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ABSTRACT

Problems of econaomic groﬁth have been of a major cone
cern on the part of underdeveloped areas. However, there exlsts
no uniformity of approach as to the best means to be followed
if the objective of development 1ls to be attalned., Obviously
the process of economic progress may differ from country to
country being subject fo the various characteristics of the
underdevloped economy facing the problems of growth as well
as to the social and economic philosophies such an economy
holds 1In esteem. ©On the other hand, a list of common economic
problems confronting developing areas may be drawn up. Awmong
these the problem of capltal formation and acquisition have
always attracted great attentlon., Capltal is generally viewed
23 a basic element behind economic development,

As a developing country - that not long ago achileved
political independence - Lebanon has to cope with the various
problems of economic progress. BSeveral indications point out,
in this connection, to the significant role that the Lébanese
forelzn trade sector may assume, Recent studles have shown
that the Lebanese commercial field generated a bigger proportion
of the total national income than any'gﬁhar sector of the economy,
Hence it 1is Important to understand what are its major characteris-

tics and what trends post-war commerclal policlies have taken.



‘On the whole post-war Lebanegse internatlonal actlvities,
particularly since 1948, have been conducted with a relatively
small degree of government lnterferences and restrictions. 4an
sxamination of the varlous features of the foreign trade sector
would reveal several interesting points. Lebanon, for example,
depends, to a large extent, on lnvisible recelpts to cover the

deficit in 1ts balance of trade, | further being in its early
stages of lndustrialization, the Lebanese economy 1lmports the
bulk of the needed industrial goods from the Western countries
that supply, in terms of proportional value, over half of the
total Lebaness imports.,: In contrast the Arab countries seem
to play a relatively Important role in Lebanonts export actil-
vities absorbing around half of the total exports.)

Although there has emerged 1in Lebanon, 1n the post-war
years, a free forelzn exchange and a relatively free foreign
trade sectors, varlous other developments, In way of trade
agreements and relations, seem to point out to certain apparent
and different tendencies in Lebanese commercial policy, Billa=-
teralism, on the one hand, and a drive for greater economic co=
operation with the Arab countries, on the other, may be dig-
tinguished, Both tendencies will have- their particular bearings
on Lebanese forelgn trade depending upon the means through which
they are effected and the extent to which théy are carried out,

Further it may interesting to note that wheress prior to March,



1350 Syria and Lebanon constlituted one customs area, since then
the two countries have not been able to aaéabliah g& definite
pattern of trade and economic relationship binding their res=-
pective economies,

Undoubtedly if we are to =mnalize the role that Lebanese
foreign trade may assume with respect to economic growth, it
is necessary to comprehend what are the variocus characteristics
of the Lebanese commercial field, Thus the present dilssertation
has been dlvided into three parts. Part I pertains to an analy-
8is of Lebanese foreign trade; Part II discusses post-war
Lebanese trade relations and agreements, The third analizes
certain aspects of the Interrelations hetween internstional
trade and economic development and attempts to evaluate the
role of Lebanese forelgn trade in the light of economic develop=
ment having isolated the problem of capital formation and treated
it as a basic obstacle tc be overcome 1f progress is to take
place.

A number of broad remarks have been arrived at. Some are
general while others are specific in that they relate to particular
aspect of post-war Lebanese trade, A4As an underlying theme, how-
ever, the idea of a balance betwsen adéenerally free and restricted
forelgn trade has been stressed., That is where as the various
characteristics of the Lebanese sconomy favour, on the whole, the
case for a free multllateral commercial policy, certain deviations
from the above principle may, with the existence of particular

conditions prove to be beneficial with respect to economic progress,.
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INTRODUGCTION

It may be appropriate to stress, in the opening.sentences
of the introduction, the two-fold objectives of the present dis-
sertation namely:

l. A descriptive analysis of post-war Lebanese foreign
trade,

2. An evaluation of particular aspects of the above
analysis In the light of economic progress. To achieve both
purposses, the analysis carried ocut In the coming elght chapters
has been divided into three parts. The first exposes the varilous
characterlstics of Lebanese forelign trade; the sscond pertailns
to the various trade agreements and relations between Lebanon
and other areasgs; the third provides, on the one hand, a theoreti-
cal discussion of the interrelations betwesn economic develop-
ment and foreign trade, in general, and on the other, attempts
to evaluate post-war lebanese International economic activity in
the light of economic growth, in particular.

Part I and I may be taken as serving both objectives
while Part III may be linked simply totppe second. It is im-
portant to note, however, that in a more specific sense the
two objectives bolil down to one. That is, to be able to dls-
cuss the means through which the Lebanese foreign trade sector

may serve the purposes of development, 1t 1ls necessary to




provide a descriptive analysls of this sector's characteristics
and trends that would constitute a basls upon which to comstruct
a modsl for those various means, A3 such the dlssertation em-
bodies one theme or one objective., On the other hand while pro-
cosding with an ultimate objective in mind - i.e. the inter-
connectlons between Lebanese foreign trade and economic develop-
ment = in certaln respects a more detalled descriptive analysls
of forelgn trade characteristics and agreements has been provlded,
than, judglng by the above objectlve alone, would have been re-
guired., Nevertheless in so far as a descriptive analysis of
Lebanese forelgn trade constitutes a minor objective In 1tself,
such additions may be viewed as appropriate - thus the emergence
of two interlapping themes.

It has often been remarked that Lebanon has been and will
always be primarily a commercial country. The smallness of the
internal market, the lack of abundant baslic minerals necessary
for heavy industrialization, and 1ts geographic characteristics
have been advanced as maln factors underlying the above notion.
Undoubtedly foreign trade has played a signiflcant role in the
Lebanese economy. Recent studies about the income generated in
each of the different economic sectors &f the country reveal that
foreign trade has contributed the largest proportion of the total,

On the other hand Lebanon, until very recently, has been

under foreign domination for over four hundred years during which



pericd harldy an appreciable progress took place in the social and
economic fields of the country. Hence although the Lebanese com-
mercial sector will always be of significant importance, it 1s
likely that, as development takes place, 1ts relative lmporitance
will declline while that of agriculture and industry will rise.
Similar to other countriss, that not long ago achisved political
independence,-Lebanon is bent on raising the standard of living

of its citizens through an over=-all soclal and econocmic develop-
mant; As a consequence many chstacleg will have to be overcome -
need for caplital, population growth, absence of necessary tech-
nical skill, low producitivity functions ete.... If we are to
lsolate the problem of capital formation and acguisition and

treat 1t 23 & bazic element behind economic growth, as in fact

has been done, how would and to what exfent can the different
economic sectors of the country contribute towards the solution

of such a problem? O(bviocusly the magnitude of the relative con-
tribution is conditioned by tne role assumed by sach one of them.
It is believed, in this connection, that Lebanese foreign trade
will be of major Importance in raising the income level and thus in
the achlevement of a wider possibility for capitael formation and
acquisition, As & significant sector 1in _the economy heavy re-
liance may have to be placed on the Lebanese commercial field with
respect to economic progress, Hence it is important to under-
stand what its ma jor characteristics are as well as the maln
trends that post-war Lebansse foreign trade pollcles and re-

latiorns have assaumed.
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More specifically Part I has been divided into three chap-
ters. The first sets forth the emergence of a "free market" in
Lebanon which, on the whole, may be taken as having characterized
Lebanese post-war commercial policy. The second (Chapter II)
pertains to an analysis of the forelgn trade sector in an attempt
to reveal what are the more important of ifs features. The
third (Chapter III) has been devoted to the role played by forelizn
trade in the Lebanese economy and consequently the importance
1t assumes. Further a gummary of Part I has been presented re-
vealing the msin points touched upon.

Part II, which analizes Lebanese trade relations and
agreements with other areas, has also been divided into three
chapter. The first (Chapter IV) deals with the post-war eco-
nomlc relations between Syria and Lebanon. The second (Chapter
V} has been confined to trade relations and agreements between
Lebancn and other members of the Arab League, while the third
(Chapter VI} traces the relations between Lebanon and the U.S.
and Western ZBurope, Zastern Burope and others respectively.
The reasons for the above classification have been given in
Chapter II of Part I. A4 summary of Part II has been presented
showing the varlous post-war trends in nganese trade agreements
and policies; together with the sunmary of Part I, it provides
a background for the discussion which follows in Chapter VIII
(Part III).

Part IIT has been divided into two chapters. The first



{(Chapter VII) pertains to & general treatment of thé interrela-
tions between international trade and economic development., The
second (Chapter VIII) abttempts to weld the descriptive analysis
presented 1in the first two parts with that of the previous chap-
ter In an effort to draw attention to particular aspects of the
potentialities offered by Lebanese forelgn trade with respect to

economic progress.




PART I

POST-WAR LEBANESE FOREIGH TRADE



CHAPTER I

POST-WAR EMERGENCE OF A “FREE MARKET" IN
LEBANON

I. INTRODUCTION

Theoretically the concept of a perfectly "free market"
implies that declsions relating to economic activities are ta-
ken by solely private interests. The absolute free play of
market forces comes to determins prices, production, employ-
ment and other aspects of econcomic 1life. In practice, how-
ever, such a concept does not fit the actual reallties of the
woerld. Thus when countries are looked at as single economic
units, the elements of freedom in their internal or local mar-
kets are not measured in an absolute but a relative sense,.
Rarely, if ever, do we find a perfectly "free market" as defined
above; 1t 13 only that private economic decisions are arrived at
in one country under condltions of a lesser or a greater degree

of Iinterferences and restrictions relative to those arrived at

%
ey

in other countries.

. If the world were to be viewed as an economic entity
(inspite of existing political divisions), the pre-requisites for
a "free market" would seem to be even less satisfiled. Free inter-
national trade implying the non-existence of tariffs, quotas, ex-

change control, or anycther kind of interference has probably
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never been practiced. There again the elements of freedom may
be measured in a relatlve sense; certain countries practice this
freedom to a greater extent than others.1
Heﬁce the coming discusasion of the post-war emergence

of a "free market" in Lebanon does not imply the gradual and
complete absence of government interference with respect to in-
ternational trade mctivities. Tarirfs exist and certain speci-
fic comnodities are still subject to the system of prior licen-
sing.g Nevertheless, the Lebanese Ioreizn trade sector and to
a greater sxtent the forelgn exchange market have come té ke
relatively free when compared with those of other countries.
Not only few commodities are subject to prior licensing and ex-
change control is practically non-existent but, as shall oe ex-
posed in sectlion IV below, even tariffs have not peen seriously
used as a tool of commercial policy. They have been mainly re-
garded as a source of revenue,

| The adoption of a relatlvely free trade policy, on the
part of the Lebanese authoriiles, has important bearings on the
foreign trade sector of the country., To what extent the various

characteristics of the Lebaness économy, and In particular the

commercial fleld, estaplish a case for free multilateral trade

1 Lebanon, at present, with its free foreign exchange and rela-
tively free foreign trade sectors, would be a good example
when contrasted with 1lts neighbouring countries,

2 To that should be added the bilateral trade azreements recent-
1y concluded between Lebanon and other countries, specifying what
may be imported and exported. (These agreements will be discussed
in Chapter VI below)



will be revealed later. It is toc be noted, however, that the
officlal relaxation of exchange control ln 1948 waé, in certain
ways, & recognltion of an actual situation that had come to exist.
In other words, alongside theoretically strict exchange regula-
tions during the 1944-48 pericd, there existed a black market
which played an ever increasing role in Lebaness international
actlvities until finally 1% received official recognition and
was, thus, tranaformed into a "free market", The post-war Le-
banese exchange control may be considered as a legacy of the
war that gradually came to an end when the factors necceslta-
ting 1%s presence ceased to exist,

Although the emergence of a relatively free trade po-
licy has been divided into two periods, 1944-438 and 1948-52,
such a classification complies more with iegal than actual de-
veiopmenta. That 1s the development of a "free market" in le-
banon should, more or less, be considered as a continuous pro-
cess all through the post-war years simply receiving official

recognition in the year 1948.

IT. THL 1944-48 PERICD

A. Nature of Exchange Control

1 *IE
As a8 legacy of the war ILebanese exchange control during

the period under consideration was characterized, on the whole

1 An "0Office des Changes", where all exchange cperations were
supposed to be centrallzed, was established by the French au-
thoririties on June 19, 1940, Its operation was entrusted to
the "Banque de Syrie et du Liban™ - a Prench institution that
kas the role privilege of note issue in Lebanon.




with:
1. The prohibition of outward capital remittances
without a special permission (The Sterling and Franc areas,
however, received special privileges In this connection.)

2. The centralization of forelgn exchange proceeds

3. The setting of official rates of exchange

4. The existence of French influence - mainly per-
tzining to administrative aspects.

Two autonomous bodies - the "Control des changes" and
the "0fflce des Changes" - constituted thi mechanism through

which exchange regulations were effected. The wvarlous

1 The "Controle des Changes", declared as an aubtonomous bedy,
was made up of a committee conslating of the representative
of the "Controle des Changes du Bloc Franc" as president &
two representatives of the Syrian and Lebanese governments
reapectlvely as members, The texta of regulations of the
"Controle des Changes® In Syria and Lebanon were to be ela-
borated by the above mentioned committee in harmony with
the general disposition of the "Controle des Changes du
Bloc Frane" taking into account the legltimate interests
of Syrian and Lebanese trade. The cormittee was to appoint
a General Inspector (French) and two other inspectors {Syrian
and Lebanese} to assist 1t in Insuring thet the regulations
of the "Controle des Changes' were respected by the "Office
des CHanges" and by the residents of Syria and ILebanon.

The "0ffice des Changes" wasz deflned as an autono-
mous Syro-~Lebanese public service charged with the applica-
tion of the regulations promolgated by the "Controle des
Changes". Further it had to fix the buylng and selling
prices of foreing exchange upon the Instructions of the
"Commissaires" of the two Governments (appointed by the
Ministries of Finance) after consultation with the "Controle
des Changes", (See legislative decree K/11, and legislative
decree X/12, May 5, 1944).
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regulations drawn up during the period under consideration
mey be divlided into three sections:l

l. Those pertaining %o the lmport and export of
capita12

2, Those pertaining to capltal found 1nside and
outside Syria and Lebanon {owned by Syrlan and Lebanese re-
sidents)

3. Those pertaining to the import and export of
goods.

Whereas there is no point in exposing the many le-
gal requirements imposed by the above regulations, it should
be noted that they aimed at the complete control of exchange
and caplital transactions on the part of the responsible au-
thorities., Excluding the Sterling and Franc areas no capi-
tal outflow was allowed without a special permlission from
the "Office des Changes" while the repatriation of all fo-
relgn exchange earned by Syrlan and Lebanese residents after
December 3, 1939 was made obligatory. This exchange had to
be surrendered to the "0ffice des Changes" that psaid for 1t
in Syro-Lebanese currency at official rates.5

I

1 Refer to decree No. L/2025, Cctober 11, 1944.

2 By capital was meant: banknotes, cheques, bills of exchange,
gecurities, demand and time deposits, real estate, movable
and lmmovable property.

3 The export of capital throuzh the transfer of sterling and
francs %o the Sterling and Franc areas respectively was al-
lowed provided 1t was uwsed within those two areas.
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Further Syrian and Lebanese residents were not
allowed to sell, glve up, transfer or deposit as a guaran-
tee outside the two countries the capltal they owned with-
out a special permission from the "0ffice des Changes". Ca-
pltal owned by residents in the Sterling and Franc areas
could he freely retained in its place of origin. To retain
it in other areas again the permlssion of the "0ffice des
Changes™ was needed.1

Finally all exports and imports of goods were sub-
Jected to the system of prior licencing, IExporters had to
pledge before they were granted permits to surrender to the
loffice des Changes" all their foreign exchange proceeds.
dn the other hand importers in need of foreign exchange could
gecure ift from authorized banks after having scquired the ne-
cessary permits from the "0ffice des Changes".2 The latter
authorized the payment of foreign exchange in fulfilment of
elther of the following purposes:

1. Flnancinz of imports

2., Settlement of debts incurred prior to Septembesr
3y 1939

3. Remltting it to the applicant's own family

1 Capital earned prior to December 3, 1939 was exempbed from
such regulations.

2 Sterliing and francs could be secured from authorized banks
without specizal permits. In fact importers that owned ster-
ling and franc balances in the Sterlinz and Franc areas prior
to December 3, 1939 and after Februnary 8, 1944 respectively
could use them to finance imports. In all other cases the use
of balances outside Syria and Lebanon teo finance lmports was
subject t the approval of the “0ffice des Changes'.
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The movemsnt Ltowards a gradual relaxation of
sxchange and trade control started with the puvlication
of a law on January 17, 1946 wihich abolished the neces~-
sity of import permits from the "Qffice des Changes" with
respect to certain classes of goods.l lioreover a lizt

was drawn of those commodities which could be freely im-

ported Ifrom liiddle Zastern countries; otherwise permits

2

—

were necessary. Legal developments favouring the emer-
gence of a "free market" in Lebanon (reviewed in section
three below)} continued until in 1952, the "Office des Chan-
ges", although not annulled, ceased to function, and offi-
¢ial exchange rates became meaningless,

Fundamentally the continued existence of a Lebanese
exchange control in the irmediate post-war years may be look-
ed upon as a transiticnal step TCrom war to peace time condi-
tions that eventually witnessed the appearance of a frse fo-
reign'exchange and relatively free foreign trade =zectors. Se=-
veral factcrs may haves been reSpopsible for the above deve-
lopments. Among the important onés, how ever, was the grow-
ing role of the black market fo whiech a word shall now be

devoted,

1 Imports excluded from such an sexemption were:

a) Thoae financed with forelgn exchange obtained from the
"ofifice des Changes"

b) Those that competed with local production

¢) Those that were subjected to the system of "supervised
distribution™ on the part of the Lebanese authorities,

4%

On the other hand dollar regources of the "0ffice des Chan
ges" were not to be given up to importers unless they wsere
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B. Role of the Black larket

The ccoexistence of exchange control and the black
market 1ls, In many resnects, a natural phenomenon. Artifi-
clal interferences in the free play of market forces often
leads to a certain degrse of unsatisfaction on the part of
particular groups, This would induce resort to illegal
methods to satisfy the regquiremenits of the above groups es-
pecially when such an act, if succesfully carried out, re-
sults in sgizable profita.l Obviously the magnitude of the
black market would vary inversely with the effective enfor-
cement of exchange regulations.

In the case of the Lebanese exchange control there

gseems to have existed, in spite of theoretically strict re-

gulations, a wlde room for black market operations. TI&'s

1 The adjJacent Tfigure i3 @qn il-

to import:

a2} Industrial implements including raw materials needed by
local industries

b) Azricultural implaments

¢) Faterial needed for construction work (See decree No.
4083, July 5, 1947) q NS %

lustration of this point. '
S and D are supply and demand
curves 1in a free market and P,V
is the ruling price.

Assume that the Govermment for- ,r”’
ced the price to go down to P

{legal price). While Psl would
constitute effective demand on-
ly PyFy would be suppliedy That
1s FgMgwould be unsatisfied demend. As a result black market
comes into existence.

¥oN, 1s black market supply curve, lying %o the left of the
normal supply curve.

FqNg is black market demand curve.

Pz iq ruling price in black market.

FoL is output bought in black market.

Ry
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magnltute could be Jjudged from the fact that in 1948 the
value of imports as recorded by customs statistics was
about L.L.S, 267 millions while foreign exchange granted

by the "0ffice des Changes" was only L.L.S. 138 millions.1
In fact it is estimated that during 1344-46 around 40-50
per cent of Syro-Lebanese iImports, in terms of value, were
financed by foreign exchange obtained from the black mar-
kete In tne following two years the percentage rose to
around 65 per cent., This was partially due to the deple~
tion of foreign exchange resources held by the "0Office des
Changes".2 With the official recognition of the "Ifree mar-
ket" in 1948 the bulk of ilmports come to be financed with-
out recourse to official sources. Thus, in fact, the emer-
gence of a rslatively free market 1ln Lebanon was a conti-
nuous process that did not originate in 1948 but during and
directly after the war.

A number  sources contributed towards the inflow
of foreign exchange into the black market. Incliuded wers
emigrant remittances and foreign currencles earnedlthiough
transit, re-export and export trade. Having entered the

country illegally, they were delivered to unauthorized bro-

kers, at black market rates,who in tuwrn supplied importers

1 Information secured privately,
2 It should be remembered that these same years witnessed

the gradual loss of Palestine which constituted the most
important Lebanese export market.

:
i
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Inneed of foreign exchange which could net be secured
through the "0ffice des Changes'". Apparently the latter
must have lacked the rescurces to satisfy squitably the
demand of all importers. In a country where foreign trade
plays a significant role the inabllity on the part of the
exchange control authorities +to satisfy the requirements
of 1lmport and export activities would be expected to lead
to a greater reliance on the black market. Such an inabi-
1ity seems to have been officially recognized even befors
1948 with the consequent relaxation of exchange and Lrade
controls.

ITI, THE 1948-1954 PERICD

Ont the legal side the period presently considered
was characterized with two chiefl developments:

1. The dwindling of Prench influence on Lebanese
monetary affalrs.

2. The gradual relaxation of foreign exchange and
trade controls,

Complete supervision of gxchange control now rested
in the hands of the Lebanese authoritieg while new regula-
tionsl pertaining to the lmport and exgdrt of capital and

foreign exchange wers issuedgg.' These were effected through

1 Decres No. K/13C51, September 7, 1948 and decree No. K/13530,
November 4, 1948,

2 Decree No, K/13052, Hovember 5, 1948
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1
the means of the newly created "General Supervisory Bedy"

made up of a directory for supervlsion, a foreign exchange
office and an exchange equilization fund. The official recog-
nition extended to the free market could be seen 1In the va-
rlous new regulations that had to be complied with:

1. Official ratez were applied to official trans-
actions only.

2. Free market rates applied teo all lmports and ex~
ports transacted in soft currencies.

3. ‘'Whereas 10 per cent of the imported foreign ex-
ehange (hard currencies) had to be surrendered, on the part
of exporters, to the "0ffice des Changes" at official rates,
the balance could be scld at the free current rate.2

4, Concessionaire companies, however, had to sur-

render 80 per cent of the Toreign exchange they imported to

the "Q0ffice des Changes" at the official rate.

1 The "Directory for Supervision" prepared all regulations
concerning the export and impert of capital and other
operations in forelgn excrnange. In addition it chose au-
thorized banks and prepared a list of the forelizn exchange
that could be dealt with, determining-their =elling and
buying prices in terms of Lebanese currency. The "0Office
des Changes", whose managements was again entrusted to the
BSL, executed these regulations.

2 Prench francs were exempted from the 10 per cent reguire-
ment.,
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5. Althouzh lezally exporters dealing with hard
currency areas had te import the full value of their ex-
ports in terms of forelgn eichange, in practice they were
allowed to retain a variable proportion of thelir proceeds
whlch they g0ld at premlium prices.

6. <The sellinz and buying of any kind of bank
notes were made coumpletely free.

Alongside the above devel opmenis a further 1libe-
ralization of trade took place. Starting with June, 1948
the Import ol goods with few exceptlions, not financed with
foreign exchange obtained from the "Office des Changes" was
no more subject to the system of prior 1icensing.l Again,
exceopling Tew commodities, exports becoms free from all res-
trictlons. Turther during 1952 concsssionalre companies and
sexXporters were no more required to give up 80 and 10 per cent
regpectively of the Toreign eichange they imported.2 In fact
exporters were arlowed to retain abrogﬂthe full value of their

exXporte in termes of forslign excaange. Finally with complete
a4

freedom extended to the import and export of Lebaness currency,

.~

1 Decree Ho. 5582, June 8, 1948 (Recently the Government annul-
led the regulation necessitating import licences. TFew com~
modities, however, wers excluded)

2 Decree No, 6889, March 21, 1949, {(Where as relatively few
imports were made subject to prier licencing to lessen ths
severity of foreign competition, the treatment of certain
exports likewlse was adopted to prevent a rise in the pri-
ceg of certain local raw materlal and focdestuffs which pre-
viously had been exporited on a large scale)

3 Decree No. 7383, December 26, 1952 and decree lo. 8300,
May 17, 1932,

4 Decree No. 7217, January 8, 1952 andannex 4 ol decrse Mo,
K/2025, October 11, 1944,
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there had emerged in Lebanon a free foreign exchange and a
relatively free forsign trade sectors.

The causes leading to such a situatlion may be
found in the inability of the Govermment to enforce ef=-
ficlesntly exchange regulatlons, depletion of exchange re-
sources held by the "Office des Changes", group pressure
exerted by private interests etc.... The relaxation of
exchange control was not, in other words, the product of a
pre-conceived economic pollcy but, to a large extent, a re-
cognition of an actual situation that had come to exist. What
should be noted, however, is that as a conseguence of the above
attitude a greater stimulus has been given to such activities
a3 translt, re-export, exchange and triangular operations that
helped cover the relatively big deficit in Lebanon's balance
of trade. Thsir Importance will be revealed, in more detall,
when analyzing (in Chapter II) the various characteristics of

post-war Lebanese forelign trade.

