenues. Under this huzd.lng ares grouped
all revesnucs shich 4o not fall under any of the foregoing
headings. Table VII shows the fiscal importance of each

of these revenues in 1550-1952.

Besides the different sources aof public revenues

shown in this chapler there are some other regeipts from
the sales of publio domains and from withdrawels from
ressrves. The amount of these receipts in the last three

yours are shown in Table VIII.
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Table VIII

Receipts from 3alss of Public Property
and from Withdrawals from Reserves

1950 - 1952
1950 1951 1952
Ttem Aetual Resceipts DBudgetary ¥sti- Dudgetary Rati-
nates nates
Reoelpts from
sales of lands 4,840 LieL.1,000,000 L.L.1,250,000
Receipts from sales
of movable property 67,057 10,000 100,000
vithdrawvels from
reserves 18,491,882 - -
TOTAL 18,563,779 1,010,000 1,350,000

No ;ntmn.l or external public debts hl.'.. been con-
tracted by the Lebanese (Jovermment sxcept the debt resulting
from the purchase of some imzmovadbls properiy from the Prench
suthorities in 1948, amounting to Leb.L.20,000,000, the
debt resulting from the purchass of the Nakeura-Tripoll
Railroad, amounting to Leb.L.5,000,000 and that resulting
from replenishing the Lebanese paper meney cover following
the devaluation of the Prench franc., This last debt amounted
to Leb.L.58,732,000 to be redemmed by yearly installments
for a period of 33 rnr-.u)

1. Ses p. 108.
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Chapter [T

THE INCOMT TAX

A. eneral Features

The incoms tax was established In December 1344 to

replace the old Tanattu' tax. It is levied on all incoses
except those [rom bulldings and land which are subject to the
Bulldings Tax and the Land Tax respeotively. The incomea

sub ject to the Income Tax are divided into three categoriass:
incomes from Ilndustrial, commercial and non-commercisl enter-
prises; {incomes from salarles, wages and psnalons; and in-
comes from movable c¢apltal including intereat and dividends
of all sorts.

Each of these categories 1s taxed separsately. Receivers
of income of the first two oategorises are allowed an exemption
conaidered as a nininum subsistence. Two seta of progressive
rates are spplied to the first category, one on incomes derived
froa conmeroial and industrial snterprises and one on incomes
derived from professions, handicorafts and other enterprises;
and one set of progressive rates i3 applied to the second
category. To the third category a unifora proportional rate
is applied. Recelpts I'rom the Income tax anounted in 1950
to Leb.L.10,106,521. This amount represents 13.89 of tax
revenue and 12.1% of total revsaue.

B. Teax on the Profits of Tndustrial, Commercial and Non-
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Cormerclal Fnterprises.

This tax is levied on all incomes derived in Lebanon
fron commerclal, industrial, handicrafts, professional, or
any other enterprise that is not subject to another category
of the inconme tax. (1) e following income recepients are
ex.mptod:(z)

a, Nducational inatltutiona;

b. Hospitals and relief institutions supporied or alded
by the State or ﬁublic institutions, or philanthroplc
socletlea, provided they receive patients free of
charge;

¢. Private sanatoriuma and mental dissase hosplitals;

a., Consumers cooperatives, agricultural syndicates and
cooperatives, that do not have & commerclal purpose;

e, Agriculturists who sell their own land or catitle
produce, provided such produce 18 not exposed in
stle atores.

1. Basis

The taxable income of all enterprises subject to the tax
{2 either the actual net profit or the estimated net prorit.
The following categories of enterprises are compulsorily taxed
on the basis of their actual net profits as shown in thsir
balance sheet and income statementa:{3)

&, Corporations, partnerships whether f'collective' or

'comxmandlte!, and cooperatives subjesct to the tax.

1, Ministry of Finance, Majmu'et Nuaouce ad Dara'id al Mubes-
sharet, The Income TaX éﬁu, articles 2 and 3.

2. 1bid., article 5,
3. Ibid., article 1i.
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b. Branches of forelign coapaniss in Lebanon.
¢. Industrial firas with the exception of handicrafts,.
d. Banks, bankers and persons undertaking discount

aperations.

e. Tnporters, exporters, wholesale or seni-wholesale
serchants, commission merchants, agents of nanufac-
turers or commercial houses, transport coapanies
and agents of such companies.

f. Retalilers that employ aore than four persons.

g. Drugs and chemicals ware~houses.

h. Exploiters of gambling olubs and houaes.

1. Exploiters of first and second clasa hotels.

J. Exploiters of theaters and cinemas in the clties of
Beirut, Tripoli, Zahleh, and Aley.

k. Printing preases anc publishers.

l. Grinding =mills, not run by water or wind, in Beirut
and Tripoll.

Nther categories of antorpriaaa; except insurance con-
cerna,(l) may also, upon their request, be taxed on the
basis of actual net profit,

By actual net profit 1s seant the total returna subjeot
to the category of the income tax minus all charges &nd ex-
penses necessary for the running of the bulinssl.(a} The

following expsnses are not doducttblo:(J)

i. The Tncome Tax Law, loc., cit., artiocle 40.
2. Ibid., article 7.
3. Ibid.



- 33 -

& Ixpenses that lesuu to an increase in net worth of
the business.

b, Taxes pald or accrued to a foreign country on income
made in Lebanon.

¢. Losses sustained by the taxpayer in enterprises run
outeide the Lebanese terrltories.

d. Personal expenses including amounts drawn by the

enterpriser or the partner from the business as

a salary.

If & losa 1s Incurrsd in a given year its amount {a
deductidble fro: the net profit of the succeeding ysar, and
in case the net profit of the second year falls short of this
loss, the balance ls deducted froa the net profit of the third
year. If the balance of the original loas 13 not wiped scut
by the net profits of the third year, 1% cannot bs deducted
from the profits of the following year:.(l)
To determine the taxable income of persons who are
taxed on the basias of their assesssd profits, the total receipt
1s taken as a base and =ultiplied by the coefficient appropriate
to the categor; of the enterprise as it {s fixed in an arreté
1ssued by the Minlsgter of Finance and based on the report of
a commisslion of five experts appolinted by him.‘al
Total roceipts are defined as the total returns result-

ing from all the operations that the taxpayer has actually

l, The Incoue Tax [Law, loc. cit., article 16,

2. Ibid., articles 17, 21, 22 and 23.
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undertaiken during the preceding year. Suach returns include
spaclially proceeds of sale of nerchandise, rent of implements,

(1)

comalssion, interest;, and brokeraze.

2. Rates
The tax 18 levied on the net ysarly profit, actual or
assessed, after allowinz an exenption of Leb.L,1500 for each
real person If he 1s a bachel>r, of Lab.L2j00 1f he 18 narried,
or of Lab.L.3000 {f he has chlldron.(z) Profits of corporations
and the shares of 'commanditaire! partners are not exempted.

After the deduction of the approprlate exeaption the
(33

following rates' ™ "are applied:
Comiercial other
and indus~ enter-
tria)l enterm nrises
prisan
On the taxable income not excesulng Leb.L.5000,, g L7
On the portion of taxable income conmprised
between Leb.L.5C01 and 13000 iiivveervansosne 77 o
On the portion of taxable income comprised
betwasen Leb.L.1500) and 25000 ..uivernocnens 9 7
On the portion of taxable income conprised
between Leb.L.25001 8nd 35000 cuiievrsavwsnansa 137 104
On the portion of taxable income comprised
between Lab.L.35001 anc 53000 +.vvenennencss 174 134
the portion of taxable income comprised
between Leb.L.50001 and 75000 ..vveeesvereee 22 17%
On the portion of taxable !ncone comprised
between Leb.L.75,001 anc 100,000 .icceveacse 274 2%
On the portion of taxable income comprised
betwaen I6b.1.100,00)1 and 250,000 .eiceneeas 32% 27%
Oon the portion of taxabls income comprised
between Leb,L.25),001 and 500.000 ...eseee.. 377 2%
On the portion of taxable income exceeding
LGb.L.SQ0,000 PR IO B I N O B N N O N N NI R NN R R R R Y :‘-2;* 37;

. The Inoome Tax Law coes not detemine how the tax should

1. The Tncome Tax Law, loc.cit., article 18.

2. These exeanptions were established by article 11 of the
Budget Law of 1949. _

3. These rates wvere established by article 12 of the Budget
Law of 1349.



be computed Lor persons iderivins part of thelr lncome lrom
commerclal or inilustrial entersrises a:d part fram other
sources bslonzing to the first cate;ory. In practioce, how-
aver, gsuolh peraons are taxed flrat oa the lnecome derlved from
oammercial or industrial entersrises. Then the tax on the
{ncome from the other sources 1a computed, starting by the
bracket or Iraction of the bracket following that which the
inocoms from the [lrst source has reached.ffq
A surtax of 10% on the amount of thls tax 13 added

for the benefit of munleipalitles.‘'?

3. Collection

In the case of 'Collective! partnershipas, the tax 1is
lavied on the income of each partner separately and ocollsoted
from them as real persona. The partnership, however, is
responsible for the payment of the tax due from each partnor.{a)

In the case of corporations the tax is levied on the
income of the corporation and collected from it as a legal
person,

In the ocase of !Commandite! partnersnipys, tne tax is
lsvisd on the personal income of each responsible pariner
separately, and collected fram thea Jersonally. The profits
of the 'comuanditairest, howsver, are taxed as s unlt, and
the tax is collected from the company.

.F' For '?-

2. Orizinally this surtax was 53; 1t was ralsed to 10f by
the Law of Jamuary 22, 1961, article 1.

3., The Income Tax Law, loc. cit., articles 31,
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C. Tax on #ases, 3alaries, rfensions, etc.

This tax i3 levied on all sslaries, indemnities,
allowsnces, wages, peansions, and life allowances paid in
the Lebanese territories Ifrom a publio fund tc residents
and non-residents and from privats funds to residents or

else to non~resldenta for servicea rendered in Labanan.{l)
The followin:z incomss are however examptod:(g)
&, Allowances received by the cler.ymen for religious

servicss,

b. Salsaries snd sllowances recelved by the members of
Lforeizn diplomatic or consular services and tnelr
foreisn personnel when such an exemption 13 recl-
procatad.

c. 3alaries of military people of sllisd countries.

d. Pensions of disabled persons retired from the
Labanese Govermment service.

e, Lifé allowances and temporary allowances paid to
persons disabled from work accldents,

L. Wages of agriocultural labor.

2. Wages of servants in private housesn.

h., Salaries and wages of nuraes and maids in boapitals,
health centers, and similar institutions.

f. Indemnities paid for dismisasal from work.

l. Basis

The tax {8 based on the net returma of the taxpayer.(s)

1. The income Tax Law, loc. cit., article 41.
3. Ibid., Il'tiola 42-
3. 1bid., article 43.



These are letermined b, subtracting Irom the Lasipayer'a
zro3s recelnts, in money or In zinad, any deductiosn mede on

account of 2enaion funds, and any zllowance iven o the

-

taxpazyer 1O cover axpenses tuat are lncurred la fulfllilling

the service for which the salary, waze, etc., 13 pnid.(l}

2. Rates
raen persdn i3 allowed an sxemption 30 Lab.L.132G of
his yearly net income if he 1ls & Dachelor, of Leb...2400 if
he 18 merried and of Len.L.30uG 1f Le naus calldren, {4 Ry
laborers are allowed an axemption of Leb.L.8 per day of
actual work with no regard to their personal satatus.
Texpayers who have at the same time an income subject

to the tex on the profits of industrial, commercial and non-

commercial enterprises are not entitled to this oxemption.(a)

After deduetion oi the proper examption, the following tax
ratos are applied;(¢}

On portion of taxable income not exceedin, Leb.L.4330 ... 2%
on portion of taxable income ranging

between Leb.L.4800 and 3400 inclusive ..........ve 3%
On portion of taxable incoms ranging

between Lab.L.3400 and 12000 inclusive ........... 4%
on portion of taxable income ranging

between Leb.L.12000 and 24000 inclusive ......e.vc. 5%
On portion of taxmble income ranging

betwean LeD.L.240C0 and 360C0 inclusive ......c... 6%
Un portion of taxable income reniing

between LebD.L,.36000 and 48000 inclusive .......... 35
Cn portion of tazable inocome sxceeding Leb.L.4300¢ ......30%

1. The Income Tax Law, loc, c¢cit., artlicle 43,
2. Ibid., article 51,

3. Ibid., article 52. It should he noted that wille in most
cases this text was applied literally, some offloials in
the Inoome Tax Dlivision have interpretsd 1t to mesan that
8 taxpayer deriving part of his income from sources belong-

to the firat category &are not entitled to more than one full

sxemption, and have in fact computed the tax acoordingly.
4. Ibid., article 535.



3. Collectlion

The tax 13 collscted from Liie emdloyer or sayer, who
i3 allowsd to deduct the tax from the s2elarles, wa =3, allow-
ances, ote,, which they pay to the real taxpayers. ~mployers
and payers are parsonally responsible for payment of Lhe tax

to the Treasury.

D. Tax su Income Irom “ovable Capital

The tax on income derived from movaole capital,is. debts
and equitles, 1ias levied on interesst on bondas intereat on
mortzazes; ordinary debts, dsncaits and current accounts;
dividendss and all sinfilar returns Ilncluding lottery prizes

(1)
t0 securitlies and bonus shares. The followln; returns

are, nowever, axamptad:(a)

&, Jividends disiribuled by Lebanese Corporatlions
I'rom profits subject to the tax on Incomas from
sntarprises, provided the dividends were Jdiastridbuted
in the year succeading that In which profits were
aade(d

b. Repayments to stockholders resuliinzg from sale of
azsets of corporatlions.

c. Repayments and amortizalions paid to stockholders
by a concessionary company, provided it proves that
the reason for 2uch payments ia lts oblication to

deliver at the end of its conceasion all 1ts equip~

l. The Income Tax Law, loc, cit., article 81.

2. Ibid., artlcle &3,

3. These dividends were exempted by article 12 of the Budget
Law of 1950. Income derived outside Lebanon isP8%empted

because it is not subject to the tax on income from enterprises.



asni L9 tne Sovernnment,

d, Interaist oun savings deposita.

@. Interest and returns sccruing o ti:e Lesbaneze Jovern-
ment, Lulanese :unlcipalities, forel.n dllomatic
snd conaular vodlea in Lebanon (provided it 13
racliprocated}, »hileanthroptic inatiﬁutions, and
sus.erstlive soclisties with no pofit xzotive.

f. Intarest on Leabaness Jovernment bonds.