IV, POST-WAR TARIFF POLICY

An evaludtion of the lebanese tariff policy may be
carrled out in the light of two factors: the economic de-
velopment of the country and the bearings 1t has on the "free

play of market forces which characterize, more or lessg, the
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foreign exchange and foreign trads sectors of the Lebanese
economy. Whille the two factors are not disconnected 1n

that the rate and process of economic development is af-
fected differently by the height of the tariff wall, (i.e.
whether it does interfere effectively or only slightly in
the foreign trade of the country); nevertheless, the present
discussion of tariff policy shall be examined primarily with
regard to the already discussed post-war emergence of a free
market in Lebanon. The analysis of the relationships exist-
ing between the Lebanese tariff structure and economic de-
velopment 1s taken up in Part III,

The criteria with which to judge the bearing of Lebanese
tariff policy on forelgn trade are the following: (1) purposes
behind the tariff and (2) the siructure of the tariff schedule.
Azaln those two points are not to be taken separately, because
of their clese interdependence., Obviously i1f the existing
Lebanese tariffs are solely for revenue purposes, then the
structure of the tariff schedules would assume different
characteristics or features from those assumed had they been for

solely protective purposes.l The case of the present Lebanese tariff

a1

1l Prom a theoretical point of view there are two reasons for
imposing tariffs: to provide a source of revenue for the
government and to protect local production agalnst foreign
competition. The factors that lead to such an act may 4irf-
fer widely. In the case of a duty for revenue purposes, it
is a special kind of taxatlon. As such 1t would be a wise
policy fto 1mpose 1t on articles of general consumption not
produced at home, the local demand for which is generally
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schedule would be revealed as we proceed in our explana-

tion.

inelastic. If the taxed imporis are locally produced,
then it is advantageous to impose a tax equivalent to
the duty upon the home production. This would avoid
any discrimination between similar home and foreign
produced goods., (See G, Haberler, The Theory of Inter-
national Trade, 'Liondon, William Hodge and Company Ltd.!
s Do On the other hand, the forces that give
rise to protective tariffs are various. They may be
due to group pressure, the result of retaliation or a
tool for bargalning, irrespective of any possible eco-
nomic consequences. They mey have been enacted with
the conviction that the economlc development of the
country in gquestlion necessitates such measures. Here
we are confronted with the many arguments put forward
by the advocates (among economists) of protectionism
and free trade. Agreements on theoreftical grounds have
often heen reached -- the theoretical argument for in-
fant industry, for example, is valld in the eyes of pro-
tectionlists as well as free btraders. Disagreements have
arisen as to its practical application. (See for exam-
ple, Ibid, p. 281, R, FHurkse, Problem of Capital Forma-
tion 1n Underdeveloped Countries, (OXiord, basll Black-

- we Do s B, Tawssig oome Aspects of the Tariff
Question, (Cambridge, Harvard Unlversity rress, L923) pP.
I3-20.) o doubt thet the validity or disvalldity of ap-

plied economic theories concerning the tariff problem has
its ihfluence on the rate of economic progress of the
countrises in question «- especially if they are still eco-
nomically underdeveloped. (As already stated, however,
such a discussion iz included in Part III).

Another theoretical distinciion between revenue and
protection tariffs may be Looked upon through their pro-
bable econcmlc consequences. A pursely protective tarif?
shifts production away from export industries to the pro-
tected industries as well as those industries towards
which the directed demand turns. "A™ purely revenue duty
without any discrimination or directly protective object
finally leads to a shifting of factors of production away
from the sexport lndustries ¥vowards those branches of pro-
duction, for example, armaments or adminigtratlve services
upon which the Govermment recelpts are spent, and those
branches in which, owing to the general changes in demand,
demand changes", (G. Haberler, op.cit., p. 237) Again
such consequences have a direct Pearing on the evalination
of the tariff questlion in connection with econcomic develop-
ment, and ag subh of not interest to us at present. Our
problem is the existing relationships between the freedom
of Lebanese post-war forelgn trade and the Governments's
tariff policy. To what extent is the latter interfering in
the free play of market rorces and shaping the pattern of
foreign trade? The answer clearly llies in an analysis of
£ m merammamaa hahdinAd Tehonase teariff wall and the structure



Prior to 1950, Syria and Lebanon formed one cus-
toms area. According to an agreement sizgned in Cctober,
1943 between the two Governmenﬁs the customs regulations
and management were entrusted to a Syro-Lebanese Supreme
Councll of Common Inbterests, The decisions taken by this
Council were to be submitted to the two Governments for ape-
proval.l Goods between the two countries circulated freely
while no dlstinction was drawn between Syrian and Lebanesge
imports and exports.2 Customs revenue was to be divided
amonz the two countries in the proportion of 40 per cent to
each, the remaining 20 per cent to be decided upon for each
year separately.s Such & state of affairs broke down in
1850 when the customs union ceased to exist,4 and conse-
quently each country managed its customs independently., The
Lebanese Government replaced the "Supreme Council of Cormon
Interests™ by a "Supreme Customs Counecil" attached to the Iii-

nistry of Financs, entrusting it with the same functions

1 See Syrian Legislative decree, No.3, larch 12, 1v44 and
Lebanese Legislative decres No. K/1, March 16, 1944.

2 In fact prior to 1950, foreign trade statistics made no
distinction between Lebanese imports and exports on the
one hand, and Syrian imports and exports on the other.

3 Later on the proportions established were: Syria 56 per
cent, Lebanon 44 per cent.

4 The factors leading to such a result wlll be discussed in
detail in Chapter IV.
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previously assumed by the annulled Council.l The above men-
tioned Inportant phase In Syro-Lebanese economic relation-
ships did not have an appreclable influence on the tariff
policy of Lebanon in that no marked differences exist be-
tween present Lebanese Tariff Policy and the one that was
followed prior to the dissolution of the customs union. Hence
in our discussion about the post-war Lebanese tariff, there
1s no further need to separate hetween the two periods. |
Present day Lebanese cusatom regulations are based on
the provisions of arrete No. LR/137, June 15, 1335 which
brought the Ottoman and previous French mandatory customs re-
gulations. Although as time passed, the above law has been
subjected to a number of modificatlions, nevertheless, its
basic structure has not been changed.2
The tariff schedule is based on the League of NNa-
3

tions' nomenclature”, with duties divided into three cate-
gorles:
1., Maximum duty which applies to goods imported

from non-member countries of the U.N. and usually equal te

1 See Legislative decres No. 2, March 13, 1350. Morecover,
the Govermment retalned the prvilege-of lissuing decrees
pertaining to the determination of tariff duties until
June 31, 1951, see Law, March, 1350 and Law, October 1950,

2 Counseil Superieur des Interets Communes, Direciion Gene=
rale des Douanes.

3 3ee Arrete No. LR/189, September 8, 1936,
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twlce the ordinary tariff,

2. Ordinary duty which applies %o goods imported
from member countrles of the U.N. and other non-member coun-
tries benefliting from such a privilege.

3. Preferential duty which applies to goods imported
from countries that have slgned speclal customs agreements
with Lebanon. (The only countries benefiting, at present,
from such a treatment are members of the Arab League)

Duties are only imposed on imports, exports and
transit duties having been annulled since 1934 and 1935
respectively,l while reexports enjey a refunding of duty
since 1950? Before Viorld Viar II, the tariffs levied on im-
ported goods, were primarily for revenue purposes? Although
the post-war tariff had no special trends, yet some of 1lts
general features could bZ differentiated. An examination of

the 1852 tariff schedule wounld reveal certain aspects of lo-

cal Industry encouragement in way of protective tariffs on

1 See arrete No. LR/106, Mey, 1934, and arrete No. IR/90,
Apbil 24, 1935,

2 The Legislative decree No., 4, April 8, 1950 allowed the -
refunding of duty on reexports provided:

a) The reexported cormmodity was not simllar to any
local industrial production uniess the reexporters could ab-
sclutely prove that it originated from a foreign couniry.

b) It was kept in its own initial state.

¢} 1t was reexported by the seme person or body that
has imported it.

3 Custorns revenue made up about 40 per cent of the btotal receipts
of the Government. \

4 Consell Supérieur des Douanes, Tableau des Droits Inscrits au
tapriff des Douanes, Beyrouth, 1l9b<.
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the one hand, and a relative reduction of duties on raw
materlialsneeded by these industries on the other hand. To
a large extent, however, there exists a uniform ordinary
duty of 25 per cent applicable to those goods which neither
compete severely with local prdduction ner constitute raw
material needed by local industries. As a summation of

%he outstanding features of the ordinary tariffl, the fol-
lowing may be stated:

l. The value of duties, which on the whole sare
based on an ad valorem basis, range between 1 per cent
and 50 per cent. Relatlvely few specific duties are used
and this in connection with frults, vegetables, textiles,
cotton, needle work, and vehicles,

| 2., Imported goods that compete severely with lo-
cal productlon are usually subjected to a duty above 25 per
cent, whlle needed raw materialsare selther exempt or receive
a duty lower than 25 per cent. All other goods are subject
to a 25 per cent levy,

3. Syria, Irek and Jordan in particular benefit
from a large number of exemptlons especially in connection
with the products of the animal and plant kingdom as well
g3 mineral products., Exemptions extended bto other countries

in addition to the above mentioned three apply cn raw rubber

1 HMaxdimam tariflf is insignificant.




and cork, certalin pharmaceutical and chemical products,
certain kinds of wool and coal, books, natural silk, ma-
chinery with exception of electric implements fertilizers,
glass work, art collections. It should be noted, however,
that in the case of the other commodities Syria, Irag and
?alestine receive, on the whole, preferential hreatment.l

4, As an 1llustration of those goods which are

subject to a relatively higher duty (40 per cent - 50 per

cent) we have vegetables, fruits, products of food proces-
ging industries, textiles made of natural silk, shoes, ma-
chinery for making matches, etc... On the other nand such
imports as animais and their products, threads, raw iron,
stesl and lead, certain machinery etc... are subject, on
the whole, to an import levy of 1l per cent. (Specifie
kinds of wood are subject to a2 15 per cent duty).

5. Out of nine hundred and ninety one (991} iltems
included in the tariff schedule about three hundred and
eighty six (336) items are subject to a 25 per cent duty.
And out of the remaining six hundred and five (605} items,
approximately one hundred and four (1l04) have one or more
of their sub-items pearing a 25 per cent duty. Furthermore,
another one hundred and nineteen (119)4items are exempt from

duty while and additional ninety eight (98) items have one

1 Since 1953, however, preferehtial treatment has been accor-
ded to other members of the Arab Leagus.

—
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or more of their sub~items exempted from duty. In other
words not more than 23 per cent of the total number of
ltems included in the schedule are completely subject to
gither a felatively lowsr or higher duty than 25 per cent,.
The post-war Lebanese btariff policy does not differ
substantially from the pre-war policy, in that tariffs have
not been lssued, In both periods, as an effective tool of
commercial pclicies.l While certaln aspects of protectionism
are found in the post-war tarlff schedule which most probably

have been the result of group pressure rather than a conceived

economic policy on the part of the Goverrment, on the wholse,
éf Lebanese tariffs have been imposed primarily for revenue pur~
poses. It is estimated that tariffs contribute arcund 40 per
centt of the Govermment's total receipts. Ilioreover, most of the
goods that compete with local industrial production are being
imported (1.e. mnone of the duties levied on the goods 1s to
the extent of belng prohibitive). In fact, 1n spite of the
above mentloned protectionlist measures, undertaken by the
Government, local industrial production still suffers from a
keen foreign competition - a phenomenon that may be atirlbuted
to elther one of two causes: i

1. Whatever protective duties exist are not high enough
to ensure & relatively effective protection,

2. Cost structure of Lebanese industrial firms, relatlively

1 For a detailed discussion of pre-war Lebanese tariff {up to
1932) ses N. Burns, The Tariff of Syria, 1919~ 1932 {(Beirut,
American Fress, 19337,

Q; |
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to the cost structure of similar foreign firmms renders local
production subject te highly unadvantageous terms. It may

be argued that the inefficiency of Lebanese local industrial
production is due to the fact that Lebanese industry 1s still
in 1ts iInfancy. However, irrespective of the reasons advanced,
that 1s, whether the blame should rest on the ineffective height
of the protective tariff wail imposed or on & general ineffi-
ciency of Lebanese firms (which itself may be dus to various
factors), it still holds true that the tarlff policy of Leba-
non, rightly or wrongly has never paid a2 great attention to
the industrial and economic development of the country. The
revenue asgpects of the tariff schedule a re not only revealed
by the low proportion of goods not bearing s 25 per cent duty,
the non-existence of prohibitive duties and the large propor-
tional contribution to the Treasury, but by the fact that many
commodities not produced locally (rmasic instruments, watches,
ete.) are taxed as well, PFurthermore, the protective duties,
imposed are not as high as they may first appear. It should
not be forgzotten that dutlies are calculated on the baals o
the offlclal rates of exchance which is lower (by almes:t one
third) than the market rates. As alregady stated, those illus-
trations that could be advanced aé a proof of protectionist

measures have been mainly due Lo group pressure i.e. private

interests, Whether or not tariffs could play an important role
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in the economic development of the country is a problem
that has beentaken up later.

There are four appsasrent aspects of the Lebaness

tapiff:

1. Revenue aspect which is the most important.

2. Certain aspects of industrial and agricultural
protectionism,

3. HRelatively lower duties and exempitions on ceriailn
raw materials and other goods needed by the country.

4, Preferential treatment applied tvo Iimports from
Syria Irak and Jordan,{and, since 1953, from other members
of the Arab League).

Apparently, the Governrent's policy has been, gene-
rally speaking, to strengthen trade relations, as far as the
tariff is concerned with neighbouring countries on the one
hand and to minimize Interferenceswith the freedom of Ioreign
trade on the other hand. The tariff was never used as a2 tool
to achieve an already planned eccnomic policy, nor was ever uti-
lized for the purposes of economié develepment, but mainly
imposed for revenue purposes.1 Viewed‘fs such it 1s quite
clear thaet the Lebaness tariff has not, on the whole, been
constructed to interfere seriously with the free play of

market forces, Obviously the previous discussion sbout the

1l I% should not be understood that tariffs are being advocated
as essentlal to economic develcopment, The validity of such
a theory 1s dependent upon the particular economies under
exarilnation, ' '

- mh e ———————— -
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emergence of a free market in Lebanon has been conducted

on the basis that Lebanese tariffs are nc hindrance, or

at least, have not been erected to zact as an cbstacle in
the face of a developing "free" foreign trade. Further
it serves as a background to the analysis carried out in
the coming two Chapters relating to the characteristics of
Lebanese'foreign trade and the role it plays in the economy

of the country.




CHAPTER II

ANALYSIS OF POST-WAR LEBANESE FOREIGN
TRADE

I. INTRODUCTION

Two approaches have been adopted in the present analysis
of post-war Lebanese foreign trade. The first classifies exports,
imports, and re-exports according to four currency areas, while
the zecond reveals the volume and composition of trade with
respect to:

1. Syria

2. Other members of the Arab League

3. Western Europe and the U.3.

4, Bastern Burope

5. Others

The two classifications, 1t la believed, are needed in
order to arrive at a betfer understanding of Lebanese foreign
trade ag well as some of 1tse probable trends., The main reason
behind the first is that the bulk of pest-war lmporits into
Lebanon, with the exception of Syria, were paid for in
one of the following principal currencies: U.S. dollar, sterling,

and French franc, depending upon the currency area from which

- 30 -
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they originated.l It is essentlal to know, particularly in
connection with balance of payments problems, the need of the
Lebanesse economy for sach of these major currenciles and the
relative importance they assume in connectlon with the principal
Lebanese imports and exports. The demand for each one of them
could be correlated toc the supply avallable through the export
of merchandise and Invisible receipts. The second approach has
as a primary purpcse the exposition of the relative importance
of foreign markets with respect to Lebanese foreign trade and
hence thelr prckable bearings on the economic development of
the country. The chweice pertalning to the classification that
hag been adopted, in this connection, rests on sevsral factors.
Syrie has been treated independently because of the special
sconomic relationshipsthat have always connected it to Lebanon,
Prior to March, 1950 the two countries constituted one single
customs area which undoubtedly fostered trade relationships
between them to the utmost extent.z With the cessation of the
customs union no final pattern of trade relationship has yet

been establlished. 3till trade vetwesn the two countries plays

1 That is all payments from the franc ard sterling areas were
paid for in francs and sterling respectively, while the
hulk of imports from other areas were pald for in dollar
and thus, for purpcses of analysis, were consldered as the
dollar ares.

2 Unfortunately no statistics are availlable to denocte the
magnitude of trade between the two states prior te 1950,
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a very lmportant reole and as such hag 1tz own appreclable effects
on the present and future status of ILebanese foreign trade.

On the other hand a close economlc and polltical coopera-
tion among members of the Arab League may be taken as a very
likely development that would exert 1lts own effects on Lebanonts
sconomic development (particularly if such & cooperation is
manifested iIn the complete removal of restrictions on the free
movement of capltal and goods). In fact steps have already been
taken in thls dlrection with expected important bearing on the
forelign trade of the avove countries. To be able to find the
importance of these bearings on Lebanese foreign trade it is
necegsary to understand what the present situation ls and what
role is assumed by present-day Lebanese trade channels with the
rest of the Arab states.l

The Fasstern bloc was treated separately because of its
particular political set-up on the one hand and the special
pattern of trade relationships that connect it with Lebanon on
the other hand., The now relatively unimportant foreign tradse
with BEastern Europe not only seems to be developing but is being
conducted on a bllateral trade agreement basis, constituting a

new phase in the trade relationships of Lebanon.

1 Benceforth the terms Arab states, Arab countriess and members
of the Arab League shall be used synonymously unless other-
wise indicated.



Weatern BEurope and the U.8. - i.e. the more industri&lized
countries of the world ~ make up the main import markets of
Lebansse trade. No particular trade relations - as yet - connect
them with Lebanon. However, in view of their major importance
not only in merchandise trade but as a source of invisible
recelpts, they have been treated independently.

A brief analysis in accordance with the two approaches,
it is believed, would serve as an appropriate bgais for our
later discussion of tre links that connect Lebanese forelgn
trade to the economic development of the'country.l

Unfortunately the few years (1951~-1953) for which
relatively dependable data is available make 1t very hard to

eatablish definite trends in terms of forelgn trade statistics.2

1 The discussions of sach claggification have been conducted
on such a basis as not to interlap.

2 Three problems exist in connection with official statistics
pertaining to Lebanese foreign trade:

a) The avalilable date starts only with the second quarter
of 1980 - the year when the customs union between Syria
and Lebanon broke down. Prior to that statistics pub-
lished by the "Supreme Councll of Common Interests®
made no dlstinction betwseen Lebanese and Syrian exports,
imports, re-~exports and transit trade.

b} Available statistics published by the Government after
March 1950 suffer from a number of defects among whilch
are the following: N

1) Imports are calculated on the basis of the officlal
rate of exchange while actually they have been pald
for in foreign exchange obtained from the freeo markst
whose quotations differ marikedly from official rates.
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i1) Under~d#valuation in the case of export and imports
is neot taken into account,

iii) Estimated value of trade done through smuggling is
left out.

¢) No data concernling invisible recelpts ls published.
Clearly such defects conceal, to an extent, the actual
position of Lebanese forelign trade and make it hard
%o draw any definite conclusions. Recently, however,
the Economic Research Institute at the A.U.B. published
its study about the Lebanese balance of payments for
the years 1951 and 1952 (Sse E. Fel and P. Xlat and
Staff of Zconomlc Research Institute 1n cooperation
with the Statistical Service of the Lebanese Ministry
of National Economy, Balance of Payments of Lebanon,
1951 and 1952 (Belrut: Dar-al-Kitab, September 1584).
Balance of payments for 1953 is presently under study.
0fficlal statistics used were subjected %o adjustment
for coverage and revaluatlon bringing them closer to
reality. Balance of tracde {igures, for example, have
been revalued on the basis or free market rates.
Furthermors, the Institute carried out 1ts own sup-
plementary surveys to determine tihie magnitude of cer-
taln invisivle receipts. The figures for 1951, 1952
and 1953 used in the present chapfer are mainly taken
from or based upon the above menticned study. Thus
no furtner indication shall be maintained with respect
to tne sources of the tables that have besen presented
in the present chapter.,
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IT. ANALYSIS ACCORDING TC PIRST CLASSTFICATICN

(CURRENCY AREAS)

A. Imports and Exnortsl

Reference to Table I beiow indicates the important role
assumed by the dollar area in Lebanese forslgn trade particulariy
in connection with-imports. Considering the averages for the
three years 1951, 1952, and 1953, it is seen that around 50 per
cent of total Lebanese Imports, In terms of value, originated in

the dollar area . while 22 per cent, 1l per cent, and 17 per

cent originated in the sterling, franc and Syrian areas, respect-

ively.
TABLE I
IEBANESE IMPORTS AND LDXPORTS BY CURRBNCY AREAS
1951-1953
{In L.L.1000)
Areas IMPORTS (CIF) EXPORTS (Fo3)
1951 1252 1953 1951 1952 13953
Syria 61,085 63,567 86,421 21,871 16,372 13,733
Franc Ares 53,038 42,750 45,835 4,042 4,229 10,532

Sterlin%
Area ‘&) 104,432 90,245 78,962 26,793 30,936 34,886

Othera (Dol~
lar Area)(b)190,439 246,690 202,665 36,896 25,991 25,199

Total 409,994 443,252 413,383 88,592 77,528 86,350

a8} Chief among the dollar area countries are: USA, Germany,
Italy, Turkey, etc.

b) Chief among the sterling area countries are: UK. and Common-
wealth, India, Egypt, Iraq, Iran, Jordan, Kuwely, Bahrain, etc,

1 Imports and exports cover merchandise trads recorded as well as
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On the export slide, sterling area ranked flrst having absorbed
an average of around 37 per cent of total Lebanese exports, in
terms of wvalue, foliowed closely by the dollar area with an
average of 34 per cent; Syria and franc area abgsorbed averages
amounting to roughly 21 per cent and 8 per cent respectively,
Two obvious features of Lebanonts balance of trade are the
exlstence of a relatively bilg deficit which has to be covered
through invisible earnings (and possibly capital inflow)} and
the ma jor need for dollars.

Table II reveals the items that constituted the main
Lebanese imports and exports for the years 1951 and 1952.1
Vegetable products, textlles and products of, animals and
products of, machinery, spare parts, and electrical appliances;
mineral products, chemical and pharmaceutical products; food
products, beverages and tobacco, transportation equipment, and
comnon metals made ﬁp around 84 per cent of total ilmports, in
terms of value, for the year 19851 and 81 per cent for the

year 1952, The correlation that existed betwesn the abovs

mentioned imports and the socurce of origin was as follows:

"Unrecorded Transactions™ - smuggling and genulne trade
operations not declared ai the customs frontier, Imports

by UNRWA and foreign Concessionary Companies that import
thelr goods free of duty and deo not constitute a drain on
the country'!s forelgn exchange resources have been excluded,
Undervaluation by lmporters and exporters has been taken
into account. Gold exports and imports appear independently.
(Refer to E, Fei, P, Klat et al. op.clt., pp. 8-9}.

1 These also constitute the maln Lebanese Imporis and exports
for the year 1953. 3See Republie Libanalse, HMinlatre de
1'Economie Nationale, Bulletin Statistique Trimestriel,
Quatrieme Trimestre, 1953, D. 4.

R ettt y—

A T oo
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Syrla was the main supplier of animals and their products,
having supplied 72 per cent and 70 per cent of the totals for
the years 1951 and 1952 respectively.

In 1951 vegetal products were imported in relatively
large quantities from all areas, dollar and sterling areas,
however, suprlying around 76 per cent of tiie total. In 1952
imports from dollar area alone amounted to about 58 per cent,
sterling area 11 per cent and Syrla 28 per cent,

Again all four areas constituted important suppliers
of textlles and its products.

Machinery, spare parts and electrical appliances were
mainly supplied by the dollar area In voth years - 59 psr cent
and 71 per cent respectively. The rest was imported from the
sterling and franc areas in rcughly equal valuss,

With the exception of Syria, all areas wers important
suppliers of chemicals and pharmaceutlical precducts; 55 per
cent of the total for both years, however, was imported from
the dollar area,

Food products, beverages, and tobacco were mainly
Imported from the sterling and dollar areas, both supplylng
86 per cent of the total for the two years, the rest belng
supplied by tne franc area and Syria in the proportion of
approximately 1:6:1 respectively.