Jhhare profits of fcommanditalres',

ror the purpose I asseszment and collectlon of the tax,
the income from movable caplial ls divided Into five zroujs:
1. Incoms Crom Levanese 3tocka und bonds; 2. incoma {rom
forelsn sacurities; J. lancome {rom mort:ages; 4. Iincome
frou debts and deposlts; 5. lncome from forfeltures resulting
from lapse of Uime,

The rate of tax on toe first four zroups {s 11U per centft*
of the gruas ro:urnéqihile on tha Llfto group Lt 1ls 50 per

cant.(2)

1. Inoome from Lebanese Stocks and Honds

The tax on stock dlvidends and other returns, including
payments from roservea, s assscsed on tas basls of auditors!
reports, declsions of assambly of stockholdera, declsion of
board of directors, and other evidences., In the case of

interest on bonds the tax 1s based on the smuzsl interest

1. The Income Tax Law, logc, ¢lti., article &4.

2. Ibld., artiole 85.
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oaid out to boadholders.(l! In the csse of lottery prizes

to saczurities thne tax la based on the amount of the rize.
Gollection i3 made at the dource. Corporations and

othar institutions paying Jdividends an:i inters=at are required

to pay the tax to the Treasury; snd they are, in turn, em-~

powered to deduct it from such payments, ()

2. income from Forel.n itoeks and Bonds

All [{orelizn stocks and bonis owned by residsnts in
Lebanon, whetaer Levaness or forei ners are sudbjcet to the
tax, The nesis of the tax ls tio returns of such securities
a3 shown iz a Jeclaratlon thet every banxer, money changer,
or any otaer perscn wio undertaeikes the payment of sucn returnas
is required to uake. These parsona are required to Jeduct the
tax from the returns of securitles and pay it to tae ireasury
every six months.{s) In the caase where the cwner of 3securitles
deposits the returns outalde Lebanese terrliory, or cashes
himsnlf {ue returns, the tex i3 bazed wpon iils declaration,

and {s collectad from him.(4}

. Inocms from Mortgzsies

The tax on income [rom mortzages 13 casad on the interest
due whether pald or not, as can be computed fromz Lhe contract

of uortg&gon.‘s) The tax {s pald by the creditor if he is in

1. The Inocome Tax Law, loc, clt., article &5.
€. Ibld., article €7.

3. Ibid,, articles 8% sud 73.

4. Ibid., artiocle 74.

5, Ibid., article 76. In csse the interest rate 1s not mentioned

In"the contract, the interest is oaloulated on the baals of

thn maxizum interest rate silowed by law. Aictually the maximum

nterest rate allowed on sucn debts is 12 x.



possession ' the mortgasel »roaerty or If he .ndertsaxesa a
banking or a nrokerage businesa.(l) In any other caise the
tax 13 collectei froa tie desbtor who 13 sntitled to Jdeluct

it from tne intersst or the prinecloal.

4., Income from .ebts and Josgsita

The tax 13 based upon tie latersst of all dabta,(2j

and on all dopolita.(3}

The tax 1a collecltsad by tne affixing of stamps on the
recelpts or other simllar documentis proving the psmyment of
.’Lnt;«omat;‘.('ﬂ The tax is due from the creditor, >ut both the
croditor and the dedbtor mre jolntly and severally responsible

for its paymont.

5. Income from Porfeitures

The tax is levied sn stocks, founders shares, bonds,
depoalts, dividends, or interests, that have bLeen forfoitad
oecsuse of lapie of time.(s’ The rate'or the tax isg 50 per
cent of the forfelted emounts, as shown in the declaration
that svery person profiting from such forfelitures is required

to make to the Pilnancial Aunhoribles.{s}

1. The lncome Tax Law, loc. cit., articla 73.

2, With the exception of comuerclal crediti resulting [rom
term sales.

3. The lnocome Tax Law, loc. cit., article 83.
4. 1bld., article 33.
5. Ibid., article 33.
6. Ibid., article 36.
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8. Dvaluatlion

The income tax applied in Lebanon seems to has tns result
of an srbitrary attempt to make & simplilied version of an
income tax of the type applied in FPrance. Thera, tae incomes
Tronn different sources arsa taxed separately at >ronortiosnal
rates varyins inversely with the sersvnal efforts neadsd in
sach source of income and directly with the certainty of the
income derived from each of these sourcea. An additlional
prosressive tax 13 tten applleod on tho as regate iancome of
eacii real person affer allowing an exexption varying witiy the
personal astatus of the taxpayer. In an eifort to have a simi-
lar tax with the features of iae lacome tex ia Jruace, bLae
Lebanese Flaancial Autnoritlies drailed an incoae tax that
taxes incomos from diiferentc sourcesa aeparatsly with progres-
sive rates o 30me sources ol lacome wid wWIlicru Patol on
othera. Recently a separate progressive tax ou ldcumes Iron
land has been ostabliahcd,(l) and & project amandisal Lo the
Bulldings Tax providing & prosressive tax is now vsfore
Parllamens.

The Plnaunceisal Authoritles in Lebanon sesam to e unavare
yot of the lact that tne application of progressive taxation
to soparate incomes [rom differant sources results in lsack of
uniformity &nd is therefore unjust. It alscriminates especial-~

ly azainst peraons sho draw all or most o> their income from
one asource, and in favor of persons drawling income from

several sources. An exauple will meke this cledar: Juppose

1. See Chapter IV.



that X and Z heve an inocoms of LoL.L.E7,300 each. Iuppose
that X derives 2ll his income {rom salary winile 7 [a panyalelan)
derives Leb.L.12,0C0 Irom salary and Leb.L.25,5%0 from private
medical practice, Neglecting exemption, X wlill pay &9 a tex

on his income Lebd.L.l,128, (2300 X 2 # 2600 x & . 9530 X & .
e c — . 100 130 100

12,00 X & 4 B00y X O). yn1le z will pay only Leb.L.l,243,
620 103

(4300 x 2 % 36G0 x I + 36050 X 4 w 348 and SOGO X 4
190 150 159 x5 !

10020 x 5 = 700 ). ‘Thus, though X and 2 have squal incomes

and thou;h the reates appliad on lncome from profession are
made hirher than the rates applied on salaries, X who derives
all =is income from salary says Led.L.30 more tnan Z who
derives more then two thirds of hls income from hla profession.
This injustice would not occur if the tax is applied on the
total income of each person, Besldes, the aapaéato progres-
sive taxation of lncome from different sources has the dis-
advanta;e of making & person venture in more than one kind

of occupation (trade and sgriculture for example), in some

of which he may have little competence, in order to evade

a part of the tax.

According to the preamble of ths firat project of the
Lebanese income tax, the main resason that leads the Government
to divide tha {ncome tax into three separats catezorlies, is
that such division permitis the Financial Authoritias~to apply
to lncomea I'rom different sources rates that dirfor’with
the amount of personal effort nesded in each or thﬁse sources.
3ut these unds could have been attained withouftéac;irlcing

justice in texation if like in France different proportional



- 50 -

rates are applied to different incomes, and one sat of pro-
greasive rates is appllied to the aggregate income of each
real pareon.(l) If for some reason or another the Governsent
prefers to tax-tho samne income only once it can attain the
above montioﬁcd enda without sacrificing justice by applying
on income fram different sources coefficients varying inversely
with the personal effort neeced in each source, before auding
theas incores and applying the progressive tax.

A sscond defect of the Labanese income tax is that,
though one of the main reasons that led the [eobaness Governaent
to apply separate taxea on incomeasa from different sources is
to tax more heavily lnccmes that need less effort than those
that need more effort, The rates applled on different sources
of fncome vitiate the purpose of thisg differentiation. For
though the income derived from debts and equities needs the
least amount of effort, and though it ls the nost certain kind
of fneéome - since 1t does not depend on the health, employment
or life of the taxpayer -~ yel the rate appllied on this kind
of income 13 & sixple proportional rate of 10%, while the
rate on income from comiercial and industrial enterprises
progresses frow 5 to 42 per cent and that on income from
profassions, handicrafts aandl other enterprises progressas
fron lj to 37 per cent.

A third defect In the Lebanese Iincome tax is that for
income from industrial, comerclal and non-commerclal onter-

prilses, the increase in asize of bracksts in the lowsr braockets

1. Sea page [8.
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m0ves slower than the Ilncreass 'n tax rate, and {in the
higher brackets aoves faster than the Increase !n tax rates.
This reduces the effect of progressive rater in providing
taxation according to ability.

A fourth defect 13 that the rates seem too hlsh on
the lower bLrackets and too low on the higher brackets,

Thene features also inpeair the equity of the tax and “ecrease
conalderably 1ts expected redistributive effect.

A fifth defsct 1s that corporstions are made subjsct
to the progressive tax like real persons. Such s practiéo
makea the progression lose its purpose as a means to schieve
eguity in the distribution of the tax burden. For the resl
burden of the tax on the shareholder becomea the more heavy
the bizger is the corporation and the smaller {s the number
of sharcs held per individual. BDesides, the npﬁllcation of
progressive taxation on corporations discourages thelr for.
nation, and therefore ths pooling of savings for investnaent

in productive undertaxinss.
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Chapter 1V

THE Nuw LaAND Tal aliv THE

BUILDINGS TAX

A. The New Land Tax

A8 has already been mentionsd a new land tax was estab-
lished in Tecenmber 1951, and will be applied beginning with
1953,(1) 1t will replace the Unified Land Tax which coabines
the 0old Land werko, based upon ths capital value of land aa
~agsessed {n 1903, and the commuted tithe, based upon the
average tithe for the years 1921 to 1924 inclusive. It will
replace also the old nirl tax in Mount Lebanon, based upon
productivity. Becauss of no new reassessment, the Land Werko
has in practioally all cases no relation to capital value;
and the 3iri{ tax In NMount Lebanon has lost its relation to
procductive capacity, lLand values and productivity have
changed; and many landsz, which at the time of assessnent
ware cereal lands have since been planted with trees.

On the other hand the commuted tithe lost {ts relation-
ship with gross produce, because of the ochange in quantity
and kind of produce., Basgides, the tithe was never a just
tax because by its nature it took no consideration of the
cost of production and, therefore, it discouraged investment

of capital on the land. ITnsatead of continulng these taxes

1. Supra., p. 5.
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and making new iassessments for thea, the Govermnent preferrsc
to establish a new tax with a different bise to be applled
in the whols of Lebanon. [he new land tax is levied on the
owner of land., However, in case of long-term lease or ex-
{1)

ploitation right, the tax {5 levied on the lease holder

or exploiter.

1. Basis and Assessnent

The tax 13 based on elther the estimate of the average
net returns of land or on the actual net return as declarsed
to the Finance Authorities concorned.(2) Vnused agrlcultﬁral
land is taxed on the basis of nrea,(33 while building i-ts
are taxed on the baals of aazsessed sellling value.(h}

For the purpose of taxation on ths basis of estisiated
net return, the tax law establishes seventesn categories of
land as shown in Table I.(5; The average net rsturn of each
of these categories is asaessed by & contral comittee of
five exports,‘b) while & local connlttee deteralnes :ihe

categories of lands in each town or villngc.(T) The assesa-

1, According to Jjuridical i{nterpretation, long term leuse
neans a lease for a period exceeding 30 years. =xploita-
tion right is considered usually as & life-long rizght
acquired by inheritance.

2. Appendix to Nfficlal sazette No. 52, TNecenber 26, 1951,
Land Tax j.aw, article j.

Ibid., artioele 38.
. Ibid., article 22.
. Ibid., article 5 and Tabla T appended to the lLaw.

. Ibid,, article 6.

-] O i 5w

. Ibid., article 28.
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ment of the net returns of each calegory serves as the tax
base for a period of {ive years, after which period & new
assessnent 1s undertaken.(l) dowever, revision can be 1ade
whenever there i3 a change exceeding 20 per cent in the
estinated average ratum ol a given catogcry.(a) Also the
catezory deternined for a ziven plece of land can be changed
i1f there is a change in the character of land or in the xind
{3}

of plants cultivated, And & zeneral rovision of category

deternination 1s made every riftesn years. '

Tabla I

Categories of Lands .stablished by the Land Tax uaw{ 2

A. Irrigated 'Salikbt' (not planted with trees) Catesory number

lLands plantsd with vegetables, flower
lﬂd nur'“.y landﬂ B Yaas sl s st sabass e A FAPE P 1

cer“l lmd‘ LI IR L BE B B TR B B B L BRI B LR I BE N TR I R U R N RN 'Y 2

Each of these categories to be aubdivided into thres
classes in accordance with its sftustion, fertility,
and the avallabllity of labor and exploitation facili-
tles Iin the district,

1. .and Tex Law, loc, cit., article 9.

2. Ibid.

3. [bid., article 3l.

u; Ibld., artlele 36.

S. Table I appended to Land Tax Law, 1éc¢. .cit.



Tatle I {(Continued)

B. Trrizated orcharda or xroves

Emma orcmrd. LB B L I N O B BN RN B R BN BN L RN NN N R R NN BN NN N R R R R )
Citrus and Ikkidinia (lLoquat) trees .....ccecevses

Avple and DOADP CIreeS ,.....ccoecsvecvsvnrnconannes

"AER R R

Nther treaes (includinge walnuts) ......ccvvie0cvnsea

C. Unirrigated salikh

w3

All lands that can produce ' 120 kgrs. or ahbove ..

per 1000 sq. seters when ' between 90 {(incl.) and
' 120 xgrs. (excl.}).. 3

cultivated with wheat t

' Beatwaen 60 &nd 99

' kzrs. {excl.} +.... 3

1

¥

)

up to 60 kgrs. {excl.:
{exespted) ........

L.and planted tobacco that can ' 50 kgrs. and above 10

t
produce per 1000 sg.eters ' less than 50 kars. 11

D. Inirrigated groves or orcnards

Olive we‘s L3 BN BE BN NN N BN S N NN BE N N R I N I B R I RN R RN BB N R R W I I R R 12
Alnonds, kharroub and fig trees ......cco000s000es 13
Vineyaprds that can produce ' 500 kgra. or above .. 14

t

per 1lUdu sq. ssters t between 330 and SQ0xzrs 15
1 up to 300 kgrs.{excl 16

rands left as pastures .....cecovverscncssonasnsss 17

Aotual net returns are determined by deducting from
the zross returns all expenditure incurred in the esxploitation
of the land, inecluding: cost of seeds, plants, fertilizers

and lnsecticides; deprecistion of buildings and machinery
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used; intersst on borrowed capital; expesnses of ploughing,
sowing, planting, supervision, control of peats and diseases,
harvesting and plcking, otc.tl) Peraonal sxpendltures or
renunsration for services rendered by the proprietor must
not be deducted.