In the case of mineral products the sterliing area

supplied around 72 per cent of the total in 1951, the rest
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being imported mainly from the dollar area. In 1952 they
were Ilmported from both areas in roughly equal valuses,

Common metals were imported from all arsas in relatively
large amounts excepting Syria. Whereas in 19581 the sterling
area alone aupplied around 62 per cent of the total, in 1952
imports from tne dollar area made up about 66 per cent of the

total.
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TABLE IT

LEBANZSE IWPORTS AND EXPORTS BY COMMODITY
19bi and 1952
(In L.L.1000C)

Sections Tmports Exports
1951 1952 1951 19582

Animals and products of 38,734 31,828 1,123 1,447
Vegetable products 84,356 106,784 19,074 25,047
Fats, oils, wax and products of 4,020 4,690 2,012 3,364
Food products, beverages and

tobacece 20,491 21,6686 2,882 3,521
Ilineral products zl,489 26,563 4,111 2,093
Chemical and pharmaceutical

products . 22,483 22,583 3,291 1,831
Leather, hide, fur and products

of 6,379 7,742 4,357 2,970
Rubber products 7,050 4,291 430 233
Wood, cork and products of 12,774 12,526 898 1,138
Paper products 12,422 9,803 1,872 1,354
Textlles and products of 80,277 67,282 35,404 20,418
Shoes, hats and articles of

fashion 2,037 1,534 450 730
Ceramics, glassware, etc.. 8,415 8,881 752 1,012
Jewsllery 1,008 _ 2,080 85 78
Common metals 14,920 32,772 6,267 6,997
Machinery, spare partg, slsctri-

cal appliances 34,471 42,556 5,827 3,851
Transportation squipment 15,584 21,062 507 950
Scientific and HMusical Instru-

ments, watches 5,376 5,783 iz9 187
Arms and Amminitions 914 798 10 19
Other merchandise 2,592 2,604 137 202
Artistic works and collectlons 202 211 8 13

Total (Plus L.L.2,213,000 worth
of imported oil in 19852} 409,984 443,252 89,502 77,028
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Most Important Lebanese exports for the years 1951,
1952 and 19551 were: Textlile products, vegetal products, com-
mon metals, machlnery, spare parts and electrical appliances,
leather hide, fur and mineral products constituting in 1951
and 1852 around €3 per cent and 79 per cent of the total re-
spectively, 1ln terms of value. In fact textiles and vegetal
products alone made up 60 per cent and 58 per cent of the total
exporta for the two years respectively. The correlation that
existed between exports and currency areas was as follows:

Textile products were mainly exported to the dollar
area, absorbing in 1951 arcund 73 per cent of the total, 1In
1953, the steriing and dollar areas formed the two important
markets Sogether absorbing 82 per cent of the total. The rest
was imported from Syria and the franc arsa 1n roughly equal
values.

The most important market in 1951 for vegetal products
was the sterling area having imported 56 per cent of the total,
while each of Syria and the dollar area absorbed roughly twice
that absorbed by franc arsa. In 1952, 70 per cent of the total
was sent to Syria and the sterling areaiﬁthe rest was absorbed
by the dollar and franc areas in the ratio of approximately

21521 regpectively.

1 Republigue Libanaise, Ministere de lt'Zconomie Nationale, Bulletin
Statistique Trimegtriel, Quatriems Trimestre, 1953, p. o.
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Whereas in 1951 around BO per cent of the common metals
were exported to Syria and dollar area, in 1952 73 per cent was
exported to the dollar area alone, while the rest was absorbed
by Syria and the sterling area in the proportion of 2:1,

Machinery, spare parts, and electrical appliances wers
mainly sent to Syria in 1951 having absorbed around 82 per cent
of the total, In 1952 it imported 48 per cent whnile the rest
imported by sterling and doirlar areas 1in roughly equal values,

Leather, hide and products of, were exported to all
four areas with no important discrenancies in proportional
values.

The bulk of mineral products was exported to Syria -

76 per cent of the total = in 1951, the rest having been sent
to the sterling ana dollar areas in the propeortion of approxi-
mately 7:1 respectively. 1In 1952 Syria absorbed 54 per cent
of the total, the rest havlng been exporfed to the sterling
and dollar areas in roughly equal values.

Before attempting to arrive at any conclusicns,. with
respect to the above exposition, it should ve remembered that
the term sterling area covers such neighbouring countries as
Iraq, Egypt, Jordan, Kuweit, while the dollar area 1s defined
to include U.S.A., Turkey, Zastern Zurope, Germany, Italy, etc.
The franc area denotes as far as trade relations are concerned,
mainly France and her Empire. Thus understood the ma jor impori-

ance of the deollar area in Lebanese forsign trade is no more
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surprising,l ner is the relatively great demand for the dollar
whose free market rate has always stood at a premium over other

currencies.2

Such an Importance 1s clearly manifested in the
Lebanese foreign sxchange market where most trangactlons in
foreign currencies are in fact determined on the basis of the
cross rates with the deollar prevailing in the major western
Ireeo markets.5
The composition of Lebanese exports and imports clearly
indlcate that Lebanon is still in 1ts early stages of indust-
rialization.? With the exception of manulfactured textiles,
most Iebanese exports are vegetal and primary vroducts. Further-
more, textlles iIn the form of finished goods are mostly exported
to underdeveleped areas where competitlon 1s more effective thnan
elsewhere,
Another interesting feature of Lebanese merchandlse
trade (considering the years 1951, 1952, 19583} is that two
classes of goods assume a relatively zreat importance in
exports ags well as imports namely: vegetal products and

textlles. This may be explained along the following

lines:; The export and imports items included undsr "vegetal

1 Refer te Table I,

2 As previously stated, in 1948 the Government officlally
acknowledged the free market and in 1952 the "Qffice des
Changes" ceased functioning rendering official rates
meaningless,

3 From an unpublished article by Raymond A. Baro, dated February
4, 1954 and entiltled "The Beirut roreign Exchange Market! (at
the American Embassy in Beirut}, p. 3.

4 Industrial products are mainly imported from the U.,S, and
Western Burope while »roducts of the animal and plant king-
doms are lmported from neighbouring countrles.
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products” pertain, on the whole, to different commodities., Thus
Lebanon, for instance, imports, tc a large extent, cereals and
vegetables while it exports fruits all of which are designated
as being "vegetal products".

Lebanese textile lndustry, on the other hand, is, at
present, considered as one of the three major industriles 1n
the country, the other two being food processing and non-
metallic (cement). "These three industries (consgidering the
vears 1548, 1949, and 1950) include around half the number of
industrial establishments and repressnt a little less than two
third of the industrial sector in the number of persons employed,
capital invested, the value of ouitput and lncome at factory
cost?,l In 1950 the textile industry alone generated around 14
per cent of the national income at factor cost arising in the
manufacturing industries.2 The fact that textiles constitute an
important section of exports and imports may be afttributed to the
fellowlng three reasons:

1. Forelgn competition is too keen to leave all of the
local market to local preoduction. This pertalns mainly to

finished goods.

1 A. Badre and A, Nasr, National Income~of Lebanon, Inccme
Arising 1n the Industrial Sector, Monograph Neo. &, Belrut,
May, 1953, p. 25,

2 Ibld., p. 18.
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2. A large part of the textliles imported differ in
quallity from those produced at home,

3. Whille the bulk of imports are finlshed or semi-
finished goods, a major portion of exports is raw materials.l

As a consequence mest of the textiless exported in
form of finished goods find a market in underdeveloped areas
while those imported are mainly from Westsrn countries - around
78 per cent and 88 per cent of total for the years 1951 and 1952
respectively.

A third feature of Lebanese merchandise trade is 1its
close contacts with Syria that, as one individual country,
supplied arocund 15, 14 and 21 per cent of Lebanese fotal imports
for the years 1351, 1852 and 1953 respectively, and absorbed
about 25, 22, and 16 per cent oi total Lebanese exports for the
same years respectively. It has already been mentioned that
prlor to 1950, Syrla and Lebanon constituted one customs union
which estaclished a very close economic relationsaip between
the two countries. Geographically they are adjacent with
relatively short distances between thelr commercial centers.
Purther with the exception of a short period (from March, 1950
to February 1952) the goods of both couhtries were subjected,
after the dissclution of the union, to a preferential treatment

while Syrian and Lebanesse citlzens, have, on the whole, enjoyed

1 See Gibb, Zconcmic Development of ILebanon (1948), p. 164 and
Directlon Generale des Douanes, Statlsfigue Du Commerce
Exterisur, Annees 1952 and 19233,
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the privilege of fres entry to and fro. The Lebanese market
hasg always been a major outlet to Syrian products and con-
versely - hence the importansg intefdependence of the two
countiries in matters of foreign trade,
A fourth feature ls the relativély unimportant exporst
market of the franc area wnich absorved only 4 per cent and 6
per cent of total Lebaness exports in 1981 and 1952 reapectively.
The deficit In the balance of trade with the franc area, with
respect to the proportion of lmports to exports, was the biggest.1
These, in brief, are the main characteristics of poét—
war Lebanese exports & Impartswhen viewed in the lignt of the classi-
fication under consideration. Along with the coming expeosition
of the relative importance of fthe various Lebanese exnecrby and
import markets and the role played by other tltles of Lebanonts
balance of payments, they provide an appropriate basis for the
discussion, in Part IITI, of the interconnectlon between Lebanese
foreign trade and economlc development,
Although government regulations prohlbit the exporta-
tion of gold, the latter 1z smuggled out of the country as
Table III indicates. (Exports licences granted in 1951 consti-

tute an exceptional case),

1 The deficit In the total balance of trade (l.e. for all areas)
was L.L.311.5 millions in 1951 as compared with L,L.332.1
milliong in 1952, (3ee E. Fel, P. Klat, et al, op.cit., p. 4).
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TABLE III

LEBANESE EXPORTS OF GOLD COINS
1951 and 1952
(In L.L.1000)

Country Year
1951 1952 19563
Saudi Arabla 5000 - -
Holland 3000 - -
8000

Correction for undervaluation 1200 - -
Estimated smuggling 6000 25000 -

Total 15200 | 25000

Gold imports, on the other hand, are free from any
restrictions., If Gevernment purchases are excluded, Table IV
below shows that L.,L.14.2 millions worth of gzold was imported
in 1851, L.L,36.5 millions in 1852 and L.L.37.6 millions in 1953
a large part of whilch went inte private hoards. Gold purchases,
on the part of the Government, were used as a backing of the
currency. Such & policy has been followed =ince 1849 to the extent
that the proportion of gold in the note cover was increased from
25,3 per cent on December 31, 19432, to 35.89 per cent on December
31, 1880, to 44,72 per cent on December 31, 1951, to 54.59 per
cent on December 31, 1952, %o 61,8 ©per cent on December 31, 1353,
and to 90,3 per cent on December 31, 1954.1 Ag shall be shertly

1 Banque de Syrie et du Liban, Zxercilses, 1941-1953 and Republique
Libanaise, iinistere de 1l'Econcmie Nationale, Bulletin Statigtique
Trimestriel, Quatrieme Trimestrs, 1954.
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TARLE IV

LEBANESE THPORTS OF NON-MONETARY GOLD
(BY CURRENCY ARTAS)
1951-1953
(In L,L.1000)

Area 'y & a r
1951 1252 1953
ignots Colins Total iz, Goins Total Ignots Coins Total .

Franc Area 8753 - 6753 6722 3424 10l46 5352 - 5352
Sterling

Area 2378 552 2900 7388 2063 9451 11110 4695 15805
Others(Dollar

Area) 27221 71027931 24302 7786 32088 24454 7258 31712
Smugszling + 560 + 222 -
Government

Purchases -23900 - 15400 -15178

Grand Total 14244 36507 37691

sexplained a large percentage of Lebanese transit trade 1s connected
with gold.

B. Re=-eXports

There are two types of re-exports = those that recelive a
refunding of duty and those that are termed ordinary., The latter
pertain to goods whieh have been re-exported directly from the

1

customs warehcuses,” while the former are goods that are registered

as Imports and then re-exported.2 According to Government

1 They are included in transit trade flzures.
2 They are included In export trade figures.
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regulations they are entitled to a refunding of duty provided:l

1. Thej are In no wey similar to local industrial pro-~
duction unless it was proved they originated in a foreign country.

2. They are kept in their 1lnitial state.

3. They are re~exported by whoever had previously imported
them,

As indicated In Table V below the magnitude of ordinary
re-oxports was greatsr than that of re-exports with re-imburse-
ment of duty with Syria (in both cases) leading in 1951, falling
to third place in 1952 and rising to second place in 1353, PFranc
area was of least importance (with the exception of 1953).
Actually there is no point in distinguishing bstween the two types
of re-exports except for balance of payments purposezs. When the
grand total is taken, it is found that it equalled arocund 12, 35,
and 16 per cent of the value of total exports for the years 19851,
1952, and 1953 respectively. If the value of exports propsr (i.s.
ordinary re-sxports being deducted) is contrasted with the wvalus
of total re-exports, the percentage of the latter as a proportion
of the former would riss to arcund 13.4, 54 and 22 per ceni reg-
pectively. The appreciable increase of ordineary re-exports in
1952 (by around L.L.13.4 millions) was gcountsr-balanced by a
L.L.12 millions decrease in exports.

1 legislative Decres No. ILR/106, April 8, 13950,
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TABLE V

LEBANESE RE-EXPORTS
(BY CURRENCY AREAS)
1951-1953
(In L.L.1000)

Aresa Ordinary Re=exports Re=-exports with Re-Tmb,
of Duty
1951 1952 1853 1951 1952 1953
Syria 5340 4174 3843 613 1040 361
Franc Arsa 447 5398 342 21 68 35
Sterling Area 1915 6026 1914 1047 3189 1100
Others (Dollar
Area) 2585 6237 4473 517 11986 2684
Total 8427 21835 9572 2198 5503 4240

The above fizures show that the importance of lLebhansse re-
export trade, which is mainly destined to¢ nelghbouring countries,

1

is not slight. A more vivid digression would be presented when

discussing re-exports in connection with the second classification.

ITI. ANALYSIS ACCORDING TG SECOND CLASSINICATION

A. Exports and Tuports

Table VI clearly shows the heavy dependence of Lebancn on
the more advanced indugtrial countriles of Western Burope and the

UsB8.4. thet supplied over half of 1its Gotal imports for the years

1 Cf, 8.8, Himadeh (ed.), Economic QOrganizatlon of Syria, (Beirus
American Press, 1936} Cnapter on "roreign Trade! by N. Burns
gnd A.D. Edwards, p. 245.
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1
under consideration. Imports from the Arab countries - members

of the League - amounted to a little less than one quarter of the

total for the years 1951 and 1952 and about 29 per cent in 1853,

Syria being the major supplier followed by Iraq, Importe from

Bastern Europe were relatively unlimportant -« 4, 4, and 3 per

cent of the total respectively.

TABLE VI

LEBANESE IMPORTS AND EXPORTS

(RIGIONAL BREAKDOWN)
1951-1953
(In L.L.1000)}

Region Imports (CIF) Exportas (FOB)
1951 1952 15053 1951 1852 1253
Syria 50700 63005 86421 22829 17664 13733
Other members of a b a £
the Arab Ieague 41736 35148 36048% 20138 23552° 26784
Eastern Burope 15938 18766 13874 3477 3871 2563
U.S. and Western o h 1 3 i 1
Europe 2428848% 253393 228145~ 35738 213857 25284
Others 64259 72369 52397 9809 16087 17986
Total 425521 442681 413883 91791 83031 88380
a) Iraq (29115), Zgypt (6331), Jordan (3550), and Saudi Arabia(2740),
b) Iraq (21898), Saudi Arabia (5564}, Jordan (4777) and Egypt (2909},
¢} Iraqg (16346), Jordan (8022), Saudi Arabia (7835) and Egypt {4043).
d) Egypt (9479), Jordan (4285), Saudl Arabia (3443), Iraq (2932).
o) Saudi Arabia (9401}, Egypt (6712), Jordan (4072), Iraq (3367).
£) Jordan (64CC), Saudl Arabia (9928), Egypt (5971), Irag (4485}.
g) U.S. (77217), France (52269), U.K. (44965}, Italy (174211),

Germany {13982), Western Europe (47029).

1 55, 57 and &5 per cent of the total resgpectively.
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On the other hand, fdr export markets lLebanon depends
to a large extent on the Arab countries that absorbed around

1 and 1953.2 syrie

half of the total Tor the years 1951, 1952
stands out as tne principal individual export market with its
ghare of 24, 21 and 16 per cent of total exports for the same
years.3 Western Burope and U,3. absorbed approximately 39, 26,
and 29 per cent of the total respectively.4 Again exports 1o
Eastern Europe, in terms of value, were reiatively unimportant.5
The composition of traded goods between Lebanon and the
Wegstern countries bears out The characteristics of International
trade connecting the underdeveloped areas with the more advancsd
countriea. ilhersas industrial implements and manufaciured goods
make up the bulk of Lebanon's imports from the West, its exports
to Western countries are primarily raw material, primary products

and fruits.6 Trade compogiftion with the rest of the Arab countriss

h) U.S. (79481), U,X. (46044), France (38851), Italy (20712),
Germany {(15515), Western Europe {52790),

i) U.S. (67858), France (43362), U.K. (37428), Germany (23070},
Italy (158734), Western Eurcope (39347).

}} U.S. (B2753), U.i. (2729), France (3436}, uerﬂany (255),
Italy (4532), VWestern Burope {2033).

k) U.5. (6973), U.E. (4328), France (3742), Germany (446),
Italy {3384}, Western murope (3024).

1) U.S. (4881), U.K. (4332), France (9772), Italy (2333),
Germany (392}, wWeatern Europe {(3374).”

24, 57, and 55 per cent of the total respectlively.
45, 50 and 46 per cent of the total respectively.
.Refer to footnote on page

R SR SR

For the shares of each of the principal Western countries refer
tae footnote on pagse

Amounted to around 3, 4 and 3 per cent respectively.
Dirsction Generale des Douanes, loc.cikt.

Gy
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differs., It reflects, more or less, the general featurss of
international trade conducted between mainly agricultural
economies, A large proportion of the goods traded were products
of the plant and animal kingdom, raw material, and other primary
products.l Manufactured goods are exchanged as well, but to a
much lesser extent., ILebanon, for example, exports to Saudil
Arabia shoes, pharmaceutical productas, lighting squipment, ete...

while it imports mainly petroleum.2

liachinery, spare parts,
electrical appliances, are sent to Syria. Furthermore, many of
the re-exports tc the Arab world are industrial products im-
ported from the West., But these goods still play a minor rcle
in Lebanon's merchandise trade with respect to the Arab countriesg,
Eastern Europ63 supplies Lebanon mainiy with machines, other
industrial products and paper, importing fruits in exchange.4
Such characteristics of trade composition are only to be expected
since nelther Lebancn nor the other Arab countries have yet
attained a level of sconomic develcopment which would enable them
to assume the role of the more advanced areasz 1In masters of
international trads.

A deeper analysis of Lebanese merchandise trade in ac-
cordance with the pressnt classificati?p would reveal further

characteristics. The deficilit in the balance of trade with the

1 ZIbid.
2 Ibid.
3 Mainly Czekoslovakia.

4 Direction Generale des Douanes, loc,.,cit.
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Arab states - members of the League - is relatively of a lesser
magnitude than that in connection with the Western countries.
@#ithin the former bloc Lebanon's balance of trade showed & sur-
plus 1n the case of Egypt, Saudl Arabia and a marked deficit in
the case of Iraq and Syrla. The balance of trade with Jordan
showed a surplus in 1951, a slight deficit in 1952 increasing
in 1953.1 With almost all other countries Lebanon incurred a
deficlt most markedly in connection with the U.3., U.K., France
and Western Gennany.z It was stated previocusly that such a
deflcit was made up for through invisible earnings and receipts.
As for non-monetary zold, the bulk, as Table VII
reveals, was imported from the west = U.S., U.K., France,
Netherlands, and Switzerland. (A brief discussion of gold
import has already been Included under the first claésifi-

cation).

-

1 Refer to footnote on page 50.
2 Ibid.
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TABLE VII

LEZBANESEZ INPORTS OF NON-KONETARY GOLD
(RZGIOVAL BREAKDOWN)
19511953
{In L.L.1000)

Area Y & a »r

1951 1952 1953 :
Ignots Coins Total 1Ig. Coins Total TIgnots Coins Total .

Syria 4 679 683 - 892 892 271 3020 3891
Other members of '

Arab League - - - - - - - - - ,
Eastern Buroped5149 314 35463236948 11839 48787 3243 6562 38675b
Othsrs 1199 239 1438 1484 542 2006 108988 4 10803

Total 363562 1232 37584 38412 13273 51685 43283 9586 528689
Smuggling + 500 + 222 -
Government ~235200 =-15400 ~15178

Grand Total 14244 36507 37691

B. Re=-exports

It ig apparent from Table VIII below that the major portion
of re-exports was directed towards the Arab countries - 65, 59 and
54 per cent of the total for the years 1951, 1952 and 13953 respect-
ively. The geographic poaltion of Lebanon would partly explain
such s phenomenon. Coods are bought on the part of Lsbanese from

the more Industrialized countries of the West and then re-exported

a) U.,3. {20726}, U,K, (1711), Netherlands (5272}, Switzerland (920),
France (6753), Belgium (81).

b) U.8. (10749), U.K. {(9586), Switzerland (2850), Netherlands (14158),_
Prance (2328), Belgium (4085).
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to neighbouring underdeveloped areas. Western Europe and U.S.
abzorbed a little over one quarter of the total while re-exports
to Hagtern Zurope were almost neglizible., Among the Arab couni-

rles Syriat's share was relatlvely the bilggest,

TABIE VIIT
[EBANESY TOTAL RE-EXPORTST
(RZGTONAL BREAKDOWN)
1951-1953
(In L.15.1000}

1951 1952 1953
Syria 4033 5214 4204
Other members of
Arab League 2925 10157 _ 3350
Eagtern ZEurope 50 20 o2
Western surcpe and U.3. 1811 8242 : 3439
Others 1786 3708 27e7
Total 10625 27338 13812

1 Ordinary and refunded.
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Ce Tranait

TABLE IX
TRANSITI IN GOILD, LERCHANDISIZ, AND OIL
ACROSS LEBANESE TZERRITORY
1951 and 1352
(In L.L. millions)

1951 1952

Gold 762.3 485,6

. Merchandise 548.35 707.5
Total 1304.8 1183.1
Crude 01l 459,1 471.2
Grand Total 1763,9 1664.,3

Table IX indilcates tne magnitude of transit trade that
erossed Lebanese fterritory during 1951 and 1952, Relatlvely it
is of a bilg importance far exceeding the combined value of ex-
ports, lmports and re-exports for the same two years. OQther
than the royalties pald by 0il companies to the Lebanese Govern-
ment,2 profits accruing from merchandise and gold transit amounted
to around L,L. 113.1 millions in 1951 and L.L. 95.4 millions in

5 which is greater than the value of exports for each of the

1952,
two years. 01l comes Ifrom Iraq and Saudi Arabla and 1s shipped
mainly to Western Europe and U.S. Gold followed, on the whole,

an opposite movemsnt as indicated by Table X.

1 Ordinary re-exports and goods enterling the free zone ars included.

2 L.L. 1.2 miliiong in 1951 and L.L. 7.3 millions in 1852,

3 BE. FPei, P. Klat et al. op.clit., p. 43.



- 57 -

TABLE Xl

TRANSIT IN GOID
(REGIONAL BREAKDOWN)
1651 and 1952
{In L.L. millions)

Region of Origin

or Destination A. Inbto Lebanocn B. Oout of Lebanon
195l 1952 1951 1952

Members of Arab a b

League 1.7 0.6 60.0 101.3
Western Europe o

and U.S,. 657 .4 468,7 25.1 1.0
Qthers 103.2 16,3 877.2 383.3

Total 76243 485,56 TE2.3 435,5

Around 88 ver cent and 86 per cent of the total gold
translt for the year 1981 and 1952 respectively originated in
the West. 4 large proportlon was destined to the Arab states
but the bulk was shipped to other countries in the far Easi,
Again the bulk of the merchandise originated in VWestern Zuropse
and U.S. while Syria and the other members of the Arab League

congtituted the chiefl areas of destination.2

a)} Egypt and Saudi Arabla only.
b) Syria only.
¢) Holland and Switzerland only.

1l Approximate figures.

2 See Bulletin Statistique for the years 1951, 1952 and 1953.
Official figures for Syria were L.L.197.8 millions in 1851
and 1952 and L.L.165.6 millions in 1853, Tor other members
of the Arab League figures were: L.L.96.4 miliions in 1381,
L.L.122.) millions in 1952 and L,L.110.4 millions in 1953.
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Ths geographlc positicn of Lebanon with its well~equipped
sea and air ports renders transit trade of a major lmportance.
Beirut, is an important gea outlet for the whnole Arab Hast. Ibts
free zone and other port facilities and free foreign exchange
and trade sectors have proved to be a big attraction to foreign
business men and firms, helping to make ocut of Lebanese foreign
trade the most important sector - in terms of national income =~

of the ILebanese economy.l

iV, POSITION O THE OTHER TTEMS IN THE LESBANLSE BALANCE

OF PAYNENTS

Thne relatively wide discrepancy between the value of
Lebanese visitle exports and imports indlicates tihe ma jor dependence
of the Lebanese economy upon invisible receipts to cover the
existing deficit in the balance of trade, Unfortunately the
avallable data concerning the above problem is not complete nor
in certain lnstances very accurate. However, such a handlicap
in the evaluation of the other titles in the Lebancse balance
of payments iz not very serious for our present purposes, The
latter relate not to the exactness of the fizures but broadly
and briefly to the nature of the more important sources that have
been respongibls for the emergence of a“small surplus in Lebanon's
international accounts for the years 18351, 1952 and 1953 respecit-

i?ely 12

1l Relf'er to Chapter III below.

2 Refer to E. Fel, P. Klat et al., .  passim (Data used in the
present section has been obtained from tais. pub’ication o
ag well as from private informed sources).
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An examination of the more important components of the
Lebanese balance of payments, on the credit side (other than
merchandlise and transit trade) would reveal the unstable basis
on wnich some of them are founded, bhelng dependent, more or
less, upon existing exchange regulations in other countries.