The actual net return is coripulsorily taken as a base
when the lands of a single taxpayer are, according to the
assesstent, considered to yield mores than Leb.L. 25,000
_yclrly.‘zl Taxpayers whose lands are considered to yield
lesa than this amount would be taxed on the basis of the
actual yield {f they ask for 1t and are prepared to keep
the necsssary acocounta. Otherwise the tax will be dased on
satimated returns.

Lands that are considered bullding lots are taxed on
the basis of their capital value.(3) In Beirut the capital
valus per square meter of each subdivision of a district is
determined in the appendix to the Land Tax Law.(l) outside
Beirut eight categories are established as shown in Table
IT, and the category of bullding lots in each village or
city 1a determined by the same local committee that deter-
mines ths category of agricultural lands. The capital value
13 assessed on the basis of the ninimum square nmeter value

1. Land Tax Law, loc., citc’ article 1l.

2. Ibid., srticle 12.

3. All lands within ths perimeter of the city of Beirut are
considered bullaing lots; ocutside Beirut only lands that
are not cultivated or used as pastures and that can be
used as building lots are considered as such.

ly. Table 1II1 appended to the Land Tax Law, loc. oit.



-7 -

of tae categor}llo deteralined for tie lot. The asazessec
capital value of bullding lots serves as the basis of the
tax for a period of 5 yoara.(z‘ Agricultural landa that are
not exploited are taxed on the basla of thelr area,

Table II

Categories of Building Lota Outside Belirut
Zatablished by the Land Yax(3)

Range of Assessed Square Meter Value Category ¥umber

1 -~ 250 L.bl Pia.t.rs A4 A "s st esatontaan ea 1
251-5‘00 IR RN N P RN R N NN N NN NN RN 2
501'1000 I NN RN NN NREN NN NN NE NN RN N 3
1001"’1500 PO P LR R B E R AP F AT S BB AR P EE N RS h
1501-2000 R R R E R R N E NN NN AN A A I A S N s
20’01-3000 I EE NN E NN NN NSRRI NN NI ) 6
3001 - 5000 [N NN AN I AN NN N RN AR N R A RN O R A RN N ) E

AbOV. 5000 S E P S I P RO PR SRS PSS A AR

2. Rates
For the purpose of taxation of cultivated agricultural
lands, the net yearly income of a taxpayer from such lands
is determined and a progressive tax is applied after certain
deductions are made. A btachelor is sllowed a deduction of
Leb.L.1800; & married person Leb.L.2,400, and a person having
children Leb.L.3000.(4) max payers who profit from similar

l. See Table II.

2. Land Tax law, loo. ecit,., article 23.

3. Table IIT appended to the Land Tax Law, lsc., cit.
L. Ibid., article 37.
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deductions in the computation of any other direct tax ere
not entitled to these decuctions.

The following rates are applied to total taxable
{ncome from cultivated agricultural land;:({l)

237 on the part which does not exceed Leb.L. 5000

3Z on the part between .........coe. 5001 and 15000
g7 % m " 15001 "™ 25000
84 v . " 25001 " 35000
105 * v m " 35001 " 50000
15¢ » " = " esriescansres 50001 " 75000
201 oM m .. 75001 " 100000
25 ¢ " " " tessecsannses 100001 ™ 200000

35 & = w that exceeds ....... 200000

The tax on agricultural lands which are not sexploited
anc the tax on bullding lots are not progresaive. The rate
on the former is 25 pilasters per 1000 sq. meters, and on the

latter 2 per thousand of the assessed selling value.‘zj

3. Exeaptions.
The new Land Law exampta from taxation: public property;

non-agricultural land not belénging to the olass of bullding
sites; Tforest lands; gardens adjacent to duildings not
exseeding 1000 sq. meters; land belonging to schools, free
clinics, hospitals for mental disease and tuberculosis,

1, Land Tax Lawv, loc. oit., article 38.
2. Ibid.
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orphansges, provided such lands are not rsated; land belong-
Inz to hospizals depending Tor support upon philanthropy and
recelve free patients, provided the land i1s not rented; and
pasture lands.‘l)

In order to encourage improvenents on the land, the
new tax law provides also for substantial tenporary exeap-
tiona.(Z} Swanps that are dried by thelr owners and uncul-~
tivable lands that are made cultivable by improvementa are
exempted for the first five years following the Improve-ent.
New orchards are exemapted for a period varying between 2 and
15 years depending upenn the kind of trees plaﬂbed.(3}

Unirrigated land changed into 1lrrigated land by 1ts
owner or exploiter is taxed for the firet five years after
completion of fuprovement on the basis of the aasessed rsturn
of {ts previous eategory.(u) Unirrigated 'aalikh; land con-
verted by improveneni into a higher category is similarly

treated, unless it is exenpted as nentioned above.

. Collection

The tax is levied on the owvner who i3 under the obliga-
(5)

tion of paying it to the Publie Treasury. However, the

1, Land Tax [aw, loc. cit., article 338.

2. Ibid., article 18.

3. Table II appended to the Land Tax Law, loc. cit.

ly. Land Tax Law, loec. cit., article 19.

S. Ibid., artiele 40. If the land is held on a long lease
ofTective in January lst 1952, and no provision exists in
the lease contract for the distribution of land taxes, the

tax shall be tentatively distributed equally bLetween the
owner and the leaseholder. (Artiole S5i).
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t&X can ve gcollactad from lezae~-holders, share~tenants and
every other person posseasing products belonzing to the owner.
Such perscon will nevertheless have prior ri -ht on the land
itaelf, its rent and prodice, for recovering what they have

pald on aceount of the owner, (1)

6. Evaluation

The Lebaness land tax is rather unigque in its kind.

It is neither s tax on ths ownerahip of land nor a tax on
income derived from agriculture, dut it seemns to be a tax on
both isicome from land ownership and income from cultivation.
Belng based on the net income from land SSFELEEIEN {actual
or a3sessed), this tax cannot be ccnsidered a tax on land
ownership as its name implies. On the other hand it aﬁnnot
be considered as & tax on income from land cultivation,
because it 1s levied on the otnar,‘g) who may not be the
cultivator,

Two faocts, however, show that the Lebanese land tax {s
intended to tax at the same time both land ownership and in-
come from sgriculture. Pirst, in the preamble of the tax
project law there is the following statement: "The Govermment
did not want to divide the land tax into two taxea, ons on
property, based on reatsl value, and the other on agricultural
profits.,.. but tried its best to find a tax that falls on the
average income from land..." 3econdly, the land tax does not

l. Land Tax Law, loc. cit., articles 40 and 43.

2. Exoept in the case of a long term lease or sxploitation
rigzot,
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allow the deduction of the rent of land from Laxable income
in scaloulating the net actual return,

This attempt to tax income from landownerahlp and incoms
from lamxt cultivation together 1s open to seriocus critioiam,
To apply one single tax on both land ownershi; and on income
from azricuiture, and collect 1% from the landowner, can only
be justified when the owner of the land is bimsasll undertaking
its cultivation.

In the caso where the land 13 leased, it 13 not only
unjust but it is absurd to tax the landownsr on income {rom
ocoultivation as well as income from landownership. It i{is true
that in artiocle 41 of the land tax, proviaion ia mads to the
effoct that the landowner may collect a part of the tax from
the lease holder or share tenant 1in accordance with the
contract between them. But this doga not p»revent the lease-~
holder or ahare-tananp Lfrom takingtfzto conalderation when
deciding upon the amount of tha rent he ias willing to pay.

Even if the landowner is able to make the tenant or
the sharsholder pay part of the tax without reducing the
rent, severs lnjustice can atlill result.from the appilcation
of one single tax on both land ownership and agrioculture,
This can be made clear by the following example. Suppose
that A has lessed his astate to B for a period of 20 years
for a yesarly rent of Leb.L.5,000 and that it was agreed that
the tax would be dorn equally by them. 5HNow if B plants the
land with apple trees A would prorfit from the exemption

proviasion of the tax law and thus receive tho ysarly rent






of his land without navin. toc pay any tax for a period of

8 yoars {tie period of Lemporary exemption). Let us suppose
further that after several years A recelves a nel yearly
income of Leb.L.92,000., Now if A 13 2 bachelor the tax
would amount to Leb.L.10,090, which when dlvided between
them would result in having A pay to the Treasury all the
rent collected Irom B plus 45 pounds. Agsin, suppose in

a certaln year an insect destroys Lhe crop of 3, A would
benelit from the tax remission provided by the Law and yet
receives from B the full mmount of the rent.

Another defect in the Land Tax Law is that the classi-
f£lcation of agrisultural land into cate:orises {or Lhe jpurpose
of asseaaing the revenus from land, does ot teke into con-
sideration the fertllity of land except in the case af
tsaliih! lands and vineyarda. It is obvious that the same
kind of trees msay yleld in a certaln place twice or three
times a3 ouch as it ylelds in others, for no osther reason
than difference in fertility. To neglect sush conaiderations
will result in a discrimination against the landowner or
sxploiter of less fertile lands and in favor of the owner or
exploiter of more fertlle estates.

Injustioce may also result from limiting the classifica-
tion of bullding lots to eight categories, and specially from
inoluding in ons ocategory lands whose capital value per aguare
meter varies betwaen 1 and 2560 Lebaneae plasters.

Still another defect 1is the fact that the tax is made
progressive. The injustice that results from the separate

applloation of progressive taxes on income from different
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£
sources has already been 3houn.‘1)

3. The Bulldincs Tax(?)

The Bulldings tax 1s levied on all bulldings including
the zardens or orcharda adjoining them not exceeding 1000 s8g.
meters, The part of tihese lands that exceed: the l00¢ sq.
meters 13 subject to the land tax. The 3ulldings tax {3 also
levied on non-gzricultural lands trat are used for commercial
or industrial sctivitles. Receipts from this tax amounted
in 1350 to Leb.L.2,778.301 and accounted for 3.3 per cent

of tax revenuae.

1. Basis and Rate
Thtpbzzi?ia imposed upon the rental value of the property
as shown in the contrast of rent. If there ia no duely regis-
tered contract or if the amount of the rent shown therein ls
not considersd to repressnt the real rental value, or else
in case the owner himgelfl ocsccupies the property, a comulttee
of thres sxperts asaesses the rental value.
The rete of tux is 1/12 of the rental valus. 4 aurtux—u4awbé%}
not sxceeding 3 per cent of the rental value is collecsted for i
the benefit of the municipalities.(3)
2. Exemptions
The following property is permanently exempted from

1. Supra, pp. 48 and 49.

2. Hugmu'ut al §gtln1na, Leagislative Decree No. 63 ¥T of
. &

3. In Beirut the rate of this surtax is 3 per cent.
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the tax: bhulldings uaed l'or agricultural activities such

as fams houses, sJraln atores, stavles, eto,; residences
bulldings the rentsl value of which do not excsed 30 poundas
per annum, provided the proprietor ues not own other build-
ings that bring the aggrecate gross rtutazjﬁz mors than

60 Lebanese pounda; proporty owned by the govemaent or

by sunicipalities used solely for public interest; property
used for religiocus or philanthropic purposes, provided 1t

is not rented; property owned by forelgn States if used

by thelr delegates and staff; property owned by conceaslonary
sompanies undertaking a public utility service if their con-

cessions provide for 3uch an sxeamption.

3, Collection

The tax 13 collected every yesr from the property
owner or the trustee. In oaae of defsult, the tenant - or
any person in possession of returns from the property - 1is
under the obligation to pay the tax, However sush perason
will have prior rignt to reismburse nimself from the owier.
Partners are jointly and severally responsible for the pay-
ment of the tax. The partner who pays more than his share
of the tax has the prior right of collecting from the other

partner or partners the amount paid over and ahove his share,

4. Zvaluation
The maln defect of the Lebanese Bulldings tax is that

it is based on gross rental valuwe, with no regard to depre-

clation, repalirs and other maintenance expsnses. 5Since old
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bulldings need more maintenance and upkeeslng than newer
buildin;a, the use of gross rental valus aa the hHasls of
the tax, presults in diserimination a:;ainst the owner of
old buildings.

Another defect 13 that the sume rate 13 applled on
both old rents whigh are controlled aid new rents which are
not, This is unjust bacause the oontgollod sre~war rents
are 30 low that they do not cover even the depreciation of
pulldings. The government i{s probably awars of the extreme
inadequacy of pre-war rents, btut seems to be reluctant to
redress this altuation 50 as not to increase the dliacrepsncy
betwoan sglariss and the cost of livinz. But the Covernuant
should at least support part of the burden of old renut
receivers by exsmpting them from the bulldings tax or &t
leaat by reducing the tax rates applyins %to them,



Chapter V¥

THR SUCCT=SION DUTY
AND OTHFR DIRECT TAXES

A, The Succession Duty

The succession duty was established by a law isaued
December 21, 1951, It is leviad on all rights and all movable
and immovable property exiating in Lebanon that pasa to others
by inheritsnoce, will, z2ift, waqf, or by any other way that
does not involve compensatlion. MHovable property existing
atroad that is tranirerred from & Lebéness resldiag in
Lebanon is also subject to the tax unless 1t 1s proved that
a similar tax has been lavied on it outside. (1)

In order to prevent evasion, property tranirerred by
& person during the two years preceding his death 10 & peraon
bealisved to be at the time of the transafer a le gal helr of his,
is conasidered for the purpose of computing the tax asa = in-
tegral part of the 1nhnritanca.(23 Deduction is made, however,
of transfer or regiatration taxes that hive been paid with
respesct to this transfer, If the transferem can prove hefore
the court that compensation was paid, he will be entitled to
4 refund of the anount pald in excess of the tax due.

1. Basls
a. BPasls of the tax on inheritance. The inheritance

1. Appendix to Official Gazette No.52, Tecember 26, 1951,
Succession puty Law, article 3.

2. Ibid., article j.
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tax is levied on the total value of all iimovadbls property
and anovable property, including cash, accounts and bills
recelvable, stocks, bonds, and all rights, artar deduction
of proved debts on the catate.‘l) The followling elenienta
in the estate are, however, exampted: Life insurance nade
by tke deceased in favor of aspecified peraons; securities
axenpted from taxes by law; pensions; all furniture and
collections found in the house of the deceased up to an
assassad value of Leb.L.lS,OOO;(z)all clalna that cannot
for any reason be collecgted.

An heir is entitled to a deduction from the value of
hia share before the tax is levied to the extent of Leb.[.
10,000 1f he belongs to the category of descendents, Leb.L.
7,500 1f he belongs to the category of husband or wife
and parants, and Leb,L.5,000 if he belongs to other catezories.
A descendant heir below 18 years of age, or a disabled helr,
1s antitled to a deduction of Leb.L.20,000.

b. Basia of the tax on beguests. The tax on beGuests

i1s Jo vied on all rights and property passing to specified
persons by & will fixing the amount or specifylng the pro-
perty or the right alfter the deduction of any oblizations
thcroon.(3) The bequeathed 13 entitled %0 & deduction from

1. Succession Duty Law, loc. cit., article 8.

2. Pictures and statues of the deceased andé of members of
his fanily are excluded when calculating the value of
these articles.

3. Suoccession Duty Law, loc., cit., artkles 17, 14 and 1S5.
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the value of his hequest hLefore the tax 1s levied to the
extent of Leb,.5.1.000, unless it i{a a philanthropis insti-
tution or an educational, technnical or sport soclety in

which case ths deduction is Leb.L.10,200, ? the bequest
covers all the estate of the deceased or a fractlon of 1%,

the tax !a levied on property and rfghta nentioned under

the tax on Inherlitance, and llkewlse exempiiona an. deuuctions
are those relating to inheritance tax.(l)

¢. Basls of the tax on cifts. The tax on zif:ta 1is

1evie§ on all rights and property that are_legallg Jdonated
to a speclifled person, alter the deductlion of any osrlizations
tharoon.(z} Benefits from insursnce are treated az zilts.
A deduction 1s zade from the value of the 2ift befors the
tax is lsvied to the extent of Leb.L.1,000, unless tne
beneficlary {8 a philanthropic institution aor an educational,
technical, or asport society, In which case the dedustisn is
Leb.L.10,000.

d. Basis of the tax on "Awqaf". wagf property is

mortmain property dedicated to a family trust or to some
religious or charitable body. In the first case it serves

"as a means of securing the use of land to the founuder and

his heirs along an explicity stipulated line of 1nher1tance”.‘3)

The tax on wagf property is due from the bsneficlaries of
the waqf with the exception of the founder. It is levied

1. Succession Tuty Law, loc. clt., article 17,
2. Ibtld., article 14.

3. S. 2, Rimadeh, Economic Crgenization of Syria (American
Tniversity, Beirmut}, p. 55,

4
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upon the dsath of the founder on the share assigned to each
veneflciary alfter daducting fros the value of tie snarell’
Leb.L.1,000, or Leb.L.10,000 if the bLeneficiary s a philan-

throplie institution or an educatlonal, technical or sport

society.

2. Assosament(zl

Property and rights subject to the tax are assessed
by the Financial Authorities. The value of bulldings is
deternined by capitalizing the rental value at S per cent.
In case of lands, movable property and rights, the value
is determined by the financial suthoritiss on the basis
of declaration and documents submitted by the tax payers
and other information availadbls, and if necessary on the
basis of experts! report. Securities are asssased on the
basxis of thelir average value during the month presceding the
death or gift. The benefit from waqf, or the right of
axploi ting an immovable property for & life time, 12 assessed
as one third of the capltal value of the share of the bene-

ficlary.

3 « Rates
The rates of the tax are given in Table I. They are
applied on the net share of the beneficiary after making the

deductions already nontionod.‘3) The rate on inheritance

1. See determination of the share under Assessment below.
2. Suocesalon Tuty lLaw, loc. cit., article 36,
3. Ibid,, articles 35 and 39,
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i3 reduced by two-thlrds when the inherited propariy has
comie to the deceased by Inheritance during the five ysars
befors his deaih, and on which he pald the tax creatsd by

the Succession Duty Law, (1!

The rates vary according to the degree of relationship
{2)

of the benefiolary to the ceceased or donor. Inatlitutions

and socisties whiieh becoms bsneficlarles Ly Inheritance, will,

glft, or waqf are charged at the rates for the third category.

L. Collsatlion

The whole smount of the tax is collected from the
beneficlaries during the six ~nonths followling the notification
sent to thexn by the Finanelal Authorities, provided there ia
among the taxable propertiy cash and, or securities egual at
leaat to three times the arount of the tax.(B) If the value
of these liquid assetsa, however, falls short of this xininunm,
half of the tax is collecied during the six months following
the notificetion, and the remainder i1s 'paid i{n three equal
_yearly installments. If the inheritance does not include
any liquid sssets, one quarter cof the tax 1z collected as
a first payment, and the renaining three quarters are paid

in fiva squal yearly installments. In the case of waqf the

trustee has to pay the tax due Irom the beneficlaries from

1. Succession Puty Law, loc. cit., article LO.

2. 3se Table 1.

3. Succession Duty Law, loc, cit., article L3.
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Tadle [

Succession iuty Pax Rateas (1)

Catsgory
of Tax-
Payers

Kip to
yeb.L.
« Q00

From IPron

Leb.L.
5001
to

reb.L.
nN50c1

Leb.L. L.

i5.000

50.0C0

Trom
Leb.L.
30.201

to Lebito

Les.L.
75,0360

From
J,ab.L.
78001
to

lLeb.L.

12&.205

rom [Pmn

eb,.L.
25001
0

ab.L.

00500

Lab.L.
Lo
Leb.i..
4 5C .2 20

Above

L'b.L&
430.520

Cat. 1
Descan-
danta

1%

ik

84

.
35

124

15%

-

204

cat, 2
dusdand,
Wlfe,
2arents

1.5%

64

145

135

225

275

Cat, 3
Ancegtors
{other

than
Parents)
8rotuers,
Siaters

64

8%

15%

184

234

233

344

cat. 4
Unelea,
Aunts,
Nephewsi,
Aloces

104

18%

224

34%

41lx

Cat. O
vther
Tax-

Payers

6%

26%

404

43%

1, Schedule attached to the Suoccession Duty Law, loc. eit.
The progression is on brackests of income.
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the revenue of thelr shsros durlns the alx months following
notiflcation, but when tne Lenelicilarieas are of the first
and sscond category, t.ue installment payment should not

excead one-fourth the revenue accrulng to them.

S. Evaluation

Two laportant critliclams icuy De made agalnat toe
succeasion tax., Mrat, tae fact that irmovable prooerty
abroad transfesrred [rom & Lebsnese residing la Lebsnon 1s
not taxed tends to make Lebanesae residing In Lebanon invest
in immovable property in countries whers no such tax is
levied or where the tax rate in the forelzn country 1s
considerably lower than in Lebanon.

Secondly, the progression of thias tax does not insuras
Justice Iin the distribution of the tax burden hor does 1¢
help to reduce appreciavly the inequalitles of wealth, |
Progressive rate stops at the bracket of 400,000 Lebanase
pounds, abovs which the rates become proportional. Thus
bensficlaries getting large inheritance or gifts reaching
millions are much favored by this prozression. The oDraft
Fatate duty in Palesstine of 1943 provided for a progression
reaching & bracket of two million Palsstinian pounds, equi-
valent to about 13 million Lobanese pounds. (1)

B. other Direct Taxes

l. Tax on private vahicles. This tax is levied on all

1. 'Tatate Duty Billl', ?Palestine Gagette, February 15, 1943.




private cars ind motoreycles on the bvagls of thelr horse-
sower, Its rate 13 Leb.L.4 per horsapower.(l) The tax i3
collected every year from the owner. Cars helonging to
meabers of the diplomatic or consular corss ars sxempted
provided this treatrment is recipyrocated 5y the countrles
concerned., CTars belonglinz to Jovermument and munlicipalitias

are also sxempted, (2)

2. Tax on Radlo Aeceivers. This tax 13 levied on radio

recelver sets at yearly rates varylaz #ith the use to
whioch the receiver is put. Sets used by publlic inatitutions
ror vublic hesaring without charzge are exampted. 3ets uaed
by public institutlions for public hearing with a charge

are taxed at the rate of Leb.L.15. Recsailver gets usad

ror private hearin:s are taxed at the rate of Leb.L.3.50,
*ralene®” (tubeless) sets that are not used ror.public

hearing sre taxed at the rate of Leb.L.2. (o

S. forest Tax.

The farest tax is levied on the exploltation of
forests. (%) Tne followinz are the rates of this tax: 130

plasters on each person applying lor a permit to cut wood

1. The Budget Law of 1346, article 10,

2. #inistry of Public Works, Circulation Law, of June 29,
1943, p. 66,

3. The Budiet Law of 1051, article 25.

4, dalmu’sat al Jawanine, Lagislative Tacroa Jo, 145 of

Pfebruary 26, 1l342. The forest tax, though levied on
exploitation, is left among the direct taxes on the ground
that it does not affect the supply of wood, since forests
grow without personal effort.
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or axplolt a forest; 400 plasters per ton of chargoal
made; 600 plasters per ton of industrial wood cut, and
100 piasters per ton of fusl Iood.(I) This tex 13 col-
lected by affixing fiacal stamps on applications and on
the tranaport perait of the forest products,

1. The Budget Law of 1944, axticle 12.
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ires
1

Cu&p tas

INDIRECT TAXES

As 1t was already mentioned, 1ndirﬁf§ Lpxos, lovied
mainly on nacesaltlies and other articlas of Feneral consump~-
tion 2lay the most Lmportant role in ihe {1scal syster. of
Labanon.cl’ Tha Flnancial Authoritiez, thouzh Tully aware
of the high proportion of Iindirect tuxes, do nct sesm to be
alarmad. In A speech Jellvered in tho"Canacla Libanaia",(z)
the Cirector Jenersl of Flnance commented aa the criticlsmas
ralsed agalinst the exceaslve amount of {ndirect taxes Ly the
following statement, "If we examine the tax laws spplied in
Lebanon and those undar study 1n the Bouse of lasputles {meaning
the new Lsnd Tax and Zuccesalon Tax) we find th#t they fall on
all kinds of incomes, unlize what used to be the czse hHalfore
the year 1944, Thus, where c¢an the Sovermuent come with a
new levy 30 as {o lncrease direct taxes end reduce {ndirect
taxes? The only way to resllse the desired increasa (increass
In direct taxes) 13 to ralse the rates of the Buildings Tax
and of the Income Tax, and tzls the Sovernment will not under-
tgke, for it refuass to overtax the propristor and to increase
the burden on peopls engaged in commerce shich 13 the pillar
of the economy of Labanon". The high prosortion af indirect
ta<as wes a2lso defended 5y the Hinlatar-or Finence who claimed,

1. In 1350 indirect taxes accounted for 73.5 per cent of tax
revenue and 70.1 per cent of total revenue.

2. Published in Les Cooferences du Cenacle, Yol.IV, Ko. 5~6
May 25, 1950.

B L
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on Gie vccasion ol spedeniing Lo budget fon 1952,{1} that
scnrie modern theoriea ssem to prefer indirect to direct taxes
on the ground that they enable sreatar justice In the distri-
vution of the tax durdsa.

Indiroct taxes levied in Lebenon lnsiuda tax ca tozaceo
throucn the Tobacco monezoly, tax on laoflamsazlas, axcise
duty on cement, excise duty on aleconel and slcoiiplic liguors,
tax on 23alt, stamp dutles, and cuatoma dutiea. The separate
and total fiscal izportance of indirect faxes {g shown in
Table IV, Chapter III. Actual revenues rom these taxes in
1as) formed 7u.3 per cent of Lax revenue and 70.1 per cent
ol total revenuss. A3 it was alrecady mentlioned triese Jer-
centa;es would have beern higaer had the customs dutles receipie

fisured in the ordlnary budget at thelr sross valus, '/

d. Tosacco Monopoly

The tobacoe owonopoly 1s conceded to a private corporstion,
the "Regle Co-Intéreasee des Tabacs et Tombacs™, which explolts
1t on behalfl of the Jovernment in consideration of & percentage
of the net prorit.- The company monopollzes the purchases of
tobacco, its processling, and aalea,(s}undar tihe constant cone-
trol of & commissloner representing the Government,

Tobgeco growlng, wnether for export or for sale, to

the lazle is aubject to a licence in which the area to be

1, Report of Hinlater of FPlnance on the occasion of presaenting
s Budge or 1352.

2. Jee Chapter II, D. 23 and Teble VI,

3. Arrete Ko. 16 LR of Jenuary 3C, 1935, with its loudifications
{Itany Presa, Deirut), article 1.
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gulttvated 13 rtxad.cl} The total area to %a cultlivated

avary gear 13 datermined 5. a comalttes composed of nih
affixtals of the 4inistry of Zinanos, zalled the Sarmanant
Tormittes for Tobacco and Tambac. The part of cultivation
destined to be 30ld to the Resle 1s determinsd by the Commit-
tea upon the sugsestion of the Ne'-ie.(2)

Aftear the harvest tha ¢rod of sasa sultlivstor la
wsizied in the presence of a .é;le officlal and sua ﬁatary
public of the district.{3) Thea the tobacco i3 delivered
t5 the warehouses of the Resle where Lts xinds zud catazories
are deiermlned and repgistsred Ly the ware;euaekeayar.(4} ihe
prica thal the Re-ie pays r'or sach kind and category of to-
haceo 13 fixed every year b the Permanent Comacittes [op
Tevaceo and Tambae upon the suizsestica o the Hégie, and is
ausject to approvel bHY the «inlster of financa.{sj

Tobszeo dostined For export 413 Rept in the Régie WEPS-
house until it is purchgsed by asuthorized axporters wioc are
ander the obligation of keeping recorcs supported by offlclial
Jdocumonts showing the amounts of tobacco purchased and the

axounts actually axporbod.‘ﬁ! The price at wulch authorized

1, Arrdte No. 16 LR of January 350, 1335, with its uodiflcatiana,
article .

2. Ibid,, article 5,
3. Ibid., article 21,

4. Any obJection on the part of the cultivator as to the kind
and category determination is referred for rinal decision
to a committee composed of 3 persons represanting the Regle,
the Government and the cultivator.

5. Arrfté No, 16 LR of Jenuary 30, 13935, with its Modifieations,
* artlcle 2%. The previous suthority of tne Wl I Commlssloner

haas been investad since independence in the Minister of Plnance.

6. Ibid., article 38.



axporters buy the tobacco 13 the same as that which the
Hégia pays to the producer plus the storagze and lnsuraence
char;es aceruing to the Regle.(d)

The R;gie solls the processed and manufacstured tobacco
to the consumers at pricea fixed by the Permanent Committee -
upon the suzggzoestion of the R‘glo ~ and approved by the
qinister of Flnence.({?) The sales are affscted through
licenced retallers who are allowed discounts fixed by the
R‘éie in consultation with the Pesrmanent 6ammitteo.{5}

The Rézle concession ends at the end of 1960'%) after
which date g1l tha assets ol the RJéia becoma the property
of the Oovernment. Azsilnst thia oondition the Resie ia
sllowsed to deduct [rom the profits a fixed yearly aum to
amortize part of its shares and pay Ilnterest at 5 per gent
on the outstanding shares. The ashares to be amortized are
determined by lottery. The proprietor of the amortized
shares will, however, continue to receive dividcnda.(b)
After deduction of the fixed yearly sum, the net profit las
divided between the Régio and the Government on the baaia
of 95 per cent to the Government and 5 per ocent to the
canpanx.(s’ Actual reverue to the Government from the

1. Arréte No. 16 LR of Jenuary 30, 1935, with its Modifigatlons,
arviolie

2. Ibid., article 50.
3. Ibid., article 43.

4. The Tobaoco Monopoly Agreement(Azar Press, Beirut, 1944)
article 1.

5. Ibid., artlcle 14.

6. These proportions were inatituted arter nationalization by
Syria of the Syrian branches of the Régle b; an agresment
which {3 not yet ratifled by Parliament.
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Tobacco .onopoly amounted in 155¢ teo 15,303,000 Lebaneas
pounds, winich constituted adout 21.50 of tihe tax revenus
of that year. The very hizh tax on tobacco has contributed

to the hi-h cost of living in Leabanon.