The following classification of the sources of receipts upon
which Lebanon depended t¢ cover the deficit in the balance of
trade would render the above point clearsr:

1. Bmigrant remittances and capital inflow: They were
estimated to have had a yearly value ranging between L.L.7C
millions and L.L.150 millions,

2. Foreign travel: IExpenditures by tourists and summer
resorters were ostimated at around L,L.30 milliong in 1951,
L.L,4C - L. L,50 millions in 1452, reaching up to L.L.38 millions
in 1953.%

3. Lxpenditures by foreign bodles in Lebanon (U.N., IPC.,
Tapline, cultural institutlons, diplomatic missions): These
varicus bodies spent an estimated amount of L,L.63.2 millicns in
1951 and L.L.70.8 millions in 1952.

4, Investment income: This pertains to income earned by
Iebanese residents through the holding qf large portfolios of

forelgn securities, interest on private balances held abroad

1 According to Tigures supplied by the Lebanese Commissariat of
Tourism In Beirut the number of tourists (including swmmer
resorters) in 1951, 1952, and 1953 were 127248, 216333, and
285073 respsctively. Thae number of summer resorters (most
of whom came from neighboring Arab countries) for the same
years were 24000, 21237, and 19245 respectively.
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mainly in France and U.3., and earnings of Lebanege business
abroad especially in Syria and other Arab countriss., Thess
were estimaeted to be around L,L,15.6 and L.L,11.8 miliions in
1951 and 1852 respectively,

5. Exchange and triangular operstions: It has bheen es-
timated that profits acruing to Lebanese residents through
foreign exchange operations, made for or on behalf of forelgn
operators, amocunted to around L.L,10.5 and L,L.11.5 mililions
in 1981 .and 1952 respectively. On the other hand triangular
operations, i.e. cperations where goods are bought or scld by
Iebanese residents without entering either ths port of Beirut
or the Irse zone, seem to have assumed, In 1951 and 1952, s
relatively big magnitude, dropping in the following two years.
Estimates by informed sources as to the value of these operations
ranged from 20 to 300per cent of the value of transaction made
through the frees zone in 1951 and 1952.1 The drop in 1933 and
1954 was mainly due to the decrsased difference beftween frae
market and official rates of many currencles,

A8 long as the Lebanese sconomy 13 greatly dependent
upon invisible receipts, the case for a free commercial policy
is obvious, However, ag already stated, irrespective of the
trade policles adopted by the Lebanese~authorities, certain of
the items listed above, such as emigrant remittances, sxchange

and triangular operations, may nct be relled upon ag potential

1 In any case these are likely to diminish in the future.
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aources of Iincome. A4 relaxation of foreign exchange controls

in other countries may deprive Lebanon of the benefits presently
acruing to it from exchange and triangular operations. On the
other hand & close control of exchange abroad may raise grsater
obstacles in the face of a continuous flow of emigrant remit-
tances.and investment income. In cther words care must be taken
not to over estimate the significance of the above as stable
sources of invislible recelpts.

The variocus characteristlics of post-war Lebanese foreign
trade, that have been up till now revealed, establish a strong
case for the adoption of a free multilateral trade policy on the
part of the ILebancn. Although this is fundamentally true, the
coming analysis in Part II and particularly Part IIT suggest the
degirability of certain deviatlons from the principls of free
trade in the interest of the country's sconcmic progress. That
1s, with the existence of particular conditions - discussed in
Part IITI « it may be desirable to strike a balance betwsen a
generally free and restricted Lebanese foreign trads, The

implication of such an approcach will be anallzed later,



CHAPTER IIT

ROLE CF POST-WAR FOREIGN TRADE
IN THE LEBANESE ECONCMY

A number of factors attributet%ebanese foreign trade
a ma jor Importance in the Lebanese economy. These may be
divided into two broad categories: . those arising from the geo-
graphical position of the country and those stitributable %o
the generel level of economic development, and to the economic
policy of the Govermment., Viewed geographically, Lebanon oc-
cuples a central position in the Mlddle Bestl with well-equipped
sea and alrports; 1ts climatic characteristics and beautiful
scenery have slso always attracted many summer and winter re-
sorters from nelghbouring Arab countries. Beirut has come to
agsume a leading importance in the forelgn trade of the Arad

East.z

This however, is not only due %o 1lts geographic position
and 1ts belng easlly accessible by land, sea, and alr, but to
the Governmentt's policy of establishing a free foreign exchange
market, and lessening to a great extent restrictions on Lebanese
foreign trade as well. On the other hahd, Lebznon ls economie-

ally underdeveloped with 1ts industrial sector playinga re-

1 It 1s bounded by the Mediterranean Sea from the West, by
Palestine from the South, and By Syria from Bast and North.

2 Especially since the creation of the state of "Isrsel" In

1948 that has been boycotted economically and politically
by neighbouring Arab countries.
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latively less important role than each of the agricultural
and trade sectors. As J. Adler puts it when dlscussing ex-
ternal economies as an important factor 1n economic develop-
ment, "there are in most under-developed areas at least two
sectors of the econcmy in which external economies have been
developed. These sectors usually are the export industries
and commerce, perticulerly that engaged in import trads. In
theas sectors external economlies of the industry exist in the
form of transportation and processing facilities-and in a
steady supply of sklilled and seml-skilled managerial and
supervlisory personnel. They are supplemented by the external
economies of the fourth type 1.e. tbpae provided by the inter-
national orgenization of world trade. It 13 for these reasons
that private 1lnvestment in under-developed countrieas tends to
perpetuate 1tself 1In the traditional lines of export and com-
merce, and the development of agricultural andlmanufacturing
industries for the internal market is lagging".l Not only
local but foreign private capital also 1s attracted by the
forelign trade sector and primary lndustries dealing with raw
material,2 8 large part of which is exported to the more ad-
vanced industrialized countries. No doubt that in under-

developed areas sasgriculiurs and trade are two sectors that

1 John H. Adler, "The Fiscal and Monetary Implementation of
Development Programs®™, American Economlc Review, Vol.XLIT,
May, 1952,_p. 591.

2 Refer %o R. Nurkse, Problems of Capltal Formation ln Under-
developed Countries ~(0Oxlford: BASil Blackwell, 1953), DD.
2“."31 L]
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agsune the major importance Iin the economy. While 1in most
underdeveloped countries agriculture 1s the more important

of the two {in terms of national income), in Lebanon it is
the other way.round. The reasons lylng behind such & pheno-
menon have already been brlefly mentlioned. As we go along in
our present discussion, they will become more apparent.

One of the accepted ways of measuring the economie
importance of any glven sector is the amount of national in-
come it generates as a proportion of the total. Adopting such
an approach it is found that for the years 1948, 1949 and
1350, the Lebanese trade sector (internal and foreign) generated
260.6, 278.6 and 299.3 million Lebanese pounds respectively
constituting around 26, 27 and 30 per cent of total national
income respectively.l Thls was more than the income generated

by any of the other sectors for each of the above mentioned yearsa-

mr——————

1l See A. Badre and Economilc Research Institute Staff, National
Income of Lebanon, 1943, 19h9 and 1950, Income Arising in
the Trade Sector, Monozrapn No. 4. Unfortunatély, no depend-
able data 1s avallable for other years. The trade sector in-
cludes export, import, transit, entrepot, industrial and
agricultural trade,

2 Natlonal Income arising in the different sectors was as
follows (Data obtained from the Economte Research Instituts,
A1, Bo, Deirut)

1948 1949 1350

e e e

Agricultural Sector 169,000 176,000 208,000
Industrial Sector 133.710 135,548 137,341
Trade Sector 260,000 278,600 299,300
Pransportation Sector 39,605 hl 317 hh,363
Construction Sector 35,000 35,000 43,000
Financial Sector ¢a 50,000 ca 50,000 ca 50,000

Services Sector 91 361 93,111 100 L0653
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the agricultural and industrial ssctors' shares averages
| for the three years under consideration having been L.L.184.L4
and L.L.135.5 million respsctively. In fact income arising
in foreign trade alone accounted for a bigger share than each
of the two latter sectors, emounting to around L.L.171.5 mil-
lion, L.L.189.6 million and L.L.200.3 million in 1948, 1949,
and 1950 respectively, or an aversage of 1..L.187.1 million for
the three years under consideration.l This shows clearly the
role assumed by forelgn trade in the Lebanese economy. As
would be expected there are wlde dilscrepancies between per
capita incomes In esch of the sectors compared, the lowest
belng that of agriculture which supports arcund 50 per cent
of the population.

The following Table comperes the proportional

rstional income arlsing 1n the trede sector of different

countries.2

1 Wwithin the foreign trade sector, income originating from
Imports was relatively the biggest - 71, 61 and 61 per
cent of the total foreign trade lncome for the years
1948, 1949, and 1950 respectlvely. Transit trade ac-
counted for around 21, 29, and 29 per cent of the total
for the same years, the rest being generated by entrepot
and exports.

2 A. Badre and Economic Research Institute Staff, op.cit,
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TABLE XI *

PERCENTAGE QOF INCOME ARISING IN THE
TRADE SECTQR OF VARYIQUS COUNTRIES

Country Year Percentage of Total National
Income Arising in the Trade
Sector
Lebanon 1948 26.0
U.S.4A. 1948 19.8
3 France 1948 13.9
g' Denmark 19,8 13.9
? Finland 1948 12.7
‘ Netherlands 1948 1.5
Greece 1948 11.2
Pau 1947 20.7
Norway 1948 4.2

Source: A. Badre and Econcomic Research Institute Staff,
Income Arising in the Trade Sector, Monograph XNo.83.

1 The following are additional filgures denoting percentages
of income originating from Commerce which in this case
covers wholesale and retall dlstrlbution, finance and

insurance; .
Country Year Percentage of Income
‘ Originating in Commerce

BEgypt 1545 10.2

Mexico 1948 2.1

china 1946 13.5

Turkey 1949 18.2

Ttaly 1948 12,8

{See U.N., Natlonal Income and I%s Distribution in Under-
developed countries, K.Y., 1951, DP. 4).
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Among the countries listed above, the proportion of
natlional income arising in the forelgn trade sector to the
total national income 1ls largesat iIn the case of Lebanon., It
has alreeady been stated that a variety of factors have con-
tributed towards such a phenomenon among which was the eccno-
mic pollcy of the Governmment. The latter's policy of estab-
lishing a free foreign exchange market in Lebanon, the ex~
tension of the free zcone, and the facllities extended to re-
exports and transit tradelas made out of Bsirut an important
commarclal center. Such a policy has helped to stimulate
transit trade,l attract foreign capital, and establish Beirut
as a ma jor center for foreign exchange transactions.2 The
previous exposition (in Chapter IT) of invisible recelpts
and transit trade bears out, in this connection, the importance
of Lebanese international activities.

Agaln a study of banking activity in Lebanon (brlefly
noted in this connection) would revesal the importance assumed

by forelgn trade when compared to other sectors of the economy.

1 Income from transit alone accounted for around 21 per cent
in 1948 and 29 per cent in 1949 and 1950 of the total in-
come originating from the trade sector. (See A. Badre and
Bconomlic Research Inatitute Staff, op.clt.,) The value of
transit trade crossing lLebanese territory was L.L. 1763.9
million in 1951 and L.I[..1664.3 million in 1952 as compared
with L.L.182 million et official rates for both Syria and
Lebancn in 1947.

2 A considerable income 1a aupposed to be earned by Lebsnon
through trisngular trade operations, stimulated by the
existence of a free market in Lebanon on the one hand and
exchange reatrictions 1n other countries on the other hand.
Unfortunately no statistics sre avallable to denote ita
magni tude.



Most of the foreign as well as local banks extend the bulk
of thelr credit facllities to importers, exporters and brokers
engaged In the commercial fleld that sesems to provide incen-
tives - in way of external economies, safe profit margins,
liquidity, etc., which induce banks and other suppliers of
capltal to move in. In contrast the non-existence of long
and medium term credit - mainly needed by industry and agri-
culture - is & partlal sign that the latter are not sufficlently
developsed to attracti funds and hence cannot, at present, rely
to any large extent on the possible use of the private banks?
credit facilitlies or the particlipation of foreign cepital.

The attraction of banking business to foreign and
local funds is indicated by the steady increase, since 1946,
in the number of foreign and local banks operating in Reirut.l
Political stabllity of the country may be considered as ons
reason leading tc the above phenomenon; other more important
causes, however, are the emergence of & free market and the
traditicnal rcle played by forelgn trade in Lebanon. In fact
the increase in banklng activity, that is malnly confined to
the foreign trade sector {and the parallel increase in com-

mercial activity), is shown by the following data:2 Total

1 In 1946 the total number of banks im Beirut was made up
of eight foreign and six local banks, increasing in 1953
to twelve forelgn and fifteen localebanks,

2 Republique Libenaise, Ministare de ltEconomie Nationale,
Bulletin 8tatistique Trimestriel, Quatrieme Trimestre,

2705
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deposits increassd from L.L.209,58,000 on December 31, 1946
to L;L.BMB,MZ0,000 on December 31, 1953. During the seme
period the value of total advances and discounted bills in-
creased from L.L.67,385,000 to L.L.227,259,000.

To sum up the seversal factors that have been taken
to bear ocut the relative importance of Lebanese foreign trade
with respect to the other sectors of the economy &re the
following:

1, At present the foreign trade sector generates the
largest portion of the national income.

2. The bulk of bank credit 1s extended to commercial
enterprises.

3. A large pert of forelgn private caplial cperating
in Lebanon 138 Invested 1In banking business which is, more or
less, confined to the commercial field.

However, the future economic development of the
country wlll probably attribute to foreign trade a relatively
less conspicuous role while agriculture snd industry will
come to assume a greater Importance not only in terms of
:income but of private capital lnvested as well., On the other
hand because of the geographic position of the country and
the accumulated experisnce of the Lebanese 1n matters relating
to trade, the commercisl sector wi;l always be of signifilcant
Importance to the Lebanese economy. The expected development
in other fislds will furthermore - within the framwork of a

free enterprise system - act as a stimulant to foreign trade
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activity. Hevertheless, a2s the process of economic develop-
ment in agrieulture and Industry goes along, providing in-
creasing attractionz In wey of economies, profits, lower costs,
etec., 1t would be expected - I we arse to jJjudge by the sxample
of developed aress - that these two flelds wlll gredually come
to play relstively more important roles, Which of the two will
take the lead 1s a problem that lies outside the scope of the

present discussion.
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SUMMARY OF PART T

The analysis csrried out in Part I reveals the main
characteristics of post-war Lebanese foreign trade which,
at present, plays a very important role in the economy of
the country. The latter phenomenon, exposed in Chapter III,
seem to lndicate that the commerclal fleld may contribute
apprecliably to the economic development of the country having,
on the one hand, generated the largest portion of national
income for the years 1948, 1949, and 1951 and having been,
on the other hand, a major attraction to the inflow of foreign
private capital.

The importance attributed to the post-war foreign
trade sector 1s partlially due to the emergence of a relatively
"free markst" in Lebanon; reviewed in Chapter I. The more
or less free commercial pollcy adopted by the Lebanese autho-
ritles stimulated exchange and triangular operstiocns and re-
export trade all of which helped produce a siwrplus in the
Lebanese bak nce of payments for the years 1951 and 1952,

More specifically among the additlional characteristics
of Lebanese forelgn trade are the followling:

1. It reflects the early lndustrialization of the
country which depends heaviiy on the Western countries for
the iImport of a large variety of needed manufactured and

other goods. Lebanese exports, on the other hand, are malnly
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primary products, vegetables and textiles..

2. There exlsts a relatively blg deflilclit in the
balance of trads which has to be covered through invisible
earnings and capital inflow, Further most Lebanese Imports
and exports were transacted in the dollar, sterling, and
FPrench franc and thus the major need for them. On the other
hand, whereas the United States and Western Europe supplied
over one half of total Lebanese efggfts for the perilod 1951~
1553, in terms of value, members of the Arab League supplied
a little over one quarter, Bastern Europe 3 ~ L per cent, the
rest belng supplied by other regions, Around half of total
Lebanese exports were absorbed by the Arab countries, during
the period under consideration, a little over one gquarter by
the United States and Western Burope, 3 per cent by Eastern
Europe, and the rest by other regions, The deficit in ﬁhe
Lebanese balance of trade was relatively the biggest with
the Western countries.

3. Transit and re-export trade paly an appreciable
role in foreign trade activity.

4. Although certain aspects of industrial and agri-
cultural prbtectionism may be found, the tapriff ﬁolicy has

been mainly viewed 1n the light of revenue purposes.

The various characteristlcs outlined above serve as
a partial background to the analysis pertaining to Lebanese

forelgn trade and economic development taken up in Part.III.
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To complete the necessary background, Part IT has been
devoted to & discusslon of Lebanonts pogt-war trade rela-
tions and agreements. To such a discussion we shall now

turn.




PART TI

POST-WAR IEBANESE TRADE REIATIONS
AND AGREEMENTS
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CHAPTER IV

POST-WAR TRADZE RELATICNS AND AGRELVENTS
BETVEEN SYRIA AND LEBANCN

I. INTRODUCTION

It is quite obvious that any discussion of trade rela~-
tions betwesn Syria and Lebanon may be conducted on a scientific
basis only since March 1950, when the customs unions that bound
the two countries ceased to exist, During the French mandate
(1319-1943) they constituted one economic unit whose economic
policies were formulated with the approval of the High Commis-
gioner. As such the continued existence of a customs uniocn
after the withdrawal of the French anthorities may be considered
a3 a legacy of the mandate system. It 1s not the purpose of the
pregent dilscussion to reveal whether such a union had or had not
beenn beneficial from the economic point of view. Neither is 1t
proposed to evaluate its fubure deslirabllity as one possible
pattern governing trade relations between the two countries,

Qur main interest lies in a brief analysis of the causes leadling
to separation and 1lts economic effects o; trade between the two

states.
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II. CAUSES LEADING TO THE DISSOLUTION OF THI CUSTOMS UNION

The Independence of Syria and Lebanon, proclaimed in thse
year 1943, made the two countries face, a3 & conssqusnhce, & nume-
_ber of problems relating to the common management of various
aspects of the economic and administrative flelds that had been
taken care of previously by the High Commissioner. An agreement
between the two Governments was reached, on October 1943, where-
by pending questions were either settled or ways were lald down

for their future settlement,l Among other things it was agreed

1 See Lebanese Republic ~ Documents and Texts Relating to the
LZeonomic and Financial Relations BSetwesn Syria and Lebanon,
October 1, 1943-iarch 14, 1950, pp. 7-9 (in Aravic).

Among the provisions of the October 1, 1943 agreement were the
following:

a) Gommon Interssts between Syria and Lebanon lncluding all
"interests" previously managed oy the French High Com-
missioner were to be divided into two parts:

1} The first part included those "interests" whose com-
mon management was to be contlnued such as the cus-
toms, regie, supervision of "concessionnaries" etc,

1i) The second part included "interests™ whoss management
was to be taken up Independently by each of the two
governments such as "patent rights, public works,
post~office, security forces, etc.

b) A "Supreme Council of Common Interests", made up of three
representatives on behalf of each country, was to be en-
trusted with the management and supervision of the "com-
mon interests®,

¢) Syria and Lebanon were recognized as constituting one
customs area within which boundarlies goods were to be freely
exchanged with no restriction impcsed whatsocever.

d) The proportion of the revenues from the customs received
by each country was to be 40 per cent, the remaining 20
per cent tc be agreed upon afterwards, (Later on the
proportlions agreed upon were: Syria 56 per cent, Lebanon
44 per cent}.
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upon that Syria and Lebanon would contlnue to be one customs
area, within which boundaries goods are to e¢irculate freely
wlthout belng subject to any duty. On thls basis the two
countries would manage all problems concerning the customs
union commonly through a "Supreme Council of Common Interests®,
The non-exlstence of statistics denoting the magnitude of trade
between the two countriles for the years 1943-1949 makes any
comparison with the volume of trade cconducted after the customs
separation impcasible, I% could only be assumed that the above
mentioned azreement encouraged trade and the exchange of goods
to the utmoat extent,

In spite of the various problema that arose during the
1943-1949 period and the many sessions held between the Syrian

and Lebaness Governments for their settlement, culminating in

1 According to Muhammed Said al-Zaim in an article written
in the Economic¢ Bulletln of the Damascus Chamber of Com-
merce (third and fourth trimesters, 1950) titlsd "Gommon
Tnterests between Syrla and Lebanon', prior to March,

1950 Syria exported yearly to Lebanon agricultural produce
valued at around sixty-four (64) million pounds and in-
dustrial products worth six (6) milllion pounds., It im-
ported from Lebanon, on the other hand, agricultural
produce valued at around slxteen (16) million pounds and
industrial products worth around thirty-four (34) milllon
pounda, The deficit in the Lebaenese balance of trade with
Syria was made up through invisible recelipts.
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the agreement reached on July 8, 1949,1 trade relatlons between
the two countries were fundamentally governsd in accordancse
with the October 1, 1943 agreement.2 However, there seems to
have existed strong underlying forces working towards economic
separation, The conditions necessary for an effective customs
union became weaker as years passed by. As ls stated by a

U.N., publication: "For a customs union to exist it 1s necessary
to allow free movement of goods within the union, For & cus=-
toms union to be a reality, 1t is necessary to allow free move-
ment of perscns., For a customs union te be stable it is neces~
sary to maintaln free exchangeability of currency and stable
exchange rates within thes union, When there 13 a free movement
of goods and persons In any area, diverse economic policies
concerned with maintelning economlc activiiy cannot be pursued.
To assume uniforﬁity of policy some political mechanism 1s

required. The greater the interference of the state in the

1l The main provisions of the agreement were the followlng:

a) The reduction of duties on foreizgn raw materials
needed by industry.

b) The increase of dutles on imported industrial products
to protect local industry.

¢} The adoption of a unified schedule for internal fees,

d) Arrangements for abolishing the existing differences
between the Syrlan and Lebanese pound,

2 See ILebanese Republic, loc.cli, and Syrian Republic, Min-
istry of Foreign Affairs, Documents and Texts Relatling to
Economle Relations. Between Syria and Lebancn (Syrian
Hepubllic Press, HMarch, l950)} (In arabic)e.
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economic life, the greater must be the political integratlon
within a customs union".l The above requirements were partially
lacking in the case oﬁ}%%ro-Lebanese Customs union that could
not stand undermining factors manifested in conflicting economic
interests, differences in the ftariff schedules, division of
customs revenue, differences in the system of indirect taxation,
exchange stability, etc?.. and thus was, a8 a consequence,
terminated on Harch 14, 1950, when finally the economic rupture
took place., In fact the various memorandums exchanged between
the two countries a short time before the customs dissclution
was declared =- in which each party tried to blame the other as
the one responsible for the uneasy situation that had come to
exist by not adhering primarily Lo the provisions contained in
the July 8, 1949 agreement =-- were only manifestations of the
underlying cauges mentioned abova.5 There is one obvious

point, however, concerning the economie rupture. Whereas Syria

pressed towards such an end, lLebanon adopted the defensive side

1 U.N, Customs Unions (Lake Success, 1947}, p. 74.

2 See Ibid, pp. 1-2 and A. Badre, "Economic Relations Between
Syria and Lebanon", Al-Jarida paper, Beirut, Ne. 52, March
18, 1953,

3 Refer to the Zconomiec Bulletin of the Damascus Chamber of
Commerce (first trimester, 1950}, pp. 40-86. (In Arabic).
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alming at prolonging the union as much as was possible.l

When viewed more speciflcally three sets of reasons may
be distinguished as having been responsible for the dissolution:

1, The divergence in the sconomic policies of the two
countriles.

2. The wilish of the Syrlans to catch up with the Lebanese
in matters of foreign trade and to protect their local industry
against Lebanese competition.

3. The personal element.

We have already seen in Chapter Cne how a free market
has emerged in Lebanon, post-war Lebanese economic policy
striving towards an ever increasing freedom in the forsign
exchange and trade sectors. The role of foreign trade in the
Lebanese economy has been viewed by the responsible authorities
a3z a major one. \fhereas there exists in Lebanon, at present,

a free foreizn exchange market and relatively few restrictions
on imports and exports, in Syria a protectionist policy has been

adopted. Regulations lssued by the Government after 1950 have

1 The second Syrian memorandum forwarded to the Lebanesse
Governnment on March 7, 1950, contained an ultlimatum to
the effect that in case Lebanon refussd to enter nego-
tiatlons, concerning & complete economic unity betwsen
the two countries bazed on a unifled tariff schedule and
monetary regulations, a unified economic policy in mat-
ters of exports and imports and a unified schedule for
certaln taxes, Syrla would be forced to dissolve the
union. The reply of the Lebanese Goverrment centained
in & memorandum dated MMarch 10, 1950. revealed scme of
the losses that were borne by Lebanon in order tc keep
the customs unlon going, but refused the conditions laid
down by the Syrian Government as the only basis for the
proposed negotiations relating to customs union and eco-
nomic unity. As a consequence Syria declared on March
13, 1950 the teramination of tie union,
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subjected imports to the system of prior licencing; the Ministry
of National Economy was given the right to prcohibit the export
of any commodity if necessary.l Furthermore, restrictions

were imposed on foreign transections while an "Exchange Board"
wag establlished which set official rates of exchange for the
principal Western currencies., The roots of these two diver~
gent economic policies were already existing prior te 1950
contributing heavily towards the termination of the customs
union, Starting with 1946, conflicts arising due to the 4if-~
ferent polnts of view adopted by each cof the two governments

in matters of commercial and econcmic policles became apparent.
"Syria strove to restrict imports to a minimum to protect its
agricultural and industrial production.... Lebanon, cn the cther
hand, as a tradlitional trade center and entrepot, could not
accaept the Syrlan conditions without giving up its fundamental
sconomle character“.2 Irrespective of the principal factors
underlying each of the two divergent economic policles, thelr

contlinued exlstence was bound to terminate the customs union

1l See Economle Bulletin of the Aleppo Chamber of Commerce
(1952}, pp. <66=-2€8., (in Arablc).