3, Tax on Inflammables

The tax on Inflammables las nou(l) levied on benzine
and kerosene that are consumed in the Lebaness territorles.
The rate of the fiscal tax is 13.25 plasters per liter of
henzine &nd 4 piasters per liter of kerossne. 3esidea, 4
and 2 piasters per liter are levied on these two commodities
respactively for the beneflt of uunioipalities.(2} Placal
and munlicipal rates may be changed by the Government. without
logflativc sction provided their total Jjoss not sxceed 2¢
piasters per liter on benzine and 3 plasters per liter on

xerosense. O

The tax 1s paysble by ths lmporter at the time of the
arrival of the inflamuables materials to their 'aruhauaea.(4)

1, Between October 1941 and February 1947 gas oll end fuel
fuel 0il wore also subject to the tax. 3See Legislative
decree Ho. 112 of Caotober 9, 1941 and decree do. K7963

of Jaruary 31, 1947, Hajmu'at al Qawanine.

2. Deocree o, 1843 of BKay 12, 1350.
3. ¥ajmutat al gewanine, Law of January 30, 1947,

4, Ibid,, Law of day 12, 19328,
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01l companies refining benzine and kerosene in the Lebaness
territories are supposed to pay the tax on the aasount pro-
duced within the 20 days following the receipt of the pay-
ment request sent by the Pinancial Authorities.(l) However,
the benzine used for cars and trucks passing In transit to

Iraq or Iran,(z) and that used by the Alr Union Ccﬁpany,(aj

Alsr Alr Llnos,(4) desert transport ccnpanies,(s) end Lebanese
alrways coupanion(e) i3 completely exempted from any tax.
Receipts from the tax on inflammables amounted in 1950
to 11,396,000 Lebanese pounds, which formed about 13.5 per
cent of total tax revenue for that year, The nigh tax on
inflanmables, particularly tae tax an kercssne has contri-

buted to the high cost of living for the mssases,

C. Tax on Cement

The cement tax {3 levied on thes consumption of cement,

1. The Budget Law of 1351, artisle 31.
2. Majmitat al Qawanine, Law of July 2, 1335.
S. Joid., Law of Hovember 26, 1931.

4, Ibld., Legislative decree ¥o. 244 RI of November 8, 1342,
5. Ibid., Arrete Ho. 260 LR of Hovember 13, 1938.
6. Ibid., Law of April 24, 1947,
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_ 1
whetner tnla materlial ls loported or locally produoedf )

The rate of the tax s 5 Lebamnese pounds per ton.{z’ This

rate may Ye changed by the 8xecutive Body at any time with-~
out leglilative actlon, provided it does not exceed that
lmount.(a) For the purpcese of avelding evasion, Finance
officials superviss conatantly the production and especially
the welghing of the cement. The tax on locally préduced

(4)

comeont 1a collected every fifteen days, and that on the

ixmported cement, at the Lime it enters Lebanese torritory.(s}

The tax on amounts exported is refunded if the exporter 1la

the factory owner or the wholesaler representing the trade
(€)

mATK .

U. Duty on Alecehol and Liquors

The duty on alcohol and liguors i3 levied on the
consumption of alcohol and all alecoholic drinks whether
thess products are imported or looslly produoad.(7) The

1. The Bu_d_ﬁ.t of 1938’ artiocle 12,

2. Hnémn'at al Gawanine, Decree Ko, K 7962 of January 31, 1347,
arviole .

3. Ibid., Law of Januafy 30, 1747,

4. Ibid., Dearee No. 2152 of April lat 1238, artlicle 6.
5. ibld., article 17.

6. Ibid,, article 13.

7. Ibld., Decree Ho. 133 LR of December 20, 1333, articlea
5 and 3,



ratea are &3 followa: Deer 7 plasters jper litar;{l} wine
8 plusters per liter; srak .30 plasters per .de;ree of
alcohol in sach liter; aleochol and all other alcoholic
drinks one plaster pepr desree ln each liter; Jdenstured
alconliol G.30 plesters per degree in eaca lltar.cz) The

duty on alcohol is made nigh for tne purpose of preventing

ita use in the manufacture cf arak, For such a use, bealdes
degreding the quality of arakx, is# injurious to the vine
growers, Censtured alcechol pays & much lower duty because

it 13 used as fuel. The duty on the imported products ias
colleciod with the customsduniaa,(3) at the time the soo0ds

are cleared from the custom=~house. 7The duty on local products
is collected when they are produced.(‘)

In order to avold evasion every factory producing
slcohol or alcohollc drinks is constantly under the ¢lose
supervision of a Jovernment official, who, beslides verifying
the registration of the amounts produced, makes sure that
the production process and the raw material used are in

conformity with the lews in rorce.(8) 1the quantity of

1. Budgzet Law of 1950, article 38.
2. The Budget of 19456, artisle 13,

5. dajm'et al Qawanine, Legislative Decree Ho. 133 LR of
December s article 4. Imported alooholic drinks
pay also high munioclipal duties. Beer pays 25 plasters
per liter if 1t is in bottleas and 15 plaaters 1f it 13 in
barrels., ¥ine pays 50 plasters per liter if it is in
bottles and 25 piasters if in barrels. Jther drinks pay
g duty varying between 100 and 200 piasters per liter
depending upon the percentage of alcohol they contain,

4, Ibid.’ m1°1. 5.
5. Ibid., Law of Juns 7, 1337, article 27.
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alconol drinks made of srapes by amall prouucers sre assassed
by Government officials who visit them early after harvest, (1)
Fvasion i3 made xmore difficult by subfecting the transport
of alcoholic drinks to a licence that 1s given only after

the colleoction of the tnx.(z}

Reslides the dutlies levied on the import and ths manu-
faocturing of alcoholis drinks, a tax 1a leviaed on thelr
sales.in bars, night clubs, cales, restaurants, etcEalThls
tax 1s levied Iin the form of licence and based on the rental
value of the placs in which they are sold, Establishments
servin,; alcohollc drinks are divided into three classes,

The first class eatabllishmentis pay 35 per cent of thelr

rental value; the sccond class establishments pay 13 per
gent; and the third 12 per cent.(4) The rentsl value 1s
determined in the same way ai 1t 1s determined for the purpose

of assessing the bulldings tax.(%)

E. The Tax on Salt

The salt monopoly waas abolished early in 1952‘(6) At

1., iajmutat al Qawanins, Law of July 22, 1297 (Hajlira)
i?élcla 2. ’ ' ’

2 Ibid., article 17.

3. Ibid., Leglislative decroe Ho. 132 of May 30, 1942,
article 27.

E. Ibid.. uhen only a part of the establisbment is assigned
for serving aleoholle drinks, the tax is based on the
assessad rental value of this specific part.

5. The Judgat of 1339, article 37.

6., The dudget of 1962, artiocle 18.
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trhie same time & tax on imports of szl and on 1ts extrsetion

waz impoasd. The rate of the tax is 5 plasters on sach kilo

of Imported salt and 10 plasters a year on each square meter

or fraction of a meter of asslt pools.{lj IThe extraction of

salt 13 made sudbject to a yearly licence that 1is ziven only

2
after the oollection of the tax.( )

o Stamp Outlaes

All mecurities, contracta, receipits and documsnts of
various kinds are subject to stamp duties., The duty 1ls
either fixed, or proportional to the sum of money menticned
in the dooumnnt.(a) The fixed stamp duties 1s applied in
general on dosuments In which no sum of =money 1s mentioned,

and varies Detwesen 1 piaster and 50 pounds dspending usually

upon the importance of the document. The normal proportional
duty is as rollows:(‘) 2 per thousand on the amount mentioned
in the dosumant up to 25,000 pouﬁds; 1.5 per thousand on the
gart of the amount ranging between 25,001 and 50,000 pounds;
} per thouaand on the part of the smount ranging between
50,001 and 100,000 pounds; .5 per thousand on the part of
the amount ranging between 100,001 and 200,000 pounds; 0.25

per thousand on the part sxceeding 200,000 pounds.

1. The Pudget of 1952, article 19.

2. Ibid., article 20.

3. Legislative decree No, 130 L of December 20, 1933, with
s Modilications, article 3.

4. Ibid., article 9.
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To these normal rutes there are s=veral axceptlons.
The atamp duty on shares for Instance {5 1 per :zent; the
duty on drafts is Q.85 per cent: that on lelter of credif

is 1 per thousand.(l}

5. wusiboms Duties‘zj

Customs taprlff oconaliats of five catejorioes of dutles;
maximim dutiea, ordinsry dutlea, dutiles on imports fronm
Palestine, duties on imports from osyrila, and duties on imports
from Iraq. The maximum dutles are genersally twice the ordinary
duties. These have been acarcely appllad.(a) e Juties on
izports from the Arab countries mentioned are based on sgree-
ments allowing exemptions and reductions on many articles of
locel production, moatly agriculturul.(4) The asreement with

Iraq is the least liberel. There is no special tariff category

l. Majuu'at al Gawanines, Lecislative decree %o, 130 L of
Lsecsmber =0, gy article 3,

2., The dutlies siven under this hesdling are those that were
in effect 1in 1052. 3ee Direction General das Dousnes,
Tableau des Urolts Inscrits au Tarif dea Lousnes (Beirut,

13827,

3. Importa from Japan ares subject to meximum dutles. Ibid.,
p. 11.

4., for sgreement with Palestine, see Arrete lioc, 334 LR of
Hovember 30, 1939, and Arrste No. BT LR of April 22, 194C.

For azreement with Syria, ses Decres No.220 of darch 7,
1352,

For agreement with Iraq, aee Lecree No. 351 of April 30,
1352,
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for Tranas-Jordan, bubt tne trade a,  reement witao it 1s the
most libornl.(l)

The tarifl systez in Lebanon seems to Ye intended
primarily for revenus. Protection to industry appears to
pe the next fmportant goal of tariff pollcy. JIrotection
to agzriculture 13 given cnly whan {t does not all=2ct Lhe
cost of necessltlies, or when Lt 1s not lncomgativie with
aacouragexent to indusatry.

The importance of the revenus aspoct of tle tariff
appears clear from the fact that, apart {ron strict aecs-
sgitles, raw materials and (ndustrial and a;rilcultursl
nacklnery, >ractiocally all commodities - tiouzsn ol types
not produced locally ~ are subjeact to suostantial dutles,
usually of 25 par cent, ¥lectric house applliances, trans-
port vehic¢le enzines, watchea, huntin; ams, music [nalru-
ments, etc., are subject to a duty of 2% per cant. Zars
and trucks are subjfect to a 2uty of 14C and 1.0 plasters
per kilogram respectively, which rates come ordinarlily to
around 25 per c¢ent advalorom. Preparsd drugs, with the
axvaption of antibiotics, pay a duty of 11 per cent.

The importatice or-tha revenue aspect of the tariffl
systemn osn also be felt {rom the fact that no rate is
high snough to be prohibitive or $o lead to diminishing

rcturna.tz) FEven luxurlea do not pay high dutlies. Iiamond,

1. Azreement of #Aay 23, 1323 and Annex of February 27, 1924.

2. This fact may, however, be attridbuted in part to the
influance of the merchant classs, espaclally importars,
&8 & pressure group.



gold und silver, jewelry, for instance, pay only 25 Ler cent.
Hatural silk velvel payas only S0 per cent; feathars lor
ornament, only 23 per cenf.

Yor the encourageament of local induatriea, the tarifr
system provides for the exemption of ilnduatrial macalnery.
Row materials for induastry are either cxemptéd or elae puy
& low duty. The rsason for Jiscrimination In row materials
dutiea 18 diffiocult to explalu., While some raw iaterials
of types locally produced are exempted, we 3sa that some
otners that are not produced 1ocaliy are subjJect to tax
usually of 11 per cent and in some cases nisher. JegetadLle
cils (excluding olive oll) [or scap industry; argd powdered
oilk for any induatrial purpese, and sugartl’ and cacao are
oxempted;, while iron sheeta, tuves, plpes, bHars, raw steel
snd iron, though not produced locally pay a duty of 11 per
sent, and iron wire 20 poer cant.

For the purposs of protecting local induastries, zoocids
of typus manufactured locally are subject to a duty usually
of 40 or 50 per cent, Tanned leather, most 3llk and rayon
eloth, wool and cotton clothing, processed frults and vege-
tables pay 40 per cent. shoea, rayon stookings, rayon or
allx clothing, wood furniture, cologne and cosmelics pay

S0 per cent. Some goods, also of types manufactured locally,

l. ZSugar is aubject, however, to a tax of 20 plasters per
kilo {(white) and 1C plaasters per 41lo (brown), which is
credited Lo the {ndependent budget of the Jirectorate

of Supply.
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DAY, however, lower Jduties. <onfectionaries, woolen clotn,

and colton stockings, for instance, pay 30 per cent; or-

dinary soap, umbrellas, threads ard matches pay 25 par cent.
“he protection © industry {3 not as high as 1t appsars

frea the rates. Ths duty is calculated on the baslis of

official rates of exchange, wirlch are roughly two thirds
2f the market raies.

Protsotion to szriculture seems to va the leaat
important go&l of the tariff policy. 1In order toc keep
the coat of living low or to encouraze ladustry, necessary
agricultural products 3duch as wheat, rice, barley and corn
are exempted. (ther neceszltlies pay low dutles., Cows and
milx, for instance, pay a duty of 1l per cent; shsep pay
150 plasters per hesd., Vezetable olla used in the soap
industry are totally sxempted, though they constitute a
substitute t¢ olive oll which 13 one of the moat important
¢rops in Lebanon. 0311 yvlelding seeds ard fruits pay 1l per
oent; olive oil pays 25 per cant. i{izh rates are applied
only on fruits and most vegetavles, These pay a duty of
80 per cont,

Cugtoms Jutles sre moatly sdvalorem; and where
speclfilic autles are applied, in most cases, s minimum

advalorea duty 1a provide.d,
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Chapter VII
PUBLIC EXPFNDITURES

Publioc expenditures included in the ordinary budget of
the Lebanese Jovernment have mors than tripled since 19&&.(1}
They rose froa 27,666,000 in 194); to 384,522,000 Lehanese pounda
in 1950, and eatimates for 1952 put total expenditures at
94,250,000 Lebaness pounds. This rise has deen dus partly
to the inoreasing Govermment functions following ths independ-
ence of the country (e.z. foreign service and defence), partly
to incresase 1n soclal services and public works, partly to
waste and eorruption in sdministratfon, and partly to extra- .
| vagance enoouraged by budget surpluses, These increases in
sxpendi ture were made possible by the establishment of the
income tax, the ralsing of excise dutiea, and the increased
consumption of taxed goods such as benzine, tobacco and imported
goods.

For the purpose of analysis we have divided pudblic expend-
itures on a functional taslis into six classes: expenditure on
security; expenditure on administration and finance; expenditure
on justice; expenditure on economic and developmental activities;
sxpendi ture on social services; and expenditure on public debt
urviohs and similar payments. (See Table I)

The frequent changes in classification of expendltures in

1. See Table I, Chapter II.
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the Ordinary Budget prevent an easy comparison bdetween one
year and another. Tims it was found necessary here to adjuat

the classification in order to make the ammual figures covi-

pareble.

Al g;pendituro on Schritz

Expendl ture on security during the last eight years are
shown in Table II. Total expenditures on security azounted in
1950 to Leb.L.25,092,210 and accounted for 29.7 per cent of
total expenditures. WwWhile expendliture on internal security
has inereased only slightly since 1945, expenditure on the
arny has inoreased about five fold. This sharp increass in
expenditure on externsal security is dus to the fact that, before
the lndependence of Lebanon, external security was provided
mainly by the Arm;o du Levant which was msintained by the
French budget. After independence and the evacuation of the
Allied troops, the Lebsnese Government had to maintain the
part of ths Arméc du Levant consisting of Lebanese subjects
and to incresse its members and equipment, especially after
the war in Palestine. Special taxes, such as Army tobacoo
tax, and increases in certain other taxes ~ such as the in~-
sreases in entertainment taxes -~ were made with a view to
developing the Aruw.‘l} In spite of the large incresse in
sxpeniditure on defence, the proportion of security sxpenditure
to total expenditure has retained abocut the same. This 1s

1. Majuu'at al qawanine, Law of May 30, 1945.
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because of the decline in the proportion of other securitiy

expenditures.

B. Fxpenditure on Justice

Bxpenditure on justice, since 1945, is shown in Table
17I1. Total expenditures on justice amounted in 1950 to Leb.
L.3,125,312, or 3.7 par cent of total expenditures, as com~
pared with 2,370,280 in 1945 whbich formed then 6.6 per cent.
The proportion of Government expenditure on Jjustice has thus
deslined.

It should be noted here that part of the expendi ture
on juastice is covered by receipts from court fees and fron
official publications (Al Jarida al Rasuyyah and Al Nashraiu
al Qadatiyyah), expenditure on which 1s included in the
expendlitures of the Ministiry of Justice. Receipts from these
two sources amounted in 1950 to Leb.L.834,757 and Leb.L.31,594

respectively.

C. Ixpenditure on Adninistration and Pilnancs

Expendi ture in the Crdinary Budget on the different
services under this class;, since 1945, 1s showm in Table IV.
In 1950 expenditure on these services amounted to Leb.L,8,298,828,
or 9.8 per cent of total expenditures. The itens on which
sxpenditures have substantially increased since 1945 are:
Parliament, Land survey and Registration, Pinance and Foreign
Affairs.

The increase in expenditure (eatimate) on the legislative
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body since 1350 is due mainly to the increase in the nunmber
of deputies from 55 to 77 in 1951, and to the lncreasa in

the salaries of the deputies from Leb.L.6,000 to Let.L.12,000
per person per year In 1952,

The increase Iin the expenditure on land survey and
registration since 1946 1s due to return to pre-war lavel
of activity. Expenditure on financlal adainfstration in-
creased between 19,5 and 1947 mainly because of the develope
ment of the income tax administration, and since 1950, the
estimated increase has been due to the establishment of the
Court des Conptes {(Accounting Couneil) and the succession
tax,

Expendliture figures on foreign arffairs for the years
1945«1950 are far frou be!ng real, because the closed saccounts
for these years do not include &ll ths expenditure of the
service. Thias is due to the fact that many legations have
neglected to send to the Ministry of Foreign Arffairs all the
necessary statenents about the actualidiaburaamenta out of
the advances sextendsad to them. Budgetary estinates are, there-
fore, claoser to reality., These estimates for ths years 1945

to 1950 were as follows:

1945 1946 1947 1948 1949 1950
1,795,000 3,165,000 3,257,000 §,026,000 3,971,000 4,113,000
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D. Pxpenditure on ¥conomic and Developmental Activitles

Expenditure on developmental works are partly inc¢luded
in the ordinary budget and parlly in the Accounts of the
Levelopmental Works FPund. Expenditure on the different sconomic
and deavelopuental activitles in the ordinary budget are shown
in Takble V. In prepsring this table an attempt was made to
distinguish, as fer as poesibls, between purely acministrative
and developmental expendltures.
Expenditure on economnis an: developmental services in
the ordinary budget has increased more than twofold since 1345,
but its proportion to total expenditures has changed l!ttle.
In 1950 this expenditure amounted to Leb.L.24,141,517, or
28.6 per cent of total expenditures {(as compared with TLeb.
L.10,070,442 and 28 per cent in 1945). If we add the average
yearly suma appropriated to the Pevelopmental Works Fund, the
total economic and developmental expenditures for the year
1350 would rise to about 36 million Lebasnese pounds, or 37
per cent of the total expenditures of the ordinary budget
plus the average appropriation to the levelopnental 'orka Fund,
Expendliture on administration of public¢ works in the
ordinary budget doubled between 1345 and 1949, and rmore than
redoubled betwsen 1950 and 1952. Turing the former period
the increase was mainly due to the expanaion of the adainistra-
tion which was necessary for the exscution of the developmental
works, especially those financed by the Developamental Works

Pund. Detween 1950 and 1952 most of the inerease caze as a
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et et

result of the instltution and development of the International
Alrport of Fhalde. In 1950 expenditures on civil aviation
adainistration asounted to Leb.L.592,137, while provision
for this aduinistration in 1952 amounted to Leb.L.2,319,000.
wxpenditure on water supply, irrigation and drainage, |
has increased almost five folds between 1945 and 1950. This i
sharp increase reflects the attention that the Jovernent is :
giving to irrigation and to water supply.
=xpendi ture on roads, ports and buildings since 19438
has changed little. The sharp rise in expenditure on these
works between 1945 and 1947 can be explained partly by the
fact that imported equipnments necassary for road tullding
and maintenance was not available directly after the war, and
partly by purchase from the Britlish Authoritles of the Nakoura-
Tripoll Railrcad, inatalluent payment on which account started
in 1947. The purchase of this rallroad also necessitated the
expropriation of the lands in which the railroad pasepres. FEx-
propriation compensations paid in 1947 amounted to l.eb. L.
1,425,326.
Adninistrative expandlture on agriculture has -ore than
tripled since 1945. The increase is sald to be largely due
to the gsneral tendency to find posts and jobs for favoritss
rather than to provide the nesded aorvioos.(l’ Zxpendi ture
on agricultural activities increased between 1945 and 1950

1. The FPinancial Committee of the Parliament declared, in its
report on the Budget Project for 1952, that “there are a
feow thousmands of eivil servants who are not needed and who
do not come to their offices.”
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by about 300 per cen%, but since 1950 budgetary eatliates
have shown a sharp decline. Agricultural activities include
asainly afforestation and safeguarding of forests, nurseries,
lease of heavy agricultural machlinery, veterinary services,
and quarantine services. Agricultural ressarch, experiszenta-
tion, and extansion works heve 80 far been scarcely attempted.
A central experiiental station haa been recently establlished
near iaq with the cooperation of T.C.A.

Txpenditure on agricultural and industrial oredit rep-
resents the expenditure on the adaministration of the agency

(1) This administration ls restrictad to the

for such cradit.
value deteruination of the borrower's property lor the purpose
of mortgage loans.‘a} The productivity of the project to be
financed by loan 1a not given any consideration, and no super-
vision of the expenditure of the lodn is undertaken.
zxpanditure on Poate and Telegraphs has shown a steady
increase since 1945. In 1950 it anounted to Leb.L.2,476,315.
However, receipis from these services have always mors than
eovered the expenditurea, Total receipts in 1950 amounted %o
Leb.L.2,637,751 which after meeting the expenditure of that

yoar left a balance of Leb,.L.211,436 as a net revenus.

1. Punds amounting %o Leb.L.15,200,000 were set aside by the
Soclet*e de Crédit Agricole ¢t Induatriel du Liban for
loans through the Govermnment and by 1ts guarantee. In
consideration for this guarantee the Governuent receives
1/5 of the Interest which is now 4,35 per cent.

2, For asseasing the value of property to be mortgaged, the
Government charges 1 per cent of the amount of the loan.
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The expenditure on national sconomy has Increased
from Leb. L. 233,325 1in 1345 to 652,300 in 1951. Tue
budgstary estimates for 1552 ahow s docresse, which i:=
malnly dus to the separation in this year of the .oc¢ial
Affairs Jepartmonttl) from the Ministry of Hatlonal “economy,
and to the trunsfer of the Ilrestorate of Concessionory

Companies! {ontrol to the Hinistyry of Publie iorks.

The activity of Lhe Miniastry of Hsetionsl Feonomy
has zlnost been confined to tihie lasue of import aund export
licences ~ which are in moat cades unresirictedly . ivea -
to¢ the preparation of the general statlstics bulletina,
to reglatration and protactlon of patents, and to conirol

of measures and welghtism,

Expendliure on Supply is shown only for the years
1945 and 194€6. &ince then the Directorate of 3upply bheceme

an independsant service having its own budgst.(z)

Cther economic services are the Talsphone service
and toe Commlassariat of Tourdsn shich have apsclal budgets.
The expendliture sidea of all tae speclal budgets for 19562
are snosn in Tadle VI.

Hajor devselopmental worka are financed by the Zevelop-

l. The Social Affalrs Lepartxeant. became a aeparates
¥inlstry.

‘8. 3ee dudgel estlrales ol expeadltures of the Supply
sirectorate for 1952, in Table VI.
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Table VI
Txgyendlture Fstimates in the Speclial

Budgets for 1962
({In thousand Lebanese pounds)

5upply 16, 645

Adrinistration ceecsceveens 780
PUrchfssos .ccosvessnssvecns 12"45
UGS sevseesossvevrsccnsnans 2,375
S08OTVY sesvsvevevnnsnsnnns 1’045

Telephons 7,550

Eatabllishnment section ..cvecerervceesreses 5'500
Equipmenta and tools ..... 2,150
s5alaries and WREgeS .ceses.s 1,350
Exploitation 8e0LL0N cevecsvrsocnscsssene 93850
Zalarles, & wages & other
administrative & maintenance
prenditurﬂa sresss s 2.650
Reserve for depreciation
and d'?ﬂlopa’nt ssassesnn 800
Amortization of loans ssen K Tale)
Reserve for contingencies. 100

Conmiasariat of Tourism 8,678

50JAaries ..ccccrs000nvannae 241
Other administratlive expend. 67
Tourist transport subsidies 2,000

Advertisement .scccenvacvs 230
Mi3cellaneous c.cvencrsses 231
RBBOI'VE .iscccrnenssesspsnn 5é
National Lottery 4,010
3alarlies and administrative .
oxpenditures ..cccvecseeaa 169

vxploltation expenditures, 123
Prizes and commisaions ... 2,900

Social assistance® scevecves 500
RQ‘.’V.‘ [ AN ERENENEERENZJNNN}] 318
Customs Administration(d) &,300

Customs BOATd .erssnscsnee 237
Adininistrative expenditures 4,828
AO88I'VE ciwvsccsvsenrnonnn 245

Total Expﬂndltur" TN YR R A e I Iy 35’880

1. The Dudget of the Customs administration includes among
expendi tures the surpluses that are allocated to the Tressury.
These surpluses amounting to Leb.L.25,700,000 have besn
sxcluded from the table.



mental Aorks Aund already reflerred to.{l) Table YII shows

the direstion of appropristions of thls Fund, since its
lnatisutlcn.(z) A oan be seen from this Table, most ap-
propriations to thia Pund have been assiyned to transport,
About 42.5 million Lebaness pounds were asalined to the
construction of the International Airport of Xhalde and
about 31 mililion pounds to the construction and ilaprovement
of sutomoblile rosds. Water projects, mostly for irrigation,
are the next lamportant item of expenditures ocut of this Mund.
To these projects about 21 million pounds wers approoriated.
Appropriations to all other development projscts - mostly
hoapital and other public bulldings - amounted to about

eizht and a half million pounda. The remeining appropriations
amounting to 5 million pounds were sssigned to the purchase
of some army eq@iipment and sannot, therefore, be counted
anon,; developmental expendlitures.

E. Expenditure on Joclal Servicas

Expenditure on different social services are shown in
Table VIII. Total expendliiures on theae services have
increased from Leb.L.5,000,649 in 19456 to 18,296,800 in
1352, The proportion of these sxpenditures to total expend-
1tures has inareasesd from 14.2 per cent in 1845 to 13.4 per
cent in 1952; thus showing a greater relative emphasis on

10 See P’ 15.

2. The Developmental Works Pund was instituted by the Law
of April 5, 1544. Actual figzures of expenditures out
of thias Pund are not avalladle.
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social services. Jhen gomparsd with proportion of the
budget goln: to soclal services in advanced countrias,

the proportion in Lebanon 13 found to be a great deul less.
But when compared with other Arad countries, thias proportion
appears to be qwkde close to what it La there,

Txpenditure on soclal aervices in Lebanon constituted
{in 1330 1l6.1 per cant of total expenditures. In the sazxe
yesar the proportlon was 46,2 per cent in Sweden; 55.3 per
cent in Norway; O55.5 per cent in New Zealand; and 22,6
per cent in Egypt.‘l} Budcetary eatimnatss of social expend-
ftures 1n Ira; accounted for 12.3 per cent of total expend-
tturss 1n 1950; ‘2’ and thst of Syria for 20.5 per cent in
1945, (%)

The relatively small expenditure on soclal services
in Lebansn, &3 compared with more advanced countries, may
be antitributed malnly to the fact that Lebanon has no soc¢lal
security acheme, and no cost of living subsidy. In many
advanced countries these two items account for most of the
soclal services expanditures. In Sweden they formed in 1550
71 per cent of social sxpenditure. In New Zealand and Hor-
way they fommed in the fiscal year 1949/1950 €8 and 72 per

eent respaotively.