2.A1fred Michaelis, "The NMiddle East Economy in 1950", The
Middle Bast Journal, 1851, p. 233. -
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1
sooner or later.

The second cause was stressed by the Syrian.Government
as an lmportant factor entalling a revision of trade and econcmic
relations between the two countries.2 The Lebanese wers actually
in control of the unlonts foreign trade activity; Beirut was
(and still is) the major sea outlet for both Syria and Lebanon,
ingpite of the steps ftaken by the Syrian Government %o channel
Syrian trade through the lLatakia port, ©Such a situation lead
to unsatisfaction on the part of the Syrlans who strove to free

themselves, as much ag was possible, from the influence of the

1 Refer to B.S.L., Exercises, 1950 and 1951; "The Third Syrian
Explanatory Memorandum", mconomic Bulletin of the Damascus
Chamber of Commerce (first trimester, 1950} pp. 69-80;

M.3., Zalm, "BEconcmic Relatlions Between Syria and Lebanon",
Economic Rulletin of the Damascus Chamber of Commerce

[third and fourth trimester, 1950}, Ps 10l; A. Badre,

"Customs Unilon, Bilateral Agreements,and Arab Treaty", al-
Jarida paper, Beirut, No, 55, March 21, 1953. (All in Arabic).

2 Among the reasons advanced by Syria for its dissolution of
the customs union were the followlng:

a) Lebanon flooded Syria with unneeded luxuries,

b) Syrian industry was facing severe foreign competitlion due
to the importation, on the part of the Lebanese, of aimilar
goods.

¢} The control of Syrian foreign trade by the Lebanese,

d) The unwillingness of Lebanon to take steps leading fto the
abolishment of the existing discrepancy between the value
of the Lebanese and Syrian pounds - Lebanese pound was
sold at a premium. (See Economic Bulletin of the Damascus
Chamber of Commerce (first trimester, 1950}, pp. 40-41,
and Economic Bulletin of the Aleppo Chamber of Commercs, 13850,
PDPe Ob4-066). (Z0TA 1in Arablic).
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Iebanese merchants. The competitlion offered by certain of the
Lebanese industries was another factor the Syrians took inte
consideration.

It is hard %o estavlish any definite proofs as to the
validity of the third reason, However, it is well kmown that
those in power at the time the customs unlon was terminated did
not attempt to solve pending provlems on a friendly bhasis. To
thlis should be added the influence of private interests both in
Syria and Lebvanon that profited from the dissolution. How
gignificant the personal element, as a cause, had been is dif-
ficult to estimate. Probably it was minor,

These in brief, it is believed, were the main causes
lylng behlind the termination of the customs union. The economic
effects of auch an act on trade relations bstween the two count-

ries will now te taken up.,.

III. EFFECTS OF THE CUSTOMS UNION DISSOLUTION ON TRADE

BETWEEN SYRTA. AND LEBANON

It has already been stated that the lack of data re=-
veallng the volume of trade conducted betwsen Syria and Lsbanen
prior to March 14, 1950 makes any comparison with the post-
dissolution period impossible, Therefore our analysis shall be
restricted to the few developments cccurring during the period
1950~1954, taken into consideration the fact that no final pat-

tern of trade relations has yet besen established between the
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two countries.

The Immedliate steps taken after the termination of ths
union was the subjugation of goods traded between Syria and
Iebanon to the tariff schedule applied in esach of the two
countrlies, It was agreed that the exchange of goods and com=-
modizlies would be subject to existing regulations relating to
foreign trade.2 Such a step benefited Syria since many of the
agrlcultural products exported to Lebanon were either exempted
or recelved a low duty whereas Lebanese agriculturasl and
industrial exports had to face a relatively higher tariff
wall.® This state of affairs lasted until February 2, 1952
when a new agreemsent was signed by the two governments which
in turn was replaced by a third agreement reached on March 5,

19532 They were fundamentally similar.®

1l The March, 1953 agreement was intended only as a temporary
solutiocn.

2 An industrial product was considersd ss non-foreign (i.e.
either Lebanese or Syrlan depending upuu its original) when
local raw material and labour uszed in 1ts production con-
stituted not less than 50 of its value.

3 8ee M.S. Zalm, .op.cit.

4 See Bulletin of the Damascus Chamber of Commerce (first tri~
mester, 1952 and 1953) (In Arabic).

5 Among the differences that sxisted betwsen the two agreements
were the following:

a) The March agreement took into consideration transit
Ffacilities whereas the February agreement did not.

b} The March agreement covers a larger number of agricultural
and industrial items especially in connection with in-
dustrial goods subjectsed to a preferential treatment.
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Among the main provisions they contained were the
following:

1. A large variety of agricultural produce was sxempted
from duty, export, and import licences, The two governments
agreed to issue a unifiled tariff schedule, pertaining to the
above mentioned agricultural products, applicable to similar
foreign imports.

2. Certain industrial products were exempted from duty
whlle others received a preferential treatment. Again 1t was
agreed to publish a unified tariff schedule applicable to those
forelizn industrial goods slmilar to local Lebanese and Syrilan
products exempted from duty.

3, Other problems pertaining to financial debts and their
settlement were agreed upon.

Table XIT below shows the volume of visible trade con-
ducted between Syria and Lebanon for the years 1850, 19581, 1952,

1953, and 1954.1

1 0fficial figures have been used in the present as well as in
the coming two chapters.
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TABLE XTI

LEBANESE EXPORTS TC AND IMPORTS FROM SYRIA
1950-1954
(In L.L.1000)

Year Exports Imports
1550
1st Trimster -———— ————
2nd Trimester 5,090 7,399
drd Trimester 7,285 16,612
4th Trimester 7,671 17,602
Total 20,048 41,813
1951
lst Trimester 8,648 13,228
2nd Trimester 85,313 18,002
3rd Trimester 3,799 12,3558
4th Trimester 4,247 15,371
Tokal 22,007 58,956
1952
lat Trimegher 4,088 9,020
2nd Trimester 4,586 14,188
Srd Trimester 3,080 17,172
4th Trimester 4,829 23,462
Total 16,583 63,842
1553
13t Trimester 5,436 12,942
2nd Trimester 3,551 - 19,299
3rd Trimester 2,855 28,409
4th Trimester 3,890 31,063
Total 13,732 91,713
1954
lst Trimester 3,979 18,019
2nd Trimester 3,221 23,077
3rd Trimester 3,103 33,460
4%h Trimester 4,640 54,156
Total 14,943 108,712

Source: Republique Libanalse, Ministere de ltZconomie Nationale,

TNl Ta+rdi»w TtariasfAanna Mrdmantand A0 17A~1 T _%r
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It can be ssen that whereasg Syria's exports to Lebanocon
increased from arcund L,L., 59 millions in 1951 to 108,.7 millions
in 1954, Lebanonts exports to Syria during the same ﬁeriod have
decreased from around L.L. 22 millions to L,IL. 14,9 millions.

In other words visible trade developments after the terminatibn
of the customs union zeem to have been more favourabls to Syria.l
It 1s also apparent that the February 1852 and March 1953 agree-
ments have not resulted in an aporeciable effect on visible
trade between the two countrises. Although Lehanese influence

on Syrian forsign trade has been lessened,z the geographile
pogitlon of Beirut and the free commercial pollecy adeopited by

the Lebanese Government have proved o be a great help to
Lebanese business men in establishing clese trade relations not
only with Syria but with the rest of the Arab countries as well,

Foreign trade statistics published after the union sepa-
ration reveal the big importance assumed by Syro-ILebanese visgible
trade, Thus Lebanese 1imports from Syria masde up around 13, 14,
21 and 22 per cent of the total for the years 1851, 1852, 1853

and 1954 red¢pectively, whille exports to Syrla for the same three

1 Lebansese industry suffered at first from the rupture of economic
relations with Syria but scon recovered grounds. (See Annual
Economic Report on Tebanon, 1950 and 1951, prepared by tae
American Embassy, Beirut, Lebanon).

2 On March 3, 1552 the 3yrlan Government published leglzlative
decres No. 151 which brought foreign comuercial activity of
the country under closer Syrlan control and management (See
Beonomic Bulletin of the Aleppo Chamber of Commerce (1951)
Pp. 297-298 (In aArabpic).




years constituted around 24, 21, 16 and 14 per cent respectively.
Syrlan imports from Lebanon, on the other hand, were about 10
per cent of the total in 1951 ag against 11 per cent for 1952,
ExXports to Lebancn, for the same two years, made up around 21

per cent of the total.g Probably prior to the economic rupture
the above percentages stood higher. DNevertheless, they clearly
show the relatively heavy interdependence existing between the
Syrian and Lebanese markets, Table XV Indicates that trade
between the two countries has been cf asignificant importance

with and without the exlstence of any binding speciflic commer-
cial agreements, Considering their geographilc position and the
relatively short distances connecting their commercial centers,
such & phenomencn would only be expected., On the other hand,

i1t should be remembered that Lebanon's partial loss of the Syrlan
export market after the economic rupture has been more than com-
pénsated by the increased exports to other Arab countries and

the esvablishiment of new markets in Zastern Burope through

bilateral agreements. Although it is maintained by some that

1 Refer to Chapter II, p.50.

2 See Syrian Repurlic, iinistry of National =conomy, Swmmar
of Poreign Trade, 1952-1953 and Economic Bulletin of the
Damascus Cnamoer of Commerce (third trimester, 1552] pDe
TI8-110 and (second trimester, 1953) pp. 274-277 (In Arabic]}.
In 1951. Lebanon occupied first place as far as Syrian ex-
ports, in terms of value were concerned, and fourth place
in case of imports., In 1952 it occuplied second place in
case of exports and third place in case of Imports.
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the customs dissclution has beneflited Lebanon economically,

by pointing out to the increased prospserity of the country
since 1950, it iIs difficult tc justify such a conclusion., The
prerequisites for the relative prosperity of an economy are
various, some leading to a greater degree of progress than
cthers, Without holding the view that the continued existence
of a revised customs union with Syria would have produced
better results, 1t could only be noted that the closer the
appropriste economic cooperation between countries, the greater

the benefit for all concerned,
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CHAPTER V

POST-WAR TRADE RELATIONS AND AGREEMENTS
BETWEEN LEBANON AND OTHER MEMBERS OF THE ARAB
LEAGUE

I. INTRODUCTION

Trade relations between Lebanon and the other Aprsb
countries have undergone several changes, post-war develop-
ments givingrise to a new phase of economic relationship
connecting members of the Arab League. The reasons lylng
behind the different characteristics assumed by present-day
inter-pArab trade patterns when contrasted wlth those of the
pre-war perlod sre obviocus. The post-war era has witnessed
the scquisition by & number of Arab states the status of full
Independence, with the consequent blrth of the Arab League.
Although the first step towards a wider economle coopersation
on the part of the League members have only been taken re-
cently, the new conditions that came to exist in the Middle
East after the war were bound %o influence greatly the poli-
tical, sccial end economic set-up of the Arab countries.
Admittedly, the latter are still in the early stages of an
expected wlde and appropriate ecomomic and political integra-
tlon. However, consldering the many factors that are working
towards such an end, future economic tlea between the Arab

states will not only bhe much closer but will slso exsrt an
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appreciable influence on the economic development of region.
Before analyzlng the nature of pregsent-day trade relations
between Lebanon and the other members of the League a word
shall be devoted to the pre-war period (1933-1939).

The exlstence of the already referred to Syro-
Lebanese customs union during the French mandate necessitates
the reference to Syria and Lebanon up to 1950 as one unit
wlth respect to ftrade relation with other countries. As
such the comparisons between the pre-1350 period and the
post-war years (1950-1954) may only be taken as very rough
approximations to reality.

The Arab countries that had trade relations with Syria
and Lebanon before World War II were Palestine, Jordan, Egypt,
Iraq and Saudl Arabia. Trade agreements that exlsted between
them were subject to the approval of the French High Commis-
sioner In the case of Syrla and Lebanon and the Britilsh
Authoritles in the case of Iraq, Palestine and Jordan.l Although
the economic relations thaﬁ bound these countries were viewed
in the light of the interests of foreign controlling elements,
certain of the trade agreements concluded (such as those
between Syria and Lebanon on the one hend and Palestine on
the other) did faclilitate trade between the contracting partlies,
Most important among the Syro-Lebanese-Palest}nian agreements
was the one published on May 18, 1929 whereby local indsutrial

1 No trade agreements were concluded with Saudi Arabia.
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end sgricultural produce were exampted from duty. Thls was
later on replaced by a new agreement signed on November 28,
1939 apparently due to pressure exerted by Jewlsh elements.t
A 3imiler sgreement was sligned with Jordan in 1923 which
remained into effect until 1952. However the value of trade
conducted with Palestine was of much greater significance
than that with Jordan. The former, with its esgricultursl
and industrial sectors relatively more developed, constituted
a larger market for Syro-Lebanese exporta. The agreements
signed with Egypt (June 1928, March 1930 and 193L) and Iraq
{December 1925 - pertaining to transit facilitles} were not
of any real value, Preferential treatment was not accorded
to any of the contracting parties. Syro-Lebansse trade with
Saudl Arabla was qulte insignificent as Table XITTbelow

shows .

1 See M.S. Al-Za'im, "Posltlon of the Aradb BEconomy and
the Customs Barrlers Between Arab Countries®™, The
Chamber of Commerce snd Industry Journal, Belrutf,
December 1951, p. 30. {In Arsaple).
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TABLE XITI
PRE-WAR SYRO~LEBANESE IMPCRTS AND EXPORTS
WITH SOME ARAB COUNTRIES

1933 - 1938
(Iv 1S 1,000)
C ount r vy . Total

: “oaudi for all
Year Egypt Irag Palestine Jordan Arabia countries
; hgg ﬁk_gg IRIE| &2: ImD. M_y__ IIIIE. &Eg ImE- m&_&g; IIBE. %
5935 1402 326 738 £83 800 2977 37 300 43 38 25584 7454
1934 712 285 861 4689 825 3107 43 347 2 43 29617 8185

2935 062 758 1521 355 1122 5343 70 435 31 41 29789 11735
2936 924 895 999  B7i 1258 6038 136 715 3 768 28839 16479

595? 1189 916 1155 778 5567 8082 663 757 n 200 5359 25714
;958 1908 1652 Q351 984 4322 8073 21 1:30 29 266 70811 29278

2935- 2,71 51  3.2% 2.9% 5.80 285 0.6% 5.60 0.067 0.6% 1005  100%

%58&J

Source: H.C.F. Inspection Generale de Douanes, Statistique
du Commerce Exterieur des Etats du Levant Sous
Mandat Francals, I933,

Palestine stood out as the Principel export market for
Syro-Lebanese products having sbsorbed = yearly average for the
period 1935-38 of 33 per cent of the total, the share of other
Arab states amounting to around 12 per cent. on the other hand,

Syro-Lebanese imports from the Arab countries for the same

period did not exceed 13 per cent of the total, Palestine's

a) Annual average for 1935-38 as & per cent of the annual
average total.
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share being 5.6 per cent. The position of the Syro-Lebanese
balance of trade during the years 1933~-38 was unfavourablse
with respect to Iraq and Egypt and favourable in the case of
Palestine, Jordan, and Saudl Arabia. But while the gap in
the balance of trade wlth Iraq became smaller at the end of
the period consldered that with Egypt grew wider.l
Undoubtedly the pre-war trade agreements with Pales-
tine in sddition to its geographic position and relatively
developed agricultural and industrial fields have been the
ma jor factors responsible for the important role it played
(among all other Arab countries) with respect to Syro-Lebanese
trade. On the other hand, whereas the relative backwardness
and poverty of Jordan and Ssudil Arabla have acted as obstacles
in the face of a flourishing trade activity, Syro-Lebanese
trade with Iraq snd Egypt was malinly hampered by inadequate

trade relations.®

ITI. The 1945-1949 Period
Table XIV = below traces developments in the post-war

years {l945-1949) of the Syro-Lebanese balance of trade in
connection with members of the Arseb Leggue.3 It should be
noted that no trade agreements were conclﬁded with any of

the Arad countries during the period under conslderation.

1l For a discussion of pre-war trade relations between Syria
and Lebanon on the one hand and other Arab countries on
the other, see Syrian Republlc, Ministry of Natlonal Econony,
Report on Syria's Foreign Trade and Industry (1946). (In Arabic)

2 The underlying reasons behind such 2 phenomenon were various
but of no interest to us in the present discussion.

3 The Arab League cams into existence in 1945, Because Syrian
Lebanese trade with YemenWas insignificent it has not been
included.
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TABLE X1V
SYRO-LEBANESE IMPORTS AND EXPORTS
WITH MEMBERS OF THE ARAB LEAGUE

1945-194S
(I¥ 118 1,000)
C ountry Total
Seud 1 for all
BEgypt Irag Palestine Jordan Arabila Countries

Yaar Imp, Exp, Imp. Exp, Imp., Exp. Imp., Exp. ITmp. Exp. Imp. Exp.

¥1946 7097 5458 21563 1R215 8337 17598  B272 3947 580 707 271984 85560
;1947 6646 4018 13603 17719 8518 30013 204 4166 140 1503 388614 83640
21948 10392 3002 17397 32103 5443 2490 1431 17139 2917 R944 4834680 73502
51949 6784 3388 26813 22555 1228 8069 1626 21066 12757 5787 51€188 111104

11945~
49 2.6% 5.2%0 5.6% 22,247 2,20 174 0.84 11.8% 0,97 3,274 1007 100%

Source: Consell Superieur des Interets Communs, Service d!Etudes

Feconomlques et de Statistique, Recueil de gtatistiques
de la Syrie et du Liban, 1945: 1906, I9L77; et Consell

Supereur dé Interets Communs, Statistiques du Commerce
Exterisur de L'Unite Douaniere IIEano-EyrIenne, Annee

945,

Several changes may be distingulshed.

1. The over-all decrease in the proportion of Syro-
Lebanese imports from the League members including Palestine
(from 39.8 per cent of the total, in terms of value, in 1945
to 9.2 per cent in 1949). This is not surprising, since the
inmediete post-war years - 1945, 1946 and 1947 - were charac-
terized with the great dgmage that befell Western Buropean

a) Annual average for 1945-49 as & per cent of total annual
average.
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production power and the strict trade and exchange control,
partially diverting Syro-Lebanese demand to the neighbouri-z
Arab states. As the Western countrles gradually regained
thelr productlve capaclty and exchange reatrictions were
lessened, the proportion of Syro-Lebanese imports from the
Arab world decreased.

2. The proportion of over-all Syro-Lebanese exports
to the members of the League showed no particulation ten-
dencies, increasing from 51.2 per cent of the total in 19L:
to 70 per cent in 1948 and dropping to 55 per cent in 1945,

3. The decrease 1n the relative Importance of
Palestine both as an export and import market until trade
with 1t ceased completely as a result of the Arab-Israeli
war. (In the 1935-38 period Palestlne absorbed a yearly
average of 33 per cent of the total Syro-Lebanese exports
as compared with 2l per cent in 1945 and 3 per cent in 1943).
Furthermore, Palestine!s balance of trade with Syris and
Lebanon was favourable all through the flve years under
consideration.l

. The appreciable increase, in terms of value, in

Syro-Lebanese exports to Iraq, Jordan,-and Saudl Arabis

1 The 1939 trade agreement between Syria and Lebsnon on
the one hand and Palestlne on the other hand may have
partially contributed towards such a change. It dec~
reesed greatly the number of agricultural and industrisl
items to be exempted from duty. Relatively few goods
recelved a preferential treatment, while those products
that competed severely with Jewlsh induatries were sub-
Jected to ordinary teriffs. (See Ibld., pp. 10-11, and
HoA. A,l-Zaim, OE.ci'b., po 38}-
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(In 1935-38 Iraq absorbed a yearly average of 2.9 per cent

of the total as compared with 11.6 per cent in 1945, LO per
cent in 1948 and 20 per cent in 1949; Jordan's average share
was 3.6 per cent in 1935-38 increasing to 19 per cent in 1949;
exports to Saudl Arabla smounted to around an average of 0.6
per cent in 1935-38, 0.5 per cent in 1945 and 5 per cent in
1949).

5. The proportional decrease in Syro-~Lebanese lmports
from Iraq and Egypt. (From 7.9 per cent in 1945 %o 1.3 per
cent in 1949 in case of Egypt and 1l6.4 per cent to 5 per cent
in case of Iraq. However, Lebanon's beslance of trade with
the two countries - excepting 1948 =~ still proved to be un-
favourable. For the 1935-38 period Iraqg's yearly average of
imports from Syrias and Lebanon was 3.2 per cent of the total
as compared with 2.7 per cent for Egypt).

6. Whereas during the period 1935-38 the yearly aversges
of total Syro-lLebanese imports and exports from and to the Arsb
countries were 12 per cent and Y45 per cent respectively, during
the 1945-49 period the yearly averages were 12 per cent for
imports and 59.lL per cent for exports. This shows an appreciable
increase in the proportional wvalue of S;?O-Lebanese exports to
the League members during the years 1945-L49, imports keeping
at the same level.

The above lliated developments characterized a period
which may be termed as "Transitlional" from war to peace con-

ditions as well s3 & realization of a greater economic indepen-
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dence on the part of Syris and Lebsanon. To that should be
added the underlylng forces which worked towards the terml-
nation of the Syro-Lebanese customs union. We have studled
in Chapter I the emergence of a relatively "free market™ in
Lebanon and the dwindling of French 1nfluence most of which
occurred during the period under considerstion. The causes
leading to the dissolution of the customs union have also
been reviewed. The existence of such conditions - which
produced what may be termed an unstable besls for foreign
trede relations - pasrtially explain the fact that no definilte
steps were talken in way of trade agreements, during the years
1945-1949 as far as Syro-Lebasnese foreign trade with other

countries 1s concerned.

IIT. The 1950-1954 PERIOD

KA. Nature of Post-war Lebanese Trade Agreements With Members

of the League

With the termination of the Union and the consequent
independence achleved by each of the Syrian and Lebanese
goverrmments in matters relating to economic problems, two
new tendencles became apparent in the ILebanese commerclal
pellicy.

l. The independent drive for a greater economic co=~
operation with other Arab countries either directly or through
the mechanism of the Arsb league.

2. The conclusion of bllateral trade agreements mainly
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with Eastern Europe.

The questlon of interest to us, at present, pertains
to the nature of trade agreements concluded betwsen Lebanon
and other Arab countries., What characteristics do they assume?
The answer lies in two parts: a brlief study of the trade
agreements signed independently by Lebanon during the years
1951 end 1952 with each of Iraq, Egypt and Jordan,l and a
study of the Arab treaty concerning trade, transit and cur-
rent payments agreed upon by all members of the Arab League
in 1953,

Trade agreements between Lebanon and Iraq, Egypt and
Jordan were signed on February 20, 1951, September 2, 1951,
and August 27, 1952 respectively. They are not very uniform
in their spproach to forelgn trade relations between the
contracting parties. whereas the agreement wlth Egypt draws
up & list of Egyptian and Lebanese goods that may be imported
and exported and specifies that the MFN clause shall be
applied with respect to customs fees, transit, re-exports
of forelgn goods, and internal fees with no preferential
treatment accorded to any of the coantracting parties, the
sgreement with Iraq, in additlion to the MFN clause stipulates
that all kinds of goode may be traded’in, with very few Irsaqi

and Lebanese products recelving exemptions from custom

1 No 1ndependent trade agreements were concluded between
Lebancn and Saudl Arabla.
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duties.l Furthermore, the agreement with Jordan exempts
all local agricultural and animal produce (with few excep-
tions) from customs duties and divides local industrial
gooda into three parts:

1. Those exempted from import and export licences.

2. Those that shall receive a preferential treatment
equal to one third the ordinary tariff,

3. Those that shall be subject to ordinary tariffs
and llcences.

Moreover it was agreed upon that transit facllitles
would be extended, transit fees annulled, and ILebanese capital
allowed to enter Jordan to participate in development projects.

O0bviously the agreement with Jordan is much more com-
prehensive and liberal than the ones wlth Iraq and Egypt.

But whereas the fUnmer does not indicate the ways in which
peyments arising from trade.shall be settled, the two latter
contain apeciflc provisions for such a settlement. The agree-
ment with Irag stipulates that BSL will open a "non-resident
Lebanese account" in Iraqgl dinars in one of the Iragl autho-
rized banks.2 vVisible and invisible recelpts earned by
Lebanese through exports to Iraq will.be credifed while
earnings due to Iragql through exports to Lebanon willl be

1 Thirteen Lebanese items are exempted such as potatoes,
besns, bananas, apples, cherries, books and magazines,
8il¥k threads, etec. Iraql items exempted are sixteen
in number among which are the following: dates, rice,
books, magazines, cotton blankets, etc.

2 An suthorized bank in lLebanon acceptable to the Iragli
government will open a similar account.
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debited in the above mentioned account.} The agreement with
Egypt, on the other hand, stipulates that the settlement of
payments arising in accordance. with and as a result of the
agreement provisions. will comply with exlisting Egyptian
regulations pertaining to forelgn exchange. The Ahly Bank
(natlonal bank) in BEgypt will open 2 "non-resident Lebanese sc-
count" in the name of one of the Lebanese authorlzed bsanks,
Earnings of Lebanese experters and payments by Lebanese im-
porters to and from Egypt wiil e credited and debited re~
spectively.

These three agreements may be termed bilateral only
in the sense that they have been concluded between pailrs of
countpies. They are simllar, in e way, to theagreements
between Britain or Sweden, on the one hand, and Eaatefn
Burope, on the other whereby "the Western Buropean governments
have merely agreed in advance to lssue export permits for &
113t of specified materials without gusranteeing procurement
of goods in question or the prices at which they will be
bought".2 TIn fact the main pre-requisites for bilateralism
ere missing. There are four methods of bilsteral trading:3

private compensation, exchange cleariﬁg, peyments agreements

1l In case the Lebanese account showed a balance of over one
thousend dinar (every slx months} the Iragl government
will permit BSL %o transfer the surplus amount (i.e. the
one over one thousand) into sterling.

2 C.P. Kindleberger, International Economics {Home Wood,
Richard D., Irwin Inc., 1953}, p. 319.

3 P.T. Elsworth, The International Economy (N.Y., The Mac-
millan Company,‘l?SU), Pp. .632-635.
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and bulk purchase progream. Obviously the first and fourith
methods do not aspply to Lebanont's agreements with the three
members of the Arad Leagues., Although the second and third
imply the matching of clalms and debts arising from trade,1
the payments agreement operates on a wider scale and has
been historically used to ensure the liquidation of financial
¢lains of a creditor country,2 wlthout disturbing the normal
procedure, as the clearing sgreement does, of settling inter-
national accounts in forelgn exchange through the ordinary
banking channels.> In the words of Ellis "A trading arrange-
ment is bllateral when it involves an effort to achleve a
predetermined quantitative ratic of the exports of country

A to country B to the exports of country B to country A.

Sincse the underlying price and exchange rate.relationahip

are rarely such as actually to achieve the contemplated ratio,
the definition must run in terms of the approximate goal.ml
Adopting such a definition of bllateralism 1t 1s clear that

the trade agreements under consid eration may not be termed
bilateral. Moreover the forces that have in fact given rise

to them are not similar to those that stimulated the appearancs,
in the 1930's, of bilateralism in Europe. The latter pheno-

1 Kindleberger, op.cit., p. 251.
2 Elsworth, op.eit., p. 635.

3 L.W. Towle, International Trade snd Commercial Pollcy
N'Yﬁgand London, Harper and Brothers Publisbers, IULJ),
P. Te

L H.8. Ellis, "Bilateralism and the Future International
Trade", Readlngs in the Theory of International Trade
(London, George Allen anc Unwin, Ltd., ISCU), p. L4106,
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menon was due to three maeln overlapplng factors:

1. The desire of creditor countries to ligquldate
thelr financial claims with debtor countries. The accumula-
tion of blocked balances was, in turn, dus to restrictions
imposed by exchange control.

2. The wish of the Germans to establiash close tiles,
through bilatersl trading methods, between the German economy
on the one hand and the Balkan economies on the other,

3. The exlstence of factors of dlisequilibrium which
plagued the maintenance and establislment of a free system
of international trade and exchange such as the distortion
of international monetary reserves, world dollar shortage,
the long-run shift 1n the relative prices of finished goods
and primary products which resulted in a steady worsening
of the terms of trade of countries dependent upon the export
of agricultural and raw commodities.l

In the immedlate post-war years the continued existence
of payments difficulties 1n Wesatern Europe, the lncovertibility
of paper currencles, and exchange control, resulted in a great
number (over two bundred) of payments agreements between European

2

countries® which in 1950 were replaced by the European payments

Union (EPU) functioning on a multilateral basis.

1l See C.P. Kindleberger, "International Monetary Stabllization',
S.E. Harris,(ed), Post-war Economlc Problems (N.Y., end Loendon,
MacGraw-Hill Book Company, inc., 1943), PP. 375-37é.

2 See W. Diebold, Jr., Trade and Payments in Western Europe.
{N.Y., Harper and Brothers, 1952}, p. 19.
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" The circumstances outlined sbove which gave rise to
bilateral trading methods were absent, at leaat they were
not markedly apparent, with respect to economic conditions
that prevaelled in the Areb World in 1951 and 1952. As such
the emergence of bilaterallsm as one pattern of trade rela-
tions governing inter-Arab trade was not likely to appear.
The trade agreements that have been concluded between pairs
of Arab states are not fundamentally bilateral as defined
previously, but simply pertain to the encouragement of trade
and the extension of preferentlial treatment.

The Arab Economic treaty drawn up by members of the
Arab League on'September_ziﬁl953 is the first step towards
economi ¢ woperation among the contracting parties,l and has
been divided into two parts:

1. The first deals with trade and transit.

2. The second pertains to payments arising from
current transactions and the itranafer of capltal.

Among the provisions of the first part were the
following:

a) A large variety of agricultural and animal

produce, originating in any one of the contracting parties,
was exempted from customs dutles. .

b) A large number of industrial items produced

1 It was signed by Lebanon, Syria, Jordan, and Egypt on
September 7, 1953, by Saudi Arabla on September 13, 1953,
by Yemen on December 8, 1953 and by Iraq in January 1955.
It was put into effect starting with December 12, 1953.
The time duration of the treaty 1s one year automatically
renewable unless one of the contracting perties asks -
two months before 1ts explration, at least -~ for a
modification or expresses 1ts wish to wilithdraw.




-lo)_‘_-

in any one of the contracting parfies was to receive a
preferential treatment equal to one fourth of the ordinary
tariff on similar foreign pﬁoducts.

¢) The contracting partlies would facllitate
transit trade in accordance with exlisting regulstions.

d) The provisions of the treaty would not annull
(or contradict) other privileges secured through trade
agreements between palrs of Arab countries.

The second part contained provisions fto the effect
that the contracting parties would facllitate the transfer
of payments arising from current transsctions {visible and
Invisible) subject to existing foreign exchange, import and
export regulations. In case these regulations imposed re-
strictiona upon such a transfer, the debtor party would
allow the use ¢of the blocked balances by resldents of the
credi tor country to pay for imports, to transfer part or
all of the account to residents of the other contracting

1

parties,” and to use their balance to pay for goods bought

in the debtor country for purpose of exportation to other
countries. A free transfer of capltal was allowed only if

2

1t were %Yo participate in development pro jects, Further~

more its withdrawal to the country of origin would alwsays

1 This does not mean that the balances have been unblocked
in favour of the new owner, but simply a transfer of
titles In the accounts of the bank in the debtor country.

2 @Govermments of the country witnessing an inflow of Arab
capitel to participate in develcopment projects will have
to guarantee thatyls being used for such purposes.
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be permitted.

Obviously the above treaty has as & primary purpose
the encoursgement of visible trade between members of the
Arsb League, through the exemptlon of Arab agricultural and
animal produce from custom duties and the extension of pre-
ferential treatment to Areb industrial products. The
facllitles 1t extends to the free movement of Arab capltal
are limited while the transfer of payments arising from
inter-Arab current transactions have been subjected to
existing forelgn exchange regulations. Hence the real aig-
nificance of the latter provision is dependent upon the
degree and nature of exchange control existing in each of
the Arab states. Apparently the paymentsproblems have not
been viewed seriously particularly when contrasted with the
mechanism of the BPU ~ essentlally a device for the multi-
lateral settlement of accounts. The conditions that have
mede possible the exlstence of 2 payments unlon in western
Europe are stlll partially lacking in the Arab wWorld. Certaln
pre-requisites may have to be satisfied - such as the increasse
in the proportion of inter-Arab trade with respect to total
Arab forelgn trade, the provisions of -an Arad working capital,

, “the achlievement of an independent currency status in connec~

K\ tlon with certain Arab countriea etc. before an Arad payments
union functioning on a multilateral baslis may be established.
In fact the second part of the Arab treaty pertaining to

current paymenta i1s not a payments agreement as understood
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in connection with the EPU or the Sterling Area. The most that
can be salild about it 1s that it embodies the promises of the
Arab states to facllitate, subject to exlsting regulations,
inter-Arab payments arising from current transactions. How-
ever, the advantages of the Treaty should not only be lboked
upon as simply the extention of preferential treatment and

a limited freeing of capital transfer between the contracting
partles but as an emphasis on the principle that economic
cooperation among members of the Arab League - viewed as a
bloc - founded con a multilateral basls would constitute a step
forward towards an increased benefit for all and a stimulant

to the economic development of the region.

B. Effects of Trade Agreements on Lebanese Foreign Trade

with other Members of the Arab League

An analysis of the Aradb trade agreements' effects on
poat-war Lebanese foreign trade cannot be conlusive because
of the followlng two limitatilons:

1. The non~exigstence of separate data for Lebanese
foreign trade prior to March, 1950.

2. The shortness of the period followlng the conclu-
sion of the post-war trade agreements.

It could only be assumed that the preferential trea?z
ment agreed upon by members of the League has stimulated {
Lebanese visible foreign trade with the Arab countries, 1In
fact such definite proportional increase in Lebanese exports

(in terms of value) to Egypt and Saudi Arabis, as Table XV
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below reveals, may have been mainly the result of other
factors such as changes In relative prlces, consumerts

tastes and other esconomlc and commercial developments in-

side and outside the Arab world. However, due to the diffi-

culty of isolating these factors we shall only attempt to
trace changes in the proporticnal value of Lebanese trade
with each of the other League members con the one hand and
the League as 8 unit on the other, disregarding the under-
lying causes.

TABLE XV
LEBANESE IMPORTS AND EXPORTS WITH MEMBERS
OF THE ARAB LEAGUE (EXCLUDING SYRrA)
1950-1954
(I¥ L.L. 1,000)

Country

| Total for all
vear EBYyPt Iraq : Jordan S. Arabla Countriss
Imp. EZXp. Imp. EXP . Imp » BXp. Imp. EXp. -

1951 L4503 9422 23700 2607 1946 3640 2240 8081 320112 97655

1952 2310 7082 17741 2732 2890 3181 2472 7284 347049 77430
1953 2986 5964 15149 L4480 5182 6068 8547 10847 361680 87710
losh 5124 8757 17726 4584 9971 5481 6641 11924 48512k 105884

5y &) 0.9% 8.u4% 4.22 3.9%2 1.3% L.9% 1.4# 1094 100%

Source: Republigque Libanaise, Ministere de L'Econcmie Nationale,

Bulletin Statistique Trimestrisl, Vols. IT-V.

a) Annual average for 1951-5l as a per cent of the annual
average total.
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From the sbove table 1t 1s seen that the yearly
average of the over-all Lebaness lmports fram members of
the Arab League (excluding Syria) was around 8 per cent
of the total, The yearly average of Syro-Lebsnese imports
from the Arab countries (lncluding Palestine) for each of
the two periods 1935-38 and 1945-49 was 12 per cent of the
total yearly average. If 1t 1s assumed that prior to 1950
half of the total Syro-Lebanese imports were due to Lebancn
alone,l then s comparigson between the two averages indicates
that Lebanese imports from the Arab.states {excluding Syria},
during 1951-54, have somewhat decreased.

On the other hand, the yearly average of Syro-~
Lebenese exports, 1n terms of proportional value, to the
Arab countries (excluding Syria) was IS5 per cent of the
total for 1935-38 and 55.4 per cent for 1945-49, as compared
with a yearly average of 27.2 per cent for Lebanese exports
in 1951-54. Again if it i3 assumed that, prior to 1950, around
one third to one half of total Syro-Lebanese exports were due

to Lebanon,2

then the three export averages seem to indicate
that Lebanese exports to the Arab countries under considera-

tion have assumed a falling trend. .

1 This assumption 1s based on the fact that the total Syro-
I,ebanese customs revenue was divided between the two
states in the proportion of 56 per cent (for Syria) and
il; per cent (for Lebanon}.

2 This is based on what is generally belleved to be the
case.



The apparent decrease in total trade activity between
ILsebanon and members of the Arab League {excluding Syria),
during 1951-5l, may be attributable malnly to the loss of
Palestine that constituted the most export market for Lebanese
products. In fact, were Palestline excluded, a comparison
between the 1935-38 and 1951-54 periods would tend to show
that Lebanese trade with the Arab countries hes assumed bigger
dimenslons in the latter perilod.

When each of the League members is taken individually,
the importance of the inter-Arab market (excluding Syris) with
respect to Lebanese foreign trade becomes apparent. Wheresas
on the Import side Irag occupled first place followed by
Saudi Arabla, Jordan and Zgypt, on the export side Saudi
Arabia ranked first followed by Egypt, Jordan, and Iraqg in
that ordsr.

The factors underlylng the post-war foreign trade
relations between Lebanon and the Arab states are various.
However, to inltiate an era of close cooperation among members
of the League, the pre-requisites of economic and political
independence are necessary both of which have been sttalned
to a large extent, in the post-war years, on the part of the
Arab countries presently considered. The magnitude of inter-
Arsb trade 1s expected to grow in the coming years particularly
when the factors that lay emphasis on a closer economic co-
operation among the League members are taken into considers-

tion. Such & problem will be taken up in Part IIT.



CHAPTER VI

POST-WAR TRADE RELATIONS AND AGREEMENTS
BETWEEN LEBANON AND NON-ARAB COUNTRIES

I. INTRODUCTION

Post-war trade agreements between Lebanon and non-
Arab countries were negotiated after the economic rupture
with Syria took place. The reasons behind such a phenomenon
have been briefly touched upon in the previous chapter and
may be summarized in the followlng words: Lebanon became
free to pursue its own chosen commerclal policy only since
1950. Before World War II ecomomic pollcies of the country
were in the hands of the French High Conmlssioner, and the
development of Lebanese foreign trade through trade agreements
with other non-Arab countries was not likely to take place.
The post-war years (1945-1949), on the other hand, were
characterized with underlying forces that undermined the
existence of & definite and stable patiern of Lebaﬁese com-
mercial policy. Thus the emergence of particular irade agree-
ments with other countries was not to be expected until the

above obstacles had been, at least, partially remo#ed.l The

1l The financial and trede agreement signed with France in
1948, (upon which we shall shortly briefly dwell) was
intended as & solution of Franco-Lebanese economic problems
arising as a consequence of the independence achleved by
Lebanon, and particularly concerned wlth Lebaness-owned
franc balances that had accumuleted during the wsr.
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transitional nature of the 1945-49 period gave way, after

the customs union with Syrisa was terminated, to a more defi-
nite economic pollcy on the part of the Lebanese authorlties,
most vividly seen in the development of & free foreign exchange
and foreign trade sectors. Alongside wlith these developments,
however, there emerged certain aspects of bllateralism that
governed trade relations between Lebanon and Eastern Europe.
Although bllateral trading methods are still of relatively
small 1mportance with respect %o Lebanese forelgn trade it
would be useful to analyze their main characteristics and

the factors underlylng their sappearance. Furthermore, it is
interesting to note that, in spite of the major role played

by Western countries in Lebanese trade,1

no commercial egree-
ments, at present, bind any of them (except Western Germany)
with Lebanon.

Our coming dlscussion ahall be restrlcted to a
descriptive analysls of post-war trade agreements, touching
1lghtly upon the importance of Lebanese visible trade with
the Weatern nations, the Eastern bloc and other countries,
To be able to Indicate the probable effects of the above
mentioned agreements on Lebanese forelgn trade, a brief
consideration of the relative importance of non-Arab markets
in the pre-war years 1935-38 would be appropriate.

Syro-Lebanese trade figures published in the pre-war

1 For the years 1951-5l they supplied around 53 per cent
of Tebanonts imports and absorbed around 29 per cent of
1ts exports (in terms of value).



period bear out the importance that was sssumed by France

in connection with exports and imports of both countries.
puring 1935-38 it ranked first, supplying an average of

13.}} per cent of total Syro-Lebanese imports (in terms of
value) and absorbing an average of 16 per cent of the latter
countries! total exports. It was followed, on the import side,
by the United Statea, Great Britaln, Roumania, Germany, Italy
and Belgium in that order, and on the export side by the United
States, Italy, Great Britaln, Germany, Turkey, and Belgium. On
the whole, whereas the Unlted States and Western Burope sup-
plied an average of 50 per cent of total Syro-Lebanese imports
absorbing an average of U3 per cent of their exports, the share
of Esstern Burope was 10 per centl for imports and 1.27 per
eent for exports, all other_countries (excluding members of

the Arab League) supplying 24.7 per cent bf total imports and
absorbing 7.5 per cent of total exports. Compariscons with the
1945-49 perlod show that the proportion of Syro-Lebanese imports
{in terms of value) from the United States and Western Europe
end others slightly decreased while dropping appreciably with
respect to Eastern Eurcpe. Exports, on the other hand, pro-~
portionally decreased with the Unlited 3tates, Western Europe
and Eastern Europe, but slightly increased with other countries.
A further comperison with the flgures for Lebanese trade in
1951-6l would seem to indicate that Lebanese imports from the

1 Roumenian market was the most important among Eastern European
markets absorbing 6 per cent of total Syro-Lebanese exports.
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United States and Weatern Europe (in terms of proportional
value) have actually slightly increésed, while keeping below
the pre-war level 1n the case of Eastsrn Burope and others.
on the export side, gains have been scored in connection with
Bastern Europe and others. Lebanese exports to the Unlted
States and Western Burope seem to have lncreased with respect
to the 1945-49 period but kept below the pre-war level. (See
Tables XV and XVI below).

IT. POST~WAR AGREEMENTS
A. The 1945-49 Periocd
1. The 1948 Pranco-Lebanese Agreementl

The conclusion of the 1948 monetary agreement on
January 2, 1948 between France and Lebanon was intended as
& solution (over a perlod of ten years) to three pending
problems:

a) The position of the Lebanese-ouwned franc balances
that had accumulated during World War IT and were blocked by
the French authorities.2

b) Regulation of trade and capltal transfer between
Lebanon, on the one hand, and the French Union on the other.

¢) The settlement of claims and debts arising from

1 For a text of the Agreement - in Arable - see Lebanese
Republic, Ministry of Justice, Collection of Laws, Vol. X,
Belrut. ‘

2 They accumulated as a result of borrowings from the RSL
on the part of the French. The sald bank advanced Syro-
Lebanese currency to the French asuthorities against French
government bonds or Franc exchange.
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the transfer to the lLebanesze government of French properties
(military and public utilities) in Lebanon.

The agreement was not drawn up to set a particular
pattern of trade relations between the two countries but
primarily to provide a time-table for the liquidation of
French control over certaln mspects of Lebanese finance and
trade, Thus with its conclusion the Lebanese authorities
could now exerclse a greater discretion in the foreign trads
policy which, a8 already noted, was characterized, on the
whole, with the emergence of & relatively free market.

There 13 no need to expose the various provisions
contained in the agreement. It can only be noted that the
Lebanese-owned franc agsets were to be divided into three
accounts, carried in the books of the BSL, each serving

- particular purposes. Account No. 1, for example, was to be
credlited, on the one hand, with the francs constituting the
note cover and deblited, on the other, with sums owned by the
Lebanese govermment in favour of the French govermment;
account No. 2, which carried the difference between the
Lebanese assets in francs held by the BSIL and the amount
carried in account No. 1, was to be debited with purchases
of equipment and commoditles originating in and shipped
from the French Union and with purchases of certain Europesn
currencles Jointly agreed upon by the contracting parties;
account No. 3 was to be credited with payments for French
imports originating in Lebanon and capital transfers from

the Prench Union to Lebanon and deblited with payments for
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Lebanese imports origlinating in and shipped from the French
Tnion {not settled by debiting account No, 2) and with
capital transfers from Lebanon to the French Union.

The provisions relating to trade and tranafer of
capltal specifled that exports end imports between the
contracting parties would be subject to existing regulations.
No transections could be made between the two countries in
a currency other than the FPrench fran¢ or the [,ebanese pound
unless it had been permitted by the exchange authorities of
the two countries. Capltal transfers arising from current
fransactions were to be freely effected by either party pro-
vided they were settled through authorized Intermedlaries
and connected wlth imports and exports made in conformiiy
with the general regulations and procedures in force in
each country. However, whereas transfers from Lebanon to
the French Unlon, other than those mentioned above, were to
be permitted without any restriction as to thelr nature and
smounts, similsr transfers from the French Union to Lebsnon
were to be allowed, within limits, in connection with the
following purposes only: family allowances, school tultions,
investment incame and repatriation of aasets belonging to
Lebanese emigrants liquidating thelr concerns and estates
in the French Union and establishing themselves permanently
in their country.

In practice it is hard to determine how effective

the above agreement has been in atimulating Franco-Lebanese
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trede. However, the following data tend to confirm the fact
that Lebanese lmports from France have appreciaebly increased
in the years followlng 1ts conclusion,

puring 1945-47 imports from PFrance amounted to =
yearly average of around 5.9 per cent of the yearly average
total as compared with 10.3 per cent for 1948-5L4.+ The above
proportions indicste that Lebanese imports have almost doubled,
in terms of wvelue. Although such an lncrease may not be
attributable mainly te the effects of the 1948 sgreement, the
latter, no doubt, must have influenced the magnitude of Leba-
ness foreign trade with respect to France. Admittedly other
factors may have contributed towards such an end (the franc
devaluation on January 25, 1948, the expansion in French
produckion, etc.). Nevertheless, 1f it is assumed that the
Lebanese were interested in liguidating their franc balances,
a3 provided for in the agreement, the latter has obviously
acted &8s one incentive for the lncresse of Lebanesze imports
from France.2 Theoretically, at least, the provisions of the
agreement made the desire to ligquldate the blocked balances,
dependent, to a great extent, upon an increase in the volume

of Lebanese imports from the French union.3

1 Assuming that prior to 1950 Lebanese imporits made up around
half of the total Syro-Lebanese imports.

2 Following the sterling devaluation in 1949 account No, 1
suffered a loss of around six blllion francs.

3 During the period under consideration, two other minor agree-
ments were signed by Lebanon on July 8, 1948 and October 1948
with ILiberia and Greece respectively. The former stipulsasted
that no gratultous privileges or advantage whatever in matters
of commerce shall be allowed to any foreign nation which shall
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2. Vislible Tradse

Table XVIbelow indicates developments during the
period 1945-49 in Syro-Lebanese visible trade with respsct
tot/l;[\Jenited 3tates and Western Hurops, Esstem Burope and sther-countries
(excluding members of the Arab League).

TABLE XVI
SYRO-LEBANESE IMPORTS AND EXPORTS WITH THE
UNITED STATES AND WESTERN EUROPE) BASTERN
EUROPE AND OTHERS (EXCLUDING MEMBERS OF
THE ARAB LEAGUE) 1945-1949
(In LLS 1000)

f Year | Bloe Total

T.5. & W. Burope E.Burope Others For all Countries

1945 39,856 11,955 1,715 22 36,769 9312 130,624 43,842
1946 132,179 26,588 477 117 96,477 8,658 271,984 85,560
1947 2hL,ho1 19,859 7,311 161 83,790 5,384 368,614 83,6140
T1948 307,552 16,859 11,282 605 126,414 3,356  L4B3,L60 78,502
1949 354,863 35,852 9,724 776 101,270 11,265 576,188 111,104

BFL w218 1% oz 218 9ug 1008 100

Source: Consell Superieur des Interets Communs, Recueill des

- Statistiques de la Syrie et du Liban, 1945, IS45, 1947
and Consell Superieur des Interets Communa, Statistiques -
du Commerce Exterieur de lt'Unite Douanlere 1Ibanc-
Syrienne, Annee 1949,

not be extended inmedlately to the other contracting party.
The latter extended the MFN clause to ship rents and port
facilities, its time duration belng five years automatically
renewable unless six months prior to its expiration, ons of
the contracting parties assked for its termination. (See
Republique Libanaise, Receull des Traltes et Conventions
Bilaterales).

&) Annual average for 1945-49 as a per cent of the aversgs
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The important role played by the Unlted States and
Western Europe 13 clear; they supplied an average of L8 per
cent of total Syro-Lebanese Imports (in terma of value) for
the period under conslderation and absorbed an average of
27 per cent of total exports. Comparison with the pre-war
flgures reveals, as stated in the introduction s slight import
decrease but an appreciable export decrease in terms of pro-
portional value, with respect to the above countriea. oOn the
import side the Unlted States ranked first followed by Great
Britain and France. In the case of exports Francs, on the
wheole, ranked first followed by the United States and Great
Britain,l

Imports from Eastern BEurope made up an average of 1.56
per cent of the total compared with an average 6f 0.2 per
cent for exports. When compared wlith the pre~war flgures 1t
is seen that both exports and imports suffered losses in terms
of proportional value, Furthermore, Roumania was replaced by
Czekoslovakls as the most important East European market,

All other countries (excluding members of the Arab

League) supplied an average of 21 per cent of total imporis

1l Fiéures for the three countries (in thousands of Syrien
Lebanese pounds) were as follows:

Imports Export s

1946 1947 1948 1949 1946 1947 1948 1949

United States L8609 97176 91434 118969 14978 5719 3415 3759
France 17715 LO10 55939 70823 16890 5089 9112 6417
United Kingdam L7947 65600 94856 108117 2265 1209 1429 96%4
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and absorbed an average of 9.4 per cent of total exports.
Reference to pre-war figures shows a decresse in the pro-
porticnal value of imports and an increase in the propor-
tional value of exports.