1. Computed from the United Nations Jtatistical Yearbook
1951 (Hew York, 1951). Pigures for Borway and Hew
Zenland are those of the flacal year 1949-1954,

2. Ibid.,

3. Syrian Ministry of National ¥oonamy, Department of
Statistios, Statistlcal Abatract, 1981, p. 151,
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Jobt only .3 the relatlve eipesndltuprs on 3ocial services
low in Lebdanon sut also ti.e stondard of service ls very poor.
This 13 due to the fact tnat clvil servanta 1n this fileld,
1ike 2ll other fislds, are iq&ensral incompetent and ineffli-
clent, That is why publlc schocls and hospitals are almoat
only used by the poor classes,

Ine zost important social service run Ly the Zovernment
1s education., Expanditure on this service amountad in 13580
to Leb.L.3,323,771, and to 64.7 jar cent of total social
expenditure., xoat of the expenditure on aductallon zoes to
elementary schools, Publlic sesondary and colless aducstion
was instituted only rocently and s 3till in the first stagze
of dsvslcpment. Q(ther sducational services are agriculturel
and vocatlonal education, news and broadcasting, antiquities,
archeclocy and the Public Lidbrery.

Haesglth services were, until 1851, the only other sooial
services undertaken by the Soverrment, Txpenditure on these
sarvices amounted in 1350 to Leb.l.4,8148,387, and to 35.3
per cent of social expenditures,

¥xpendlture on curative rotivities account for about
threo quarters of health services, and comprises diaburae-
nents on hospitels, c¢linics, laboratories and firast ald,
Disosse praventing aotivities include combatting malaria,
control of epidamica, control of unhealthy trades, quarantine
service, and hyziene 1ln Jeneral.

Qther socigl services ares those of the Ministry of
Soclal Affairs which was lnstituted in 1952, The activities
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of tils &inlatsy have sv far deen of 1iitle signliloancas,

P. Expenditure on Jebt vervicing, and Similar Payrents

rxpenditurea on debi aerviclng, pensions, Iindemnitliaes,
and other duss ars snowm 1n Table IX,

AS X was mentioned belosre, tne only laportant publle
deblt that Lebanon owes 13 that resulting frum the replenish-
ment of the currency cover alter the Jdevalustion of the
Prench frane {n Janusry 13943 and 1a Septamber 1343, The
emount of the dedt was orizinally Leb.L.53,732,5G0 to be
redsemed in 33 yearly instellmentz., ZProvision for amortiza-
tion and interest payment [or 1352 amounted to Leb.L.E,éQE,OOOSlJ
At the end of 1352 Lek,L.32,3€C,300 were still outastanding.

Another debt amountin: to 20 million Lebanese pouncs
rosulted from purchase from the French Authorities in 1943

(2) From this amouynt S mlilion

of property ownad In Lebanon.
pounds were dJdeducted und earmarked for paymnent of compllimene
tary indemnities to the Lebaness cltizens that were employed
by French Authorities, The remaining 17 million pounds with
interest at 1 per cent 2er annun were to be zald {n five

youarly installments. At the end of 1952 only one install-
ment of about three and a half milllon pounds was stiill

1. Previous to 1952 payments weres mada from profits of the
sxchange (LIlice.

d. This property is composed mainly of real estate including
the airport of Riaq. These slone wera valued at 13 milllion
pounds, The remaining property includes mainly some army
equiyment, the broadcasting station ard some radlio com-
munication and meteorological egquisment. See tine Pranco-
Lebanese MNonetary agreement of January 24, 1943.
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outatandin.,

Bes3ldes, Lhere ls another deol tiab resilied froa
tihe purehase of the Halkoura-Tripoli rallrsord Iroa Lae
Aritish Authorities ln 1346, {uls Jedt amounila; to ilve
million pounds was Lo be pald Iln sevsn equal yearly inatall-
ment3, At the end of 13L2 only one installxzent wus stlll

OUtstanding.(lj

3. Contreol of Publlc Expendltures

intil recently no adequate control has been axé&cised
gvsr publlc expendltures. laveral dovernaent agencles wers
not oparatinz unjar.a pud;et volod by Parliament. ihese
wore the Telephone lervice, datlcnal Lottery, tke ISupply
2Jepartnent and Commlasariat of Touris:.

Thae cantral departmenta 9 the Governnsni nave always
operated under the ordlnar; tudget, prepared oy the 8zecutive
Body and voted by the Farllaneni, but 1ts exccution has not
been sudject to pre-examination and verification by an out-
side guditor or an sccounting council nor even an 230Guate w.iisms!
financial control, <JConsequently, wmany leaks 'ea are Xnown

(2)

to have taken place in some of the Mdlnistries.

l. Payments on apcoount of' this dedbt are incluled - as in the
Budset - among public works,

2. Zuch leakazes have heen officially reported b»y the finan-
cial Committee of the Parliament which made the following
daclaratlon Iin its report on the Budget Project for 193562:
"Oour committes has reducad considerably many of these
expenditures {expenditure on furniture, rent, upkeep,
protocole, etc.). 3ut the easence of the subject does
not lie hersa. The essentlal thing 1s to avold arooged



- 1l1 -

in the caze of recrultiwnt Jor dovermient ol{lce,
selection hags neen sudjact Lo conaldarusles lavorlilsam
and partisanship. Thus nany unqualified eaployees are
now sccupylng Impeortant positions.

Jacently, nowever, all Government Asenclss have
been reguired to operate under Ludpets volted hy Parilament,
Conirol of these and tne orllaosyy vu zed L3 now lalrustaud

to the gourt des Zomplss {Accountlirng Councll) crested Ior

thls purposa.(l} e control of the Jourt Jdes comples ex-~

terds over the preparation of the budset (43 re.ards
definitlions and clarity), Its exacutlon, Sovernment accounts
and thelr zettlexent, cuatody and salexeepln, of Hubllis
funds, ccllectlon of taxes, . iving and executlon af sullding
and work contracts, recrultment of personnel, sudlting of

agcounts, etc.

deals &t the expense of the Jovernament. {for a reception
given by the Govermment that sosts 3000 pounds the
Treasury pays 7000, and for a car reparallon that costs
75 pounds, an appropriation not lesa than 300 pounds

13 made. The misuse and bad administration lnvolve
millions of pounds svery year in the purchase of equip-~
mdnty, furaiiturse, uniforms, 1in public worka, in publle
bulldings, in expropriations, etc., These illegzal
Jractices have beon taking place since 8 iong Liue

and tho present Jovermment haa not given serious atten-
tion to discover them and punish those responsible’

1. Jee Lezislative Decree Y¥o. 55 of Mdarsh 19, 1353.
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lergonnel selection Las veen :sde 3upjeci to educational
certificates anxd desrees dejendin; upon tne nature of the
office; and promotion from one oaltezory of offices to
another has bsen mads subject Lo an examination,

Conkrol of public expenditures on the basis of standard
o service and cost nas not yel besn estadlisibed; and there
soaas Lo De no thought on the part of the Sovernmeat for
£illing this Zap.

3ealdea tasre 18 no agency Lor formulsting comprehen-~
sive {inancial planning, Thilis may, however, ve part of

the work ol rconomlce Levelopment Board instituted recently.
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Chapter VIII

EVALUATION OF THRR FISCAL SY3TEM

For evalusting any flascal system, 1t is appropriate
to look at 1t as a whole rether than anslyse every tax and
svery kind of expenditure ssparately. Por the effect of one
tax or one Xind of expenditure may compensate and balance
the effect of another. In the preaent evaluation of the
fizcal aysten the general characteristies will thus be taken

&8 & basls,

A. Tvaluation of the Tax Systes

The Lebanese tax system will be ewvaluated here from
the standpoint of its effects on income distribution and

production.

1. 2ffects of the Tax Systes on Distribution
The use of taxation for the purpose of reducing tha
inequality of ineome was considered by the classical economists

to sacrifice progress to soclal connidtrations.‘l’ Though
redistridutive taxation has in general always been praised
on the grounds of aceial justisce, and though -~ ever sinoce

the discovery of the lavw of diminishing marginal utility -

l. E.F. Schuuacher, "Public Finance - Its Relation to Full

mmploment®, Eeonomies of ull loyment, Oxford Institute
of Statistics (Dasll Blackwell, %Efois. 1944), p. 91.
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it has been admitted that taxing the riech more than the
poor reduces the total real burden on tax payers, such
taxation was cohdenmned by the classiocsl econonmists who
considered it as a hindrance to the acowsulation of capital.
Contsuiporary econonists, however, ocontest classical
thought on this gquestion. ¥Inasmuch as depression and une
sanployment and indeed long term stagnation can now be traced
to lnequality of inocome distribution, redistributive msasures
commend themselves not xzerely on the grounds of smocial jus-
tice but pre-sainently on the grounds of economie r.ason.(l)
In order to Judge the effect of the tax system on
the redistribution of income it 1is neceszssary to determine
whether it 1a progreasive or regreasive and the degree of
the progrsssion or regreassion. A progressive tax system
reduces the inequality of income; a regressive one accent-
uates 1t. Howsver, aince the marginal utility of income
dininishes rapldly as income increases and, since the inequal-
ity in economic welfare derived from income, rather than
income itself, that 1s desiradle to reduce, only & substan-
tially progresasive tax system can be considered really
redlstributive and desirable; & mildly progressive tax systen
‘ may accontuats inequality in economic welfare rather than
decrease it.

The Lebaness tax aysten rests mainly on indirect

1. 7.F. 3chumacher, loc.cit,, p. 91.
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taxes, which account for mor; than two thirds of total

revenus and more than three quarters of tax revenue. This
high proportion of indirect taxes (s dus partly to wide
taxation of articles of gensral consumption, and partly to
very high taxation of sone necessities, such as kerosene

and bdenzine, and of customrary necessities, such as tobacco

and liquors; only essential physical neceasitles are sxempted
from taxation or pay low taxes, such as wheat, flour, meat
and cheese. Imphasis ssems to bde placed, therefores, on
deriving as large a revenue as possible, with little consi-

derstion to the effect of such policy on incomas distribution.

Direct taxes are elither proportional or mildly prog-
ressive. Income from rent of bulldings and income from
intangidle properties, such as stocks, bonds, and mortgages
are taxed proportionately. Progression of the tax on income
from enterprises, professions, and sslaries and penalons is
more or less mild. Progression of the new succession tax
is also mild, although it should be 850 at the start to ac~
custom the people and discourage svasion.

Moreover, it 1s to be noted that direct taxes are more
striotly applied on the poor than on the influential rich.
Also due to the inocompetence of the administration mush nore
evasion of the income tax 13 made possible for big enter-

prises with complicated accounts than for mmall enterprisers
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and professionals who are usually taxed on ths basis of
assessod profita. Wwage esrners and ssalaried people who
belong to the poor and middle classes are the least liable
to svasion since ths tax on thelr incomes is deducted at
the source by the esployer. Thua it appears thet the
relatively mild progression provided in ine law of sams of
the direct taxes 1s for many people further nmitigated in

practices.

The extremely regresislve tendency of the indirect
taxes in Ledbanon is thus not compensated by any substantial
progressive tendency In the direct taxes. Considering the
abovs features of direct and indirect taxesa, it must bve
concludesd that the tax system in Lebanon is greatly regres-
sive,thus accentuating considerably the inequality in the
distribution of income and, more so, ths 1ncquaiity in

scononiec welfare derived from income.

. Bffects of the Tax System on Production

The effects of the taxation system on production oan
be considered under three headings: effect on efficiency,
effect on economic activity and effect on economic stability.

a. Zffect on efficiency. The regressiveness of the

Lebanese taxation system tends to reduce the sfficiency of
the labor claas both in the present and in the future. Ale

though the indirect taxes are imposed in general on cormodi-
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ties which do not contribute te healih and efficiency, and
in saue cases on coumodities that are considered haramful
to the health such as tobacdo and alcoholle drinks, they
still bave an sdvearse effect on efficiency. For a tax om

a commodity that is considered by the worker as a oconventional
necessity (as many taxed commoditiss are) increases the
expendl ture upon them and recuces the azount of income that

can be spent on necesaitles such &s food, shelter, medicine,

and education.

It 1s often argued that taxing the poor who are
anxicus to consume rather than the rich who are willing
to save inorsaseszs the rate of capital formation necesxsary
for efficient production. This is a double fallacy, because
"oapital on & broed view includes ... human beings as well
as materisl equipment. Xuch spending especially by and on
behalf of the poor nmakes an adcition, through the increase
of efficlency, to human capital... Much consumption in
short is really investment. And on the other hand mugh
saving particularly in times of trade depression makes no
addition to material capital because 1t falls to find its

way to investment." (1)

Another factor in the lLebaness tax system that reduces

1, Hugh Dalton, Principles of Pudblic Pinance (Routledge and
Zegan Psul Ltd., Eﬁgaon, 19597, P. 106.
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efficiency is the progressive taxation of corporation profit
and of total profit of shareholders of commandite companies.
_This tends to discoursge the formation of such forums of
business organizntion,‘li and should be considered as a
hindrance to the adoption of efficient machinery and tech-
niquo,(a}ﬂhich are ususlly %00 coatly for sole-propristor-
ship and parinership concerns to adopt. Besides, the dia-~
couragenent of such expansible form of business organization
hinders the realiszation of a high degree of efficlency by
checking the attainment of sufficiently large scale produc-

tion.

b. Effect on economic activity. Leaving out public

expendi ture, any tax aystem cannot but reduce economic
activity; the degree of rsduction depending, axong other
things, upon the nature of the constituent taxes. In [sbanon
the fiscal importance of indirect taxes, mainly on articles
of genersal consumption, has also a povwerful advesrse effect
on economic activity. The regressiveness of the tax systea
for uhicﬁ these taxes are mainly responsidle reduses the
income left in the hands of the masses, for consumption,

thus reducing the inducenent to invest, emploment and
sctivity in general. Besides, the higher cost of living

1. The formation of corporatioms is further discouraged dy
the stamp duty tax (see Chapter VI, pp. §5 ), and by
a capital levy of 1 per cent of authorised capital.

2. Renry C. wallick and John H. Adler, Public Pinance in

a Developing Coun (Harvard UniversIty Preas, Cambridge,
ﬂallaiﬁﬁge%el, I?;E!. p. 7.
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resulting from these taxes discourages tourism and swmamer
resort, which are so important for Lebanon, thereby depriving
the country from a substantial inorement in effective demand
that would have sontributed materially direoctly or indireotly

to economic activity in many fields.