The above outlined changes in the Syro-Lebanese
axports and imports were, as would be expected, the product
of post-war economic and political changes. The imposition
of exchange and trade restrictions in the European counitries,
alongside the apparent tendency on the part of the Arab states
to wliden thelr economic cooperation (now that Independence
hes been achieved) resulted in a shift of Syro-Lebanese exports
(in terms of proportional value) from Eurcope tc the neighbour-
ing Arab countrles and other underdeveloped sreas. On the
other hand, the rek tively slight decrease in the proportional
value of imports from the Westerm countrles (ln splte of the
war offects) reflects md nly Lebanon's dependence upon the

more advanced areas for many Industrial and other products.

B. The 1951~195l Period

1. Appearance of Bllateral Trade Agreements

A definition of a bllateral trade agreement has already
been included in the previous chapter when an attempt was made
to show that the agreements concluded between Lebanon on the
one hand, and other Arab countries on the other, did not
satisfy the requlrements of the general definition. PFurther-
more, 1t was also brliefly noted that the factors that gave
rise to bilaterallsm in Furope in the 1930!'s were sgbsent in

the case of post-war Lebanese 'and Arab economic problems.
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Although trade agreements slgned by Lebanon with Eastern
Europe in 1952- and 195l (which are the focus of our present
discussion) fit the definlitlion adopted, the factors that
underlied thelr emergence were of a different nature than
those that exlsted 1In Europe in the 1930's. Apperently if
Lebanon had desired to establish well defined trade relations
with the state-controlled Buropean economies hoping, among
other things, to provide export markets for its citrus fruits,
such a result could only be achleved through bllateral trading
methods.

During the perliod under conslderatlion bilatersl trade
agreements were concluded with (zekoslovakia, U.S.8.R., and
Eastern Germany on July 12, 1952, April 30, 1954, and December
14, 1954 respectively.l Fundamentally, they were all similar,
bearing the followling characteristics:

a) Two 1lists wers drawn up speclfylng what products
originating in the contracting partlies may be exchanged.

1 Actually the first bilateral trade agreement signed by
Lebanon was the one concluded with Italy on May 27, 1950
whereby 1t was sgreed upon that the contracting parties
would exchange goods valued at $2,250,000. 4 1list of
sixteen Lebanese export l1tems was drawn up wlith specific
total wvalues amssaigned to each of the items. Likewlise a
1ist of Italian export items was drawn up with specific
total values assigned to each of the 1temsa. All payments
were to be effected 1n dollars, time duretion of the
agreement belng one year. (See Republique Llbanailse,

op.cit.).

For a text of the Lebano-Soviet agreement (1n Arabice)
see l!'Economie Libanaiszse et Arabe, No. 28, october,
1954, For & text oL the Lebano-German agreement {in
Arabic) see l'Economis Libanaise et Arabe, No. 23,
March, 1954.” (Text of Lhe Lebano-GCzekoslovakian agree-
ment w§s obtained from the Ministry of National Economy,
Belrut).
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Lebanese export l1tems included fruits, oll, raw cotton,
cotton textliles and hides, while Eastern European export
items covered machinery, electrical appllances, tractors,
chemical implements, music instruments, vehicles, fertili-
zers, etc.

b) The MFN clause was accorded with respect to fees
and customs regulatlons pertalning to export, imports, and
transit. (Special priviieges extended by Lebancn to Arab
countries were excluded),

¢) Payments arising from the exchange of goods were
to be settled in sccordance with & clearing system. However,
whereas settlements with Czekoslovakia &and the U.3.3.R. were
to be effected in the natlonal currencles of the contracting
parties, that with East Germany was to be effscted in dollars.l
Authorized banks in each of the contracting partlies were to
open a non-interest bearing account in each other's respective
2

names, to be credlted or dsbited as the case may be.

d} The agreement with Czekoslovakia specified that

1 The rate of exchange between the Lebanese pound and the
Korone was set at L.L.1l = Kr. 15.6. The rate of exchange
between the pound and the rouble would be determined on
the basis of the ratio of the fine gold content in each
of the two currencies on the one hand, and the average
price of the dollar sight draft (the day the payment to
be effected) at the cloaing hour of the Beirut Bourse, on
the other hand. (Lebanese pound = 0.405, 512 %rs. of fine
gold, rouble = 0.222,48 grs. and dollar = 0.888671 grs.)

2 Lebanese importers would pay the authorized bank in Lebanon
and exporters receive payment from it. The same would apply
to Czekoslovakiap Soviet Russlay, and Eastern German importers
and exporters with respect to tha authorized banks in thelr
respective countries.
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every six months the accounts would be examined %o determine
whether they have balanced or not. In case they have not,
the debtor country would try to liquidate the deflelt through
| exports to the credlter country within the followlng six months.
If et the snd of the period a balance stlll remained ways for
its 1liquidation would be agreed upon. The agreement with the
U.83.5.R. stipulated that the balance due to any of the con-
tracting parties may not exceed 1,200,000 roubles or its
equivalent in Lebanese pounds. If it exceeded this sum,
representatives of the contracting parties would meet to
discuss the posaible ways for liquidating the surplus. Lastly,
the agreement with EBast Germany permitted the account opened
by the Lebanese authorized bank in the name of the Bast German
authorized bank to run a deficlt or a surplus not exceeding
100,000 dollars.

e) The value of goods to be exchanged betwsen Lebanon
end Czekoslovakia, U.S.S.R. and East Germeny was set at a
maximom of five million Lebanese pounds, ten million Lebanese
pounds and one million dollars respsctively.l

The time dursation of sach of the three agreements
wa.s liﬁited to one year sutomatlcally renewable unless one

of the perties, three months before its expiration, expressed

1 In addition Czekoslovakia agreed to import during the first
year of the agreement 5000 tons of Lebanese lemons, while
the U.S.3.R. and East Germany agreed to devote 60 per csnt
of the total value of their imports to lemons, aspples and
bananas.

In 1954 the agreement with Czekoslovakia was modified to
cover a larger number of trade ltems and raise the maximum
value of exchange to eight million Lebanese pounds.
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1ts wish to modlfy or terminate 1t.1

It 1s obvious that if the above agreements were
fully enforced the proportlonal value of Lebanese vlsible
trade wlth Eastern Burope would be ralsed significantly.
Figures for the 1951-54 period indicate that Lebanese exports
to the Eastern European markets constituted an average of 2.2
per cent of the total (in terms of vﬁlue). For the same perilod
total T,ebanese exports averaged around L.L.92,155,000 per year.
Assuming that in the following few years Lebanese exports will
maintain this aversage but undergo a change in composition with
respect to countries of destination, and that Lebanon will
export to the three Eastern countries the maximum, then exports
to BEastern EBurope (in terms of proportionel value) will be
raised roughly to over 19 per cent of the total. (Employing
the ssme assumptions, imports in terms of proportional value
would increase to over five per cent of the total). In reality,
however, the sasgreements with the U.5.S.R. and East Germany havs,
up till now, been hardly put intc effect. In 1954 Lebanese
exports to each of the two latter countries were valued at

L.L.126,000 and L.L.459,000 respectively compared with L.L.4.8

1l The Lebanc-German agreement stipulated that whatever balance
exists at the time of its expiration would be liquidsted in
the followlng six montha, through normal trade channels. In
case this was not possible, representatives of beth parties
would discuss the problem of liquidation. The Lebano-Soviet
agreement specifled that in case at the time the agreement
expired, the party experlencing a debit waszs not able to
liquidate it through exports during the following six months,
1t would have to be covered by “free exchange" converted into
roubles or pounds as the case may be,
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million worth of goods exported to Czekoslovakia. In other
words the bilatersl trade agreemsents concluded provided no
guarantees pertalning to & minimum value of goocds to be
exchanged. Trade with Eastern Europe 1s still subject %o

the discretion of Lebanese privafe business finms.l With
the exchange rate fixed, Lebanese Importers and exporters,
takten into account relative price structures in and outslde
Eastern Europs, would be sclely directed by the profit motive.
Hence whether, 1n fact, wisible trade with the Eastern Bleoc
(1n terms of proporticnal value} willincrease or not is still
dependent upon existing price structures in the different
forelgn marke ts. It has been pointed out that among the
advantages of the bllateral agreements under consideration,
with respect to the Lebanese economy, 18 the fact that after
the total and pertial losses of the Palestinian and Syrian
markets respectively, they have come to establish a guaran-
teed market for Important Lebanese exports, namely fruits,
provided, of course, Lebanon Imported goods from the Eastern
countries in roughly equal values, Moreover, imports from
the Eastern bloc would mainly be industirisl implements needed
for purposes of economlc development., On the other hand, fears
have been expressed concerning the growth of bilaterslism as
a governing pattefn of Lebanese foreign trade, especisally if

1 Assuming that the initiative in trade expansion is not
taken up by the East Buropean countrles.
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minimas levels, in terms of value, were set for the exchange
of goods. Theoretically, many arguments have been put for-
ward against and In favour of bilateralism. The valldity
of the cons and pros of bilateral trading methods is subject
to the particular assumptions employed in the concrete cases
under examination. In so far as the case we intend to study
1s limited to the interdependence between Lebanese foreign
trade and economic development, such a problem has been left

to Part ITI.

2. Qther Trade Agreements

Cut of the three other trade agreements signed by
Lebanon during 1951-5l two were concluded with Western Germany
on November 16, 1951 and June 13, 1954 respectively and one
with Yougoslavia on July 28, 1953.1 The latter was similar
in certain respects to the ones with the Arab states, and
contasined the feollowing main provisions:

a) Two lists were drawn up specifying Lebanese and
Yougoslavian goods that may be traded between the two countries.
(Yougoslavian export items included products of the animsal
kingdom, canned fish, cereals, frults, liquors, ordinary
minerals, pharmaceutlical products, plastlcs, agricultural
implements, etc. whlle Lebanese export items included frults,

1 The time duration of the 1951 and 1953 agreements was
iimlted to one year automatically reneweble unless onse
of the contracting parties, at least three months prior
to their expirastion, wlshed to modify or terminate it.
(For a text - In Arabic -~ see l!'Economie Libanaise et
Arabe, Nos. 6 and 7, April and June, 1952 and No. 25,
June, 1954).
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tobacco, textile products, iron ore, cement and its products,
products made of ordinary metals and hides.

b} The MFN clause was accorded in connection with
customs regulatlons and fees pertaining to export, lmport,
transit trade and maritime. (On the other hand 1t did not
cover privileges extendsed tc nelghbouring countries, sscured
through a customs union, or extended by Lebanon to Arab
countries).

¢) Settlement of payments, in any of the currencies
agreed upon by exporters and Importers, would be effected
through authorized banks in accordance with existing reguls-
tions.l

The egreement signed with Germany in 1951 subjected
the exchange of commodltles between the two countries to
existing regulations, However, whereas Lebanese imports
from West Germany were unlimited, German agricultural and
industrlial imports from ILebanon were confined to a asmall
varlety of ltems and limited in terms of total value.2 gettle-
ment of payments waa to be effected in dellars through two
authorized banks -~ one in West Germany and the other in

1 ITn eddition the Yougoslavlian Govermment took it upon
1t8elf %o instruet Yougoslavian trading firms to import
from Lebanon goods valued at sixty per cent of total
Yougoslavian exports to Lebanon.

2 Lebanese agricultural products exported to West Germany
were limited to a total value of ,100,000; 1ndustriasl
goods hed a limit of $1,180,000; while the total value
of other various commodities could not exceed $22,000.
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Lebanon, each opening an account in favour of the other party.
Furthermore, the MFN c¢lause covered customs fees, import and
export licences, services extended to shlips, and the establish-
ment of forelign commerclal concerns; again 1t was withheld
with respect to privileges accorded to nelghbouring countries
or secured through & customa unlon and those extended by
Lebanon to Arab countrles,

On the other hand, the main purposes of the July 13,
195, agreement was to facllitate the entrance of @German capltal
inte Lebanon to participate in the development of agricultural,
industrial and other projects.l In addition, Lebanese exports
to Germany were subjected to lesser restrictlions having been
divided 1Into two parts:

1l. Those that may be exported without any specific
limitations aa to quantlty or value.

2. Those that would be subject to existing German
import regulations.

The settlement of payments was no more confined %o
dollars only as the previcus sgreement stipulated but could
be effected In any currency jointly agreed upon by those
concerned.2

In spite of the limitations imposed, when the strict

1 Duration of the agreement was limited to four years during
which time the West German goverrnment would permit a maxl-
mun of aixty million Deutsch marks to be invested in the
Lebanese sconomy.

2 For purposes of calculating customs duties on imports paild
for in marks, the value of the latter, in terms of Lebanese
pounds, wes to be determined by the ratio of the fine gold
content in each of the two currencies.
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trade control existing in both Yougeslavia and West Germany
1s taken lnto account, 1t becomes clear that the provisions
embodied in the agreements have been made to stimulate export
and import activities between the contracting parties.
Figures show that the proportional value of Lebanese
Imports from West Germany have increased from 2.5_per cent
of the total in 1951 to arcund 5 per cent in 1954; exports,
durtg the same perlod, having increased from 0.2 per cent of
the total to 2.3 per cent.l On the other hand imports from
Yougoslavia durling the perlod under consideration increased
slightly (from 0.1 to 0.3 per cent) whlle exports, in terms
of value, were very 1lnsignificant. Probably, among other
factors, the two agreements have been responsible for the

gtimulation of visible trade noted sbave.

3, Vislble Trade

Available forelgn trade figures for the 1951-5L
period reveal, more or less, the actual position of Lebanese
trads with reapect to European and other countries. As stated
previously, however, comparisons wlth published data prior to
1950 may oaly be conéidered as a very rough approximation to
reality. Table XVII below shows the relative Importance of
each of the blocs presently considered 1n connectlon with

Lebaneée visible trade.

1l In ebsolute figures imports have increased from L.IL.8.1
million in 1951 to eround L.L.24 million 1n 1954, export
increasing from L.L 253 thousand to L.L.2429% thousand.
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TABLE XVII

LEBANESE IMPORTS AND EXPORTS WITH THE
UNITED STATES AND WESTERN EUROPE, EASTERN EUROPE, AND
OTHERS (EXCLUDING MEMBERS OF THE ARAB LEAGUE)
1951-1954
(In L.L.S. 1000)

Yeagr Blooce Total for all
Countries
U.3. & W.Eurcpe E. Burope Others
Imp. ExD. Tmp., EXp. Tmp. BXp. ITmb. EXpP.

1951 172408 37837 6760 2718 49774 10872 320772 97655
1952 188114 19459 7779 1907 59842 18798 347045 77430
1953. 181800 24490 5626 2079 50438 1$688 361680 87710
1954 282183 27796 9056 2367 L3698 29825 485125 10588YL

1951-
gl &) 534 29% 1.9% 2.84 13.54 21.2% 100% 100%

Source: Republique Libanaise, Mlnistere de 1lt'Economie Natlonale,
RBulletin Statistique Trimestrlel, Vol. IT-V.

The United States and Western Europe supplied &an
average of 53 per cent of total imports (in terms of value)
end absorbed an average of 29 per cent of total exports. On
the import side the United States ranked first followed in
order of importance (considering the averages fof the whole
period) by the Unlted Kingdom, France, Germany, Italy, Belgium
and Holland, etc., while on the export side, the United States

a) Annual average for 1951-54 as a proportion of the snnual
aversge total. i



- 130 -

ranked first followed by France, United Kingdom, Italy,

1

Belgium, Holland and West Germany, etc. When compared

with the average figures for 1935-38 and 1946-49 perlods,

it becomes spparent that the Lebanese imports from the

West, in terms of proportional value, have acquired a. roughly
constant level.Z Exports, on the other hand, have increased
with respect to the immediate post-war years but seem to have
either attalned the pre-war level or kept somewhat below.

In the caae of the Eastern blcc import averagss for
the two post-war periods reveals a slight increase. When
compared with the pre-war perlod, however, & drop is clearly
indicated, Exports to Eastern Europe, on the other hand,
seem to have increased with respect to both the pre-war and
first post-war periods.

Lastly a reference to the figures for other countries -
viewed as a bloc - shows that wheress imports, in terms of
proportional value, have decreased all through, sxports have
in fact assumed an opposite trend.

In the coming years the above relationships connect-

ing Lebanese trade with the Western, Eastern and other

1l Figures for the Unlted States, PFrance and United Kingdom
in thousend Lebanese pounds were as followa:

Impor 8 Exportas
1951 1952 1953 1954 1951 1952 1953 1954
United States 56995 64827 51939 71765 22742 6907 4605 6267

France 38278 33837 32749 38915 3141 3666 9785
United Kingdom 30845 38333 3uu%6 87100 zsgﬁ L279 L3L6 ﬁ%gb

2.Assuming that half of the imports prior to 1950 were from
$o Lebanon alone.
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countries will probably be subject to several alterations.
The process of economic and soclal development in Lebanon
will not only alter the composltion of traded goods and
commodities but create a shift in the relative importance
of the foreign markets. Obviously it would be difficult to
predict the exact changes to be expected. However, the
preblem we are confronted with does not relate to the solu=-
tion of the above difficulty but simply to certain aspects
of the inter-connections between Lebanese Corelgn trade and

economlc development which we shall shortly touch upon.



SUMMARY OF PART II

Part II has been devoted to a descriptive analysis of
Lebanon's trade relations and agreements with other countries
revealing certaln trends in Lebanese ccmmerclal polley,

1. Fundamentally, the adoption of a relatively free
trade pollcy on the part of the lLebanese asuthorities, pre-
viously exposed, is further stressed in the review of Syro-
Lebanese sconomic relationships presented in chapter four.
The above policy was taken to be a major issue leading to
the dissolutlon of the customs unlon between Syria and Lebanon
and clearly indicating Lebanon's stand with respect to economic
policies, Thus if a closer econemic Integration is to be ad-
vocated between the two countries, Lebanon may not be induced
to take such a step at a great sacrifice of 1fs liberal trade
policy in favor of atrict protectlonism which characterizes,
more or less, the Syrian commerclal policy. Whether economic
union with Syrla 1s beneficial or not depends upon the mecha-
nlsn through which it 1s to be effected. On the other hand,
because of the close interdependence between the Syrian and
Lebanese markets, a wider economice cooﬁeration between the
two states - achieved Independently or through the means of
the Aradb League - may be taken as an important objective to
be attailned,

FPurther the brief discusslion of the Pranco-=Lebanese
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agreement concluded in 1948 draws attention to the gradual
liquidation of PFrench control over Lebanese exXchange activities -
an act which has made poasible the pursult of a relatively free
commerclial policy.

2, The drive on the part of Lebanon to strengthen its
economic tles with members of the Arab League manifested itself
In the bllateral and multilateral treaties recently concluded
between the two parties. The Arab economle treaty was conaldered
as a first step towards a closer economic cooperation among the
Arab countries probably leading, in the future, to a regional
integration of the Arab east. The economic benefits of integra-
tion in general and with respect to the Lebanese economy in par-
ticular will be analyzed In the coming two chapters.

Other treatles concluded between Lebanon and the Arab
states (with the exception of Jordan) are not very effective in
stimulating trade activity between the contracting parties. 1In
the absence of a preferential treatment capital transfers and
exchange of goods are still subject to existing regulations, Pro-
bably emphasis on the principle of cooperation is more likely
to assume a multilateral character - effected through the mecha-
nism of the League - than a bilateral one.

3. The appearance of limited bllateralism. This pertains
to the economic relations between Lebanon and Eastern Europe.

The benefits, if any, that may possible accrue from limited bi=

lateral methods will be taken up in Part III. Lebanonts agree=
ments with Yougoslavlia and Western Germany simply facilitate

trade between the two partilss, That with Germany, in addition,
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permits, within certain limits, the inflow of German capital into
Lebanon., The real significance of thils point will be discusssd
later,

i. Although an attempt was made to trace developments in
the relative 1lmportance of Lebanon's exports and import markets
{with respect to the four blocs that were considered), the results
that were obtalned are, as previcusly stated, very rough approxi=-
mations to reallty. They cannot be taken as an appropriate basls
to indicate post-war trends in terms of statistical data. Their
inclusion was malnly to provide a very rough comparison relating
to Lebanon's dependence upon foreign markets in the pre-war and
post-war years and to explain some of the possible reasona lying
behind certain apparent trends. The actual relative 1lmportance of
the different Lebanese export and import markets may be based on
the statistical data available for the years 1951-195k.

The above polnts, 1In addition to those already referred to
in the summary of Part I, will recelive a big emphasis In the dis-
cussion of the inter-connections between post-war Lebanese foreign
trade and economic development. It may be advisable to repeat at
this stage of thé analysis that although very few definite and
clearﬁiimlusions wlll be arrived in Part III, a fundamental thesis
underlying the comlng analysis is the 1dea of a balance between a
generally free and restricted trade., Whereas the characteristics
of post-war Lebanese trade favour, on the whole, the case for a free
multilateral trade, particular deviations from the above principle
may be desirable, with the existence of certain conditlons, in the

interests of economic growth, To such a problem we shall now turn,



PART ITII

POST-WAR LEBANESE FOREIGN TRADE AND ECONCMIC
DEVELOFMENT



CHAPTER VII

INTERNATIONAL TRADE AND ECONCKIC DZVELOPMENT

I+ INTRCDUCTION

The firast two parts of the dissertation have been
devoted to a descriptive analysils of Lebanon foreign trade,
providing a backgréund to any possible discussion of ths
inter-connections between the Lebanese foreign trade sector
and economic development. We shall attempt in Part III to
reveal what those inter-connections are by dividing 1t into
two chapters: The first (i.e. the present) sets forth the
theoretical inter-relations existing between international
trade and economlc growth, having made th latter dependent,
for purposes of simplification, malnly on capital formation
and acguisition., However, in sub-section C (of section III),
which pertains to an analysls of desirable commercial policiles,
two particular cases have been chosen that ars most closely re-
lated to the post-war pattern of Lebanese forelgn trade, namely:

1., The protection of infant industries, and

2+« Bllateral Trading methods,

In section IV a brief discussion of regional integra-~
tion has been presented, having had in mind the flrst steps

of economic cooperatlion achieved by members of the Arab League.
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Wity the pregent chapter's exposition as a basi
of analysis, 1t has been attemgpted in the coming chapter
(i.e. Chapter VIIT) to relats the discussion of the first
wo parts with that of the present cne. To achieve guch
2 purpose.Chapter VIIT has been divided into four main sec-
tions:

t-war Levanese economy and foreizn trade.

—
1

o=z

[ ]

2, 3Brief revew of the characteristics and trends
of peat-war Lebtanese forein trade,

] 1

3. webanese foreizn trade and the possibilities for
raising the income level 2nd canital aczulsision.

4, Intercration anong mempers of the Arac League.

It could oniy Te noted, n Shis connecticn that the
welding of parts I znd II with the firse Chanter of Part I[II
suffers from a number of limitations. Unevertneless it is
hoped that it does reveal cervain agoects of the inter-connect-

ions between post-war Lebvanese forelzsn trade and econowic vroge-

IT. CC.CEPT OF ECQ:0.:TC DmviLO2LENT

Probably there exists no uniformity of opinion as to
the variocus charazcbterisiics of economic underdevelopment. How-
ever it is more cor ilcss agreed that the process of econcmic

rowtir manifests itself in an increase in real national income.

E B

o initizte such a process a nurber of obwstacles - low product-
ivity funcitions, unfavourablie conditvicns in forei-n trade, pc-

pulation srowin, scarcity of caplital, eve, - have Lo e overcome.

1l See J. Viner, Intsrnational rade and ILconomic Develonnens
{0xford. Olarendon .re88. Loool. O0. 1U0e=-12Ua

1
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For purposss of simplification the problem of capltal formation
and acquisition shall be isolated and treated as the main factor
leading to econonmic growth, Furthermore it shall also be assumed
that the latter phenomenon is always accompanied by a certain
amount of "industrialization" even in countries which are pri-
marily agricultural. Jyustification for the above two aasump-
tiond may be found in the economic devslopment of the developed
and developing areas of the world,

J. Viner has delined arn underdeveloped country as one
"which has good potential prospects for using mere capiltal or
more labour or more avalilable natural resources, or all of these,
to support 1its present population on a higher level of living,
or 1f ita per capita income level is already high, to support
a larger population on a not lower lsvel of living."l If under-
developed countries with low per capita income were to explolt
the above mentioned prospects, the gquestion arises: What effects
would tinis have on the structure of their economies? The decline
in the relative importance assumed by the agricultural sector in
contrast with the rising role played by secondary and tertiary
industries provides a well known answer.2 But such a problem
lies outside the scope of our present analyszis which shall be

mainly restricted to the services that the forelgn trade sector

1 Ibid., p.98.

2 See Colin Clark, The Conditlons of ZEgonomlc Progress (London,
liamemillan and Co. Ltd., 1951).
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mey render, throuzh its help in capital formation and acaouil-
sition, in the over-all develcpment of underdeveloped coun-

tries, touching lightly upen the effects of economic growth on

the pastern ol Ioreisn trade.

ITI. BOCI.IC DIVALCZ2I Iy, NHEZGHT TZADE, AID

qe A et s Ly e e
JUGLGAVICH 2D A0 UNaTTTON

A. Zconcnic Developuent and Patter: of ZForeign Trade

+ subsistence economy with little centact with the out-
r t

side world Tacez no provlenm of inverna

{9

lonal activities; the

insignificant volume cf Torsisn traede 1t practlices is based con
an equality betwcen nerciandise experis and imporis, A8 econo-
miec progresa talies place, taroush the anplicaetion of capiliseal,
export Ilndustries arc stirulated, exports consisting mostly of
raw materials, which zre exchiansed Tor manufactures p?oducts}

nr incomes irmports become uore dilversifisd rancing all

'_I.

Hith ris
tne way from capilbal lmporis Lo compleX consumerst! gooda. Gra-

duelly preducts of local industrles renlace sinilar imported

.

moods, This pertains mainly bvo the production of maitches, salst,

+

clothes, shoes - lndustries whicn most easily res2ond to the law

of cormparasive advantasze or disatvantage., Actually economic de-
velopment leads to a greater volume of exports as well &s imports

on the part of developling countries due to a zZreaver zpeciaii-
zation in the various lines of production alongside a rising

o.

level of real income that tend o widen trade charnels,. Such
chanzes are reflected beth in the balance of trade as well

as the balance of current payments. It 1s, hovever, ths latter
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which, on the whole,may reveal broad characteristics parallel

to the process of economic development. The following clas-

gsification has been suggested as a probable correlation between
i3

the current account and economic progress:

Stace Balance of Indebtedness 3alance of Payments
On Current Account
1 Young debtor Passgive
2 Adult debtor Balanced
3 0ld debtor Active
4 Young creditor Active
5 Adult creditor Balanced
6 0ld creditor Passive

In other words an underdeveloped country starts by being
8 debtor borrowing from abrocad with 1%s current account running
a deficit. Later on, it is able to repay loans advanced to it,
having achisved an active account while the opposlite takes place
with respect to the creditor nations, reaching a stage of stag-
nation & capital consumption. As long as developing areas wit-
ness an excess of investiment opportunities in relation to the
domestic capitali formation available, an Import surplus will be
a normal consequence. At & later stage when exports exceed 1m-
ports domestic savings must outrun opportunities for investment

2

Thia is a broad outline of provable changes in the balancs
of payments of developing countries covering a very long pericd

of time. The point to be stressed, nowever, ls the apparent need

1 It is taken frowm C,P. Kindlsberger, International EZconoinics
{Homewood, Ricnard D. Irwin, Inc., 1ubd}, p. 368.

2 Ibid., p. 370,
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of underdeveloped countries for capital inflow in ordser to
further stimulate the process of economic growih. Tre low
level of preductivity in the markets of the underdeveloped
areas, and as a consequence the low level of income with no
margin left over for saving and hence for investment, is= an
obstacle which has to be overcome if any development is to be
initiated, especlalily when the need for a. synchronized apnli-
cation of capital to a wide range o different industries to
achleve what Prof. Nurkse calls a balanced growth, is conside-
red.l wWe sinall deal with this problem at a later stage of the
present analysis.

[iore specifically economic development accompanied with
industrialization will have the following effects on trade:2

1. The demand for manufactures articles particularly
industrial machinery wilil increass., This will tend to stimulate
export industries (of raw material and primary goods) in order
to pay for the increase in imports.

2. Countries that face & short supply of foreign ex-
change will tend to shift from the Importation of manufactured
articles to foodstuffs and industrial raw material.

3. Ag industrialization proceeds imports of manifac-

' . N
tures as well as of consumers'! goods willl increase due to

1l See R, Nurkse, "Some International Aspects of the Problem of
Economic Development™, American Leconomic Review, kay, 1852,
Vol. XLII. =

2 See 4.J. Brown, Industrialization and Trads (London, Cxford
University Press, 1U43), pp. 46-47 and League of Naticns,
Industriallization and Foreign Trade (1945), pp. 77-78.
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increased income and aspeclalization. At the same time exports
of manufactursd articles will expand, with a tendency towards
greater speciallzation. ‘

The fear that as certaln countries develop and indus-
trialize international trade becomes of lesser importance is
not justified. In the abgence of deterring factors increased
specialization and income will stimulate the exXchange of indus-
trial and other goods reflecting the principle that "with in-
dustrial progress of a country its capacity to import industrial
goods increasea."l

In fact statistical data tend to confirm this conclusion,
.showing that economic development leads to a widening of tradse
with the rest of the world, Staley has put it in the followlng
manner: "It is a common error to suppose that economic develop-
ment which increases the ability of a country to carry on modern
Industrial processes muat ordinarily lead to a decrease in ite
imports of manufactures goods. Iy and large, just the opposite
nas been ftrue In the past. f course, the new and more diver-
gified productlon of the developing country does replace some
goods formexly imported. But rising incomes make it possible
to buy other kinds of goods abroad that the people of the de~
veloping country have not been able to enjoy before. Also,

imports of squipment and repairs of industrial plants and uti-

1l See C. 3resciani - Turroni, Economic Policy For the Thinking wan
(London, William Hodge & Company, Ltd., 1950), p.20lL.




lities are 1likely to increase whille the development of a new
type of ingérnational speclalization by stages of manufacture
Ia likely to show 1tself in rising Imports of partly finished
’semi-manufactures’".l Obviously, the pattern of trade of the
different countries is alffected differently. What has been
outlined applies only in a broad sense.

8. Economic Development and Advantages of Forelgn Trade

There 1s a wide disparity between the process and nature
of economic growth In a closed and open esconomy, the latter
having its disposal greater opportunities for development., Pro-
bably it would be almost impossiole for most countries to pro-
gress with complete isolation from the rest of the worid. COnce
the pre-recuisites for econcmic development are brought out to
the surface, it becomes apparent how much cooperation amonz coun-
tries, in way of trade, would facilitate and help initiate 1%.
The existence oI capltal equipment - whose relative scarcity in
underdeveloped areas is aprarsnt when contrasted with the more
advanced countries - has been taiten to be the backbone of any
possible development. <o be able to acquire capital, the community
needs, in the aggregate, to save. The proportion of income genera-
ted which could be saved is dependent upon the lsvel of income -
the higher it is, the bigzer the propcrtion. Once savings have

been given rise to, they need to be charnelled into the appropriate

1 See ®. Staley, World Hconomic Development (London, P.3. King
and Starples, Ltd., 1944}, r.
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investment projects - an act which in a free enterprise eco=-
nomy is carried out by entrepreneurs. The bigger the volume

of investinent the higher the income of the community and hence
the higher the level of saving, etec. Without going into the
complexities of the problem it 1s obvious that the relatively
low level of income in underdeveloped areas could hardly be
dependent upon to stimulate a process of economic development
on a wide scale., (Naturally, other factors, as lmportant,
ought to be taken into conzideratioc when development projects
are being laid down. 3ut we ghall, as already menticned, try
to lsolate and deal only with the problem of capital formation
end acquisition}. It 1s well known that underdeveloped coun-
tries rely for the bulk of their manulfactured articles on the
more advanced areas, having been able Lo enjoy such an advan-
tage only through the mechanliam of international trade., The
exchange of primary and agricultural products against manifac-
tured and other complex consumers' goods reflechbs the principle
of comparative advantage on the one hand and the level of eco=-
nomic and socilal development on the otier. If an underdeveloped
agricultural economy were to lsclate itsell, what would it do
with its surplus produce? How would it acquire all those goods
it needs for purvposes of development ? One advantage, then, of
international trade for underdeveloped econcmics is that it
snables them to complement an otherwise incomplete industrial

or agricultural sector permits thelir citizens to have a wider



choice of consumers' and durable goods, It follows directly
that only through international trade does the financing of
needed capital equipment become possible. Capital imports
{assuming a constant level of income) would, of course, demand
a decrease in the level of present consumption. They entail

a change 1in the compositlon of the underdsveloped country's
paftern of Imports and investment for purpoges of development
which could only be attempted through the means of foreign
trade, 1In a sense the basic advantage of intsrnational trade
reveals itself in the ability of most underdeveloped areas to
acqguire needed equipment that,otherwise,tgfy would elther have
to forego or incur great cosgts to producg/eign if possible in
the long run, would raise a number of grave difficulties. On
the other hand wnhy should the beneiits arising from speciali-
zatlon induced by international trade and technical advance
achieved by the more developed arsas be disregarded?

e have heen up tiLl now tacitly assuming that inspite
of the relatively low level of income in underdeveloped econo-
miesa iv is possible to save through a decreased level of con-
sumption in order to finance investment in capital goods (im~
ported). The question that now arises is: Deoes international
trade help in stimulating and railsing the level of saving? That
is, given the local economlc and social conditions, would trade
help to raige the income level? Ths answer has alreadybsen pro-

vided by the classicists who saw in division of labour a better
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method for raising income and the standard of living. The
theory of comparative advantage also demands specialization
among nations in accordance with relative factor endowment.
This fends to equalize factor prices, resulting in a more
efficient distribution of resources - one of the Important
pre-requisites to an incrsease in living stan.dards.1 Hence
in go far as intsrnational trade increases income, it in-
creases the abiilty to save, i.s8., the ability to invest &
acquire capital for purposes of devoliopment.

A third advantage 1a that i1t permits the interna-
tional borrowing and inflow of Ioreign capital, both of
which would apeed up capital Iformation, maxe for a longer
ranze lTor development projects, reduce inflation and balance of
payments pressure.2 The problem ol foreign capital shall be
dealt wilth 1n section D.

The foregoing, it 1ls believed, are the three main ad-
vantagzes of foreign trade with respect to the economic growth

of underdeveloped areas - advantages that emboedy & great sti-

mulus teo progress.

1 8ee J.N. Proomsin, "The ligration of Capital, Psople and
Technology", Williamson, ed., Economic Development: Prin-
ciples and Patterns (¥.Y,, Prentice-Hall, Inc., 19527,

P 279,

2 Cf.HW. Singer, "Develcopment Projects as Part of National

Development Programs", Formulation and Economic Apnraisal
0F Develcoment Projects (U.Ha, 1350}, pPp. 10z-1086.
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C. DLeconomic Development and Commercial Pollcy

The effects o any commerclal policy adopted by a
country are subject to prevailing ecconomic conditions. 1In
underdeveloped areas these are usually characterized with
{1) & small capltal investment per capita (2) inelastlcitises
of demand and supply due mainly to the immobility and inflex-
ibility of the factors of production (3) underemployment of
resources especially labour.l As a conasquence, a number of
problems face governments that are laying plans for develop-
ment projects ~ to mention only few: capital rormation, infla-
tion, employment, balance ol payments'! adjustmenzs etc. To
be able to arrive at an understanding of the role played by
certalin aspects ol commercial pdlicy in helping to form and
acqulire rocual capical, it shall be assumed, for the present,
that no foreizn borrowing takes place and that as a country
develops the above mentioned dirficuities become Less acute,

Three types of poliey shall be congidered: proctec-
tionism, trade bilateralisin, and regional Integration. The
latter shail be dealt with briefly under a separate sectlon.
Bafore proceeding in our analysis, however, tinere are two

particular sets of problems whicn would be convenient to con-
[

£
sider Ilmmediately: the so-called "demonstration effect" and

the termsof trade.

1l See J.d¥, Proomkxin, ov.clt., p. 285.

2 For a discussion of the "demonstratlon effect™ see R. Nurkse,
Problems of Capital ormation in Underdeveloped Countries (Ox-
ford, Basil Blackwell, 1953}, pp. ©7=70.
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"eronstration effect" is based on the imitation of
the rich by the poor., Just as within a country many of the
low income oroups ory to live in a similar manner as those
earning a higher Income, so ameng countries, with the spread
of transpecrtation facilities, television, radio and cinema,
etc,.. different neonles are coming fHo nossess a wider know-
ledze about the standard of living outside their ovm borders,
Poorer natiors are tveuptea to follow In :hie feoobstens of the
richer ones, vhich, in itself, 1ay ralse an obstacle in the
face oi capiltal Tormetion. In so Tar os the lztver is de-
pendent upon the level of saving, the "demonstratlon effect®
tends, ~iven & certain aricuns of incone, wo cut 1t down. That
is conswmpilon would e lncreased &t The sxpense of saving,
deterring the pnoszibilities for capl cion. Thus,

looked a2t Trom thls noint of view, "a hicher income 2nd con-

B} a

sumpnition level in an advanced countyry can o harm in that 1t

e

tends to reduce the domestiic renns of c2piftal formevich in the
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it." Orn the other hand the adwvan%tases acerulng te underde-
veloped areas from the hi~her income level In developed coun-

tries smuich more shan out-welshs any disadvantacges.,
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ther words develoned areas are potential bugyer

ra

o

potential canital lenders, suppliers of needed industriazl
products and technical training etec... 8ll of which are basic
tirmlants to econcmle  prozress in less developed countries.
Wnat 1s to be noted, hwowever, is that the noggibility of the
"demonstraticn effect™ constitutes cne argument for the linmi-
tation of lwury liports (vwhat may be considersd zs lwmury in

the eves of tle iuporting ceountry) elther throush tariff walls

mort quctas.

1
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ten been pointed out that

On the other hend, 1% has o
a favourable develeoprnient in tiie underdevalnned couniry's Lerms

pisel dsnneorts, This, of
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of Lrade mary ve utilized
course, pre-sunposes that "histeoricallr thie terms of trade

1&2ve not necessarily wmoved or are moving analnst underdeveloded

o

areas in favour ol the ore Industrialized ones. Let us zsaune
that with a2 rise in the export »nrices of an underdeveloped coun~

try a large zmount of additlional forelzn exchanse proceeds be-

[1akd

comes avallable as & consequence, This wiil orobably lead

i
O

a higher level of spending on home 2nd produced zoods, I
hope supply, 25 weuld be exwected, s inelastic, hilzher prices

may result accentuating the tendency feor imporbts - which need
not bhe capital equinment - to rise and turnlang tioe terms ol
trade against the underdeveloped aresa. Hence, a favourable

chance in the ters of trade cannot be relied upci as a sourcs

1 J. Viner, cl.cit.
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of capital scqguisition unless first the Fovernment resorted
fo publiec finance tcehniques in order to channel the addi-
tional forelgn exchange carried into development projects
and second the Tavourabvle change was persistent for a long

period of timne.

1. Infant Protecition

Althouzh the term proteciionism covers usually ta-

iffs, gquotas, prohiloitions and cother devices each of vhich
may have its own particular effects on prices and income
distribvution of the protected eccnomy, no distinction shall
be made with respect To any one of thewm. The analysis shall
be carried oul in a broad sense geared btowards one objechive
namely: could t..e protectlon ol infant indusiries - mainly
throuza the establishment of tariff wells - contribube to
economic development in way of r=isins the level of income in
the underdeveloned countries? If i1+t is assumed tvhat such a
protection leads to a bigger velume of employment and national
income than otherwiée, thien clearly suchh 2 step would benefit
the develoning cowntrr. & hilgher level of incone mesns 2 widser
possibility for a bigger volume of saving and consequentljla
- greater possivility for capital formation and acquisition.
JMany underdevelceped countries favouring protectlonism

have vliewed 1t as a source of revenue but equally important,

1f not more so, ag a means to encourage infant industriesz,

1 Tariffs,have been used for various purposes (obther than re-
venue ) by diffcrent countries. Arsuments for protectionism
to protect waze level and standard of living, to keep money
at home, to equalize costs of »nroduction, to irmprove the
terms of trade, to bargain andé retaliste, to encourage de-
nnanaincannat Inditatrieas anmd Aiaamimace Inereasincennak
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to "increase employment, and generally Lo develop the nro-
ductive vowers of the countrg. it is interesting to note
that economiats agree on the theoretical validity of the
infant industry approach provided the tariff is intended
for a temporary period and the protected indusitries prove
sultable to the productive facilities of the country so
thet eventually they would be able to stand foreisn com-

1

petition, Let us assure, in this connection, that ta-

e

riffs have been imposed to protect those industries which,
1t 1s believed, are sultable to the productive capacities
of the developing ares. An irmediate disadvanbtage of such
an act may show itself in a rise in the price of the pro-
tected goods, constlituting & loss to the consumers. Cn

the other hand, protection wounld lead to & stirmulation of

industries, to esvablish industries esgential to nationzl
defense, etec. - a number of whicli relate malinly vo the
so=-called intcrcsus of tihe nore advanced counitries - have
often been used by advocaltes of protectionism,., Free tra-
ders have, 1ln turn, elther put ferward counter arzuments
or exposed siwe fallacies of the arguments advanced by pro-
tectionists. (See, for example, L.V . Towle, International
Trade and Commercisl Polley (#.Y., Harper and oroiners
Puolishers, 1947), pp. o7i-332.) :

l 3ee, for example, F.W. Taussig, Some Aspects of the Tariff
Question (Cambridge, Harvard University Yreas, 1929),
PP, 18-30; P,7, Fllsworth, The Internatlonal Econony (J.¥.:
The Maemillan Company, 1950}, pp. 8b5-40<; &nd ninaleberger,
op.cit., pp. 18l-206.
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production and Investment and consequently a decrease in
involuntary unemployment which may be talken to be usually
existing in underdeveloped areas, VWnether or not employ-
ment in the export industries will suffer as a consequence
is a problem that cannot be predicted., It all depends upon
what goods (local and foreign) the increased income 1is being
spent. There are three cases to be considered:

1, Assuming that the newly generzated income, in ad-
dition to that part of the nationzl income previously spent
on replaced imports, was totally spent on the goods of the
export industries, then employment and total income would
obviously have increased, This, moreover, would probably more
than compensate for the temporery loss due to hicher »rices,

2. 1If the new income were savcd, net gain in employ-

F )

ment and income would depend upon heow 2dversely the export in-
dustries had been hit, However, sucir on act of saving may be
paralleled (due to encouragement] by the Government, for exam-
ple) by the importation of new machlnery from the same coun-
tries whose imports have been replaced by the protected in-
dustries, constibtuting & productive investment and & gain to
the country.

3. Usually the newly generated income would be partly
saved and partly spent on domestic and other imported goods.
Again the result would probably be a net gain in income and
employment particularly if inducements by the TGovermment were
exercised in the proper manner, That is i beth savings and

Income apent on imports were directed towards the objective

of capital acquisition.
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It is obvious, from the foregoing, that a proper
utilization of Tarifs for purposes of development - in
that they lead to a net sain in employment sﬁd income -
1s closely associated with the exlistence of two necessary
assumptions: First, export industries are not adversely
affected to any appreclable extent. This is possible to
visualize if the decrease in the imvort o¢f the protected
comnodities were partially offset by increased purchases
of capital goods from abroad.L Second, the loss due to
a rise in the prices of the protected goods is confined to
g short-run periocd so that, in fact, it is mgre than com=-
pensated by lncreased employment and incore.

A basic provlem of underceveloped areas has been
taken to be that ol capliel Tormatlon and aciulsition. The
low productivity and income prevalllng is a great cbstacle
to the accumulation of ssvings and the possibilities cof in-
vestment in capltal geoods industries. If the underdeveloped
areas possess She necessary facllities for certain aspects of
indugtrializaticn, protection of infant industries, withh the
yxistence of the above assumptions, help towards solving the
problem of capital acquisition. The net increase in employ-
ment and income generated by the protected industries would

provide a higher level of saving - the essence of any possible

investment.

1 vore speclfically from those same countries that formerly
supplied the now protected zoods.

2 In other words, increased efficiency on the part of the
protected industries will lead Lo lower prices.
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On different grounds a restrictlon of luxury imports
may be advocated. A reference to the "demonstration effect"
has already been made., Furthermore, the demand for luxuries
is, on the whole, elastic, a rise in thelir prices leadlng to
& relatively substantial reduction in the amounts spent on
them. A large »art of this unspent income would most pro-
bably be saved, constituting another source rfor the finan-
cing of capital goods. Azaln we are entering the realm cof
public finance, but as Prof. R. Nurkse hasg said, "it is only
with a complementary dorestic policy of veluntary or cumpul-
sory saving, In wihich public finance must probably play a
vital part, that luxury import restriction can make a fully
sffective net ccntribution te the supply of capital in the
form of imported equipmant."l

Historically tariffs have not only been used for
protective but revenue purposes as well. Present-day deve-
loped areas stil® use them as a weapon to achieve a variety
of objectives. As such thelir existence may hamper the rsa-
lization, on the part of the world, of the full advantages
of free specialization in accordance with factor endowments.
However, in so fap as underdsveloped areas have lagged benind
in their economlc progresgs due to many non-economic factors

and speciallzation among nations has been, te an extent, a

1l R. Nurkss, ov.clt., p. 116.
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"4 Reconsideration of the Theory of Tariffs",

1 7. De 3eitovazly,
Readings in the Theory of International Trade (London, Gecrze
Allen and Unwin Lod., 1YoU) D. S50
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particularly when the implicit disadvantages of bilaterallam
are exposed. These may be summarized ags follows:

a) "Reduction (for the traders concernsd) in the
volume of profitavility of foreign trade over what would be
realized for them colle ctively with free multilateral trade.
This followsg from the fact that exporters in each country are
no longer free to sell in the best market but must ssll to
those countries which buy enough from the home country to
give the exporters an opportunity of receiving payments.“l

b} Heduction in the volume of trade may follow if
practical considerations require comission of certain ltems
from the clearing process,

¢) Rezort to artificial exchange rates will be ne-
cegssary to achisve a balance in trade.

d) In a general manner it tends to reduce the ef~-
ficisncies secured through unhampered free trade.

On the other hand, advocates of bilateralism - mainly
the exchange clearing system - have put forward a number of
arguments whicih may be summarized in ths words of Paul Enzlg
as follows:

a) "It enables financially weak debtor countries
to buy from each other and Irom financially strong coungyies.“

b) "It tends to reduce obstacles &to foreignfﬁuch ag

exchange restrictlons, quotas, prohibitive tariffs and import

embargoes",

1 H.8, Ellis, "Bilateralism and the Future of Internaticnal
Trade", Readings in the Theory of International Trade, (Lon-
don, George &llen anc Unwin Lta., 1350), p. 417.

2 P, Bnzlg, BExchancge Control {(London, kacmillan and Co., Ltd.,
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¢) "It facllitates the payment of old external
debts in the form of exports to the creditor countries",.

d) "It tends to increase forelgn trade by ba-
lancing imports and exports between the two countries in
an upward direction’.

o) “Above all, it creates a more conciliatory
spirit between Governments in their Internaitional cormer-
cial relations", etc.

Other than the fact that the arguments against bi-

Jaterallism seem to establish a stronger case than those
for it, fthe latter suffer from a number of shortcomlngs
which we shall not go into. It shall be held that, on the
whole, free muitilateral trade produces the most efficient
result. On the other hand there are several imporf%ant qua-
lifications to take into account. The above listed cons
and pros of bilateral trading methoeds mainly view or eva-
luate bilateralism in so far as it is an alternative system
to multilateralism. However, a country that conducts its
foreign trade on a multllateral basis may find it suitable -
with the existence of particular conditions -~ to divert a
small fraction of its trade towards bilateral channels. That,
in present world conditions, certain aspects of bilateralism
may favour economic development does not seem to be an unrea-
1istic probality. International trade activities have been
gnd still are far from what the logic of the free multilateral
trade principle dctates. Two paints In this comnection are warth stressing: Flst, the
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case for free muivilateral tréde i5 essentially a sitztic one,
tastes and technologzy being taiten as unchanged, ‘When dymamic
factors leading to economic growtit are talien into acecount -
changes in demand, new inventlions, new technologzy, changlng
terms of trade, cyelical risks, ete. - it i3 seen That sne-

e} ol
[l

claiization In accordance with the staitic princinie of free

SO s o . ; . Y. X
trade not only recomes liable To 2lteration to sult}cbndl-

tions so thet maxirmum elficiency is maintained bulb certain
intervenfion with the srice meeianism may be Lecessary.l Jur-
thermiore, if it is accepted that present day intcrnational
specializaetion nas cene to ve, to a large extenﬁ, tie resuld
not of facter endowment but historical accidents and military
and political suvecrdination, then, chviocusly, it does not
yield maxizum welfzare and Zncoue to thne world as a whole,
VYiewed 23 sguch inssrelferences on the part of underdeveloped
countries in the [ree play cl international marlket forces may,
if eppropriantely carried out, ke beneficiel to econcmlec zrowth.
Underdevelened counbtries arce in need of capital which
could be secured Thiroush Ioreiagn exchange earnings in the fo-
relgn trade secbor. Thils is vhy it has often been noted that
special stress should ve ziveyg to the development of such in- .
dustries whose produce can be expected to be marketed outside.ﬁ

1 Xindleberger, op.clt., pPp. £75=276

2 See, for example, #X. lLiandlebawn, The Industrislization of 3Bacii-
ward Areas (COxford