Beonomic activity would be better off if excise taxes,
spscially those on necesslities are decreased and the tax
system is made to rest mainly on more progressive inharitance
and income taxes and on high customs duties on luxuries and

other articles of type andi quality produced locally.

A highly progressive income %ax may be sald to weaken
the inducement to invest by reducing the net rate of profit,‘l)
but such & reduction 1s expacted to be far inferior to that
whigh results from the decrease in demand produced by the
regressive indireet taxes. Besides the fncomes tax in Leba-
non can bte made more progressive without adverse effects

on the incentive to inveat, if investments, whether for
replacenent or expansion, are nade dedustidble from taxable
income. This measurs should in fact encourage investment,
and the loss of revenue from such exemption would be

regained from greater tax yleld in the future.

e. Effect on economic stability. Although under-

1. M. Xalecki, "Three Ways to Pull Employment®, The Roconomics
of Pull loyment, Oxford Institute of sStatistlics (Basll
a R ord, 1944}, pp. 45 and 46.




- 120 -

developed countries in general do not experience severe
cyclical fluctuations in their economies like those ex-
perienced by capitalist countries, yet some fluctuations
more or less mild do sonmetimas take place in underdeveloped
areas, In Lebanon, however, such fluctuations can de quite
severe, because the economy of Lsbanon 1s greatly connected

(1)

with those of Western countries. Lirge ups or downs in ,
sconomic activity in these countries cannot but bring about
corrsspondlng fluctuation in the Lebaness economy. Thus

some bullt-in flexibllity Iin the fiscal system is necessary

to mitigate suoh fluotuation.

As it 1s, the fiscal system in Lebanon should be
considered inflexibls for three resscns: First, indirect
taxes, largely on necesaities, form the main source of
public revenus. The inelasticity In the demand for necas-
sitlies makes the macney burden of indireot taxes vary sub-
stantially less than variation in national income,

Secondly, since direct taxes are, on-tha-average,
only mildly progressive, variation in the money burden of

these taxes are only slightly more pronounced than variation

1, Lebanon ia one of very few countries whose imports, {(mainly
from J.83.4., U.K., Prance and It‘I{; samount to as much as
one third or so of thelr national income. It i3 one of
& few countries that rely to such a great extent on sale
of services to foreigners, arbitrage of money and merchan-
dise, tranait, services related to tourism and services
rendered abroad by emigrants,
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in national income. Consegusntly dlrect taxes fall to

campensate for the adverse effects of lndirect taxes on

econoaic stabllity.

Thirdly, no legislation provides for changing any

tax rate whsn unemployment, of scanomle sotivity in zeneral,
reachss & certalin minimum level or attains a2 certain maximun
one. And though the rate of sone texesx (nanely the taxes

on inflammables and ecement anc aray staap duty on tobacco)
can be changed, up to & certain limi¢, by executive mction
slons, this power does not seen to have been used by the
executive body as a means to affect stabilization in the

activity of the private economy.

B. Eﬁaluation of Publlie Txpendliuraes

Public expenditures, like the tax aystem, may be
evaluated under two headings: effects on distribution and

effects on production.

1. Effecta of Publie Fxpenditure om Distribution

The effsct on income discridution of same kinds of
expondl ture such as sscurlity and justice is diffioult to
determine. The denefit derived from such expsnditure is
sammon to all citizens. DBut this benefit cannot be allocated
aceurately as betwesn different inoome groups. Regarding

expendi ture on security, Hugh ralton maixes the following
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statemant:(l) "Tt 19 indesad clear that the greater a man's
wealth, the yrecater the tveneivit which he derlves Irou
securl ty of possession. Jut the relative advantagze, whieh
accrusa to people of different degress of wealith, fra: the
protention of 1ife and properiy and the preventiion of

military invasions, cannot, in fact, be estimated”.

The benefit derived by different classes from expendi-
tures on Public works and agricultural activities is also
difficult o deternine, However, in Lebtanon wmany of these
sxpendl tures - specially those on irrigation, drainace,
and lesase of heavy agricultural machinery « could be con-
sidered to benefit mainly ble landlords and influential

people,

zxpendltures on soclal services whilch usually contribute
108t to Iincomze redisiributlon are saall. They aceount only
for ahout one sixth of total expendltures. Thess expenditures
are confined aliost entirely to sducation and health. 3Beth
these services are strong income equalizing factors. Though
offered [ree to all classes they represent an additstion to
the income of the poor greater in proportion to his incoame

than an equal addition to the income of the rich.

Publlie expenditure on education in Lebanon has been

increasing at a rapld gpace, wbichlend should be welcomed.

1. Malton, op. ¢lv., p. 233.
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PFublic sducation 1s particularly necessary in young and
backwurd democratic states like Lebanon where intellisent
citizenship i3 most required, Eduicational opportunitles
to ths maszses can help a yreat deal to maske these people
understand the causes of their misery and overcome the
fear of meaking use of their political ri:zhta a’gainst thease
causes. Besides, education can help in equslizing income
diatribution most effectively by providing more equal op-

portunitiss for work.

The two othar important services which contribute
to income equalizatlion are soclal insurance ard oost of
1iving subsidies. These services have not been attempted

in Lebanon.

2.Effects of Public Expenditures on Production

The effects of public expenditures on preoduction may
be consildered under the same headlngs as those for the
effects of the tax systexs on production, 1.e. effect on
.erricioncy, effect on ecconomic aotivity, and effect on
economic stablllity.

a, Effect on efficiency. The mere fact that the

publisc expendltures on sducatlion and health in Lebanon are
progressive tends to improve the afficiency of the poor
class by increasing their incoms, and thus enablémag than
to spend more on things that contribute to efficlency sugh
as food and shelter. However, the very low standard of

v wemmwaemy YLl L B
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those services decreases conslderably the contribustion to
efficlency resulting from these exsenditures. Althou:h

in general grants in kind cen increase efficlency more then
squivalent money zrants which are likely to be used for less
2ood ends, in Lebanon the opposite seens more true. For

the standard ol soclal service 13 30 low that money :srants
equivalant to what {3 spent on these services c¢an, D:robably,
iﬁnronao sfflciency more than the hsalth and sducation

services offored by the Government can do.

be Effeot on economlic 2ctivity. Every kind af publis

axpendisure increases sconomic activity, but Jjust as a given
amount of taxation should reducoe economic activity as little
as possible, 50 a ziven amount of public expenditure should
. 1nsrease it as mich as possible. Public expendltures !n
Lebanon do not seem to hava bsen carefully acrutlinized with
a view to achlieving maximum economic activity. oOn the ane
hand most of pudlic expenditures ;0 %o malntenance of thas
ordinary servicas of Covernment, and only s axall portion
goes to economic developmental works and economlc services.
2n the other hand great waste occurs in the performance of
the latter., An increase in such works and servicas does
not only inerease economic activity directly by providing
more work and amore income especially for the masgea, but

i1t alsc increases esconomioc activity indirectly by reducing
the cost of production and therefore the inducement to

inveat and produce in the private seotor, Major economio
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developmental projects are also sasential for an over-

populateu country like Lebsnon. +his is discussed below.
Inoreass in economlc activity in Lebanon is not only

retarded by the relatively snall sxpenditure on sconomic

works and ssrvices and the waste accompanying 1t, but also

by ineffiolent adninistration of other services. For example,
the poor adminiastration of justice is partly responalble for
the high intarost rates, which reduce the inducemnent to invest
by redueing the profitabllity of investiment.

¢. Effect on economic stablility. Managenent of publle

expendi tures in a way to compensals the fluctuations of
economic activity ln the private sector !z not used by the
Lobanese Finsancial Authorities. On the cother hand public
expendl tures do not include any outlays with a built-in-
flexibility (such as unemployment beneflt) to mltigate
automatiocally econonice fluctuations. Thus pudblic expenditures
in Lebanon do not contribute to economlcs atability. On the
contrary they may be considered to accentuate fluctuations.
Por in a period of prosperity, when publie revenue is abun-
dant, the Jovernment is likely to becone extravagant, and,

conversely, in time of depression,

C. Economio Development and Fiscal Policy

fhe per capita nntiohal income of Lebanon in 1950 was esti-
m&ated by Dr. Albert 3Badre at 220 dcllaruflluhioh is quite a low

1. Albert Badre, "Industrial De¥clopmsnt in Lebanon® (in Arabie),
Les Conferences du Censcle, ¥. 7-8, April 16, 1953, p. 94.
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income when compared with per caplita incomes in Weatern
countries. Taking into consideration the lnequality in
income that exists, specially in Southern and Northern
Lebanon, this low average income per capita suggests that

a large portion of the population live in & stats of poverty.

To combat poverty it i{a necessary to increase the
productivity of the nation in all flelds. This requires
capital formation on & large scale, and adeguate supply of

skilled labor, and the introductlon of modern technologloal

and aanagerial skills.

Many of the projects here involved require the inter-~
vention of the Governmeni. For aslde from projects that
cannot be carried out sxcepi by Government, there are projecte
that are not remunerative snough to induce private investment.
Thers ars a&lso projeocts that although adequately remunerative
do not pay profit oxcept after too long a time to attract
private investment. If Labancon is to develop at a rapicd
pace and oversomie tho problem of over-population, economic

development should become & major eleaent of govermnent

poliey.

Governnent intervention is needed in irrigation,
drainage, foreatation, hydro-slectiric power gensration,
geological surveys, sxpsrimentation in new crops, extension
services, search for and partioipation in new industries,

oreation of industrial banks, stc.
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Developmental activities require that a substantial
part of the netional incone be saved. However, savings
could be increased only if the national income increases
and/ or consumption decreases. Here a dilemma emerges.

The national income camnot increase before some devasloprent
13 achieved. (m ths cther hand conswaption could not be
appreciably decreased because its volute is already saall
and any substantial decrease would involve a reduction in

sfficienay.

Thias dilemza could be resolved with the help of the
outside world, In fact some foreign caplital is necessary
specially in the early atages of development so that it
will proceed without much strain on demeatic resources.
Howsver, the main part of financial resources required has
to come from the country itself,

DPomsstic financing reguires that voluntary and forced
savings be increased, hoarding mobilized, and speculations
in gold and foreign exchange be dimcouraged. ¥Fiscal policy
can play an important role in this respect. For increasing
voluntary savings and mobilizing them and hoardings, with
lozst adverse effects on efficiency and investnents in the
private seotor, soveral measures may be used by the Govern-

ment.

Firat, 1t could float a public deb? by offering
attractive rates of interest. The future cost of servicing

such a debt should not make the govermment reluctant to
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offer high rates of interest. [or if the public debt is
invested in remunerative government undertakings or in

developmental projecis conduclive to a repid inoresase in
real income, the publie revenus will become adequate %o

finance the dabt.

Secondly, it could particlipate in establishing savings
and investments banks or engourage them by subsidlies. Fundas
nesded for govermsent participation may be secured from Lne
International Pank and fraom the proceeds of public debt.
FPunds nseded for subsidies could be secured from the latter
sourcs. Thes pooling of savings in such banks will help
tremendously the private sector in playing its role in scono~

mnic¢ development.

Thirdly, it could exampt profits reinvestec in fixed
expital from the inoome tax. 3Such a measure, bYesides
sneouraging saving will direct them into productive channela.

Pourthly, it could sncoursge ths corporats form of
business organization by atolishing the progressive taxation
of corporation profit, and by exempting corporations from
the capltal levy on authorized capital and fran the stamp
duty on issus of sharesa. By helping to pool individual
savings o varying amounts and from all sow ces into productive
undertakings, corporate form of organization enables private
enterprise to pla:flzzezklo in economic development. Resides,

L T
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corporations can help directly to [ncrsase productivity.
For such organization can adopt efficlent machlnery and
tecinological and managerial skills that are too coatly

for other formus of business organization to adopt.

Fifthly, it could restricet the imports of foreign
luxuries, This mneasure is particularly important In Lebanon
because the high income zroupsz in this country are usually
extravagant and have a speclal deslre to initate the node
of living in the Western countries. Besaides, auch a
restriction leaves the country with more forsign exchance
with which to pay for forelgn capital equipment, raw naterials,

and technical siklil.

Induced savings may be inadequate to finance econonic
developnent 1f not helped by forced saving, that is by
imposing new taxes and increasing the rates of those
oxisting.(l) Bowever, such seasures should be applied most

carefully.

What should be taken into consideration when financing

developnment by compulsory ways is the strong adverss effact

1, In this connection it is worth mentioning that in 1950
the proportion of national income paid in taxes in
Lebanon was only about 8£. In Syria 1t was 95; n
Bgypt 13%; in Holland 22%; and in New Zesland 2;z.
{Flgures for Syria are taken from Al Igtisad al 3o
(The Roonomy of Syria), 1953; those lor Rgypt Irom U.S.
Monthly Bulletin of Statistics, May, 1953; and fros U.XN
Publlc ¥Finance Informatlion Papers (Egypt), 1950; and those
{g;lﬂ?IIana send New Zealand Iroa U.N. Statistical Yearbook
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that some taxes have on efficlency and on investnents in
the private sector. [orced saving could beachieved with
lecrst advarse sffect on officlency and on the induceaent to
invest by thres ways. First, the Government could unify
the income tax and raise the progression of its rate.
Secondly, 1t coulu increase the progression in the succes-
sion tax rates. Thirdly, it could raise customs duties on
luxury goods anc articles of typs and quallty produced
locally. Othsar taxes on consumption should he avcidad
specially during the esarly stage of development., Tor such
taxes btesides reduecing effielency among the muassens weaken

the induceuent to Invest by reuucing consumption.

However, such taxes :nay bescome advantageous in order
to avoid inflation, which i3 expected to take place during
sconomic development. ¥For In such cirocumstances the pure
chasing power will be increasing without a corresponding
incrsase in the supply of oonsumpticﬁ goods and servigces.

Besldes endeavoriag to ilnoreass and mobilize financlal
resocurces, the Governaent should see to it that thase
resources are channeled into economic development projects
of greateat urgency and productivity. In order to intenalfy
the cumulative and self generating nature of economlic develop-
ment 1t should give particular attention to activities uhich
are ocondusive to a more rapid increasze in real income. EHRera

again fisecal policy ean play its role through differential



tax rates, exsmption and subaldlies, dealigned to encourage
investuents in the muost deslrable projects and diacourage

undesirable utilization of finaneial rescurces.

It should be emphasized that, though considerable
{mproveasnt haa taken place in the fiscsl system of Lebanon,
there is still a wide field for further improvensnt in the
taxation asysten, in tax adminiatratton::;n sgonomy in pudblic
expendi ture. There is also a great need for a fiscal poliocy
designed to mitigate business fluctuations and to bring

about a more rapid sconamic devalopaent.
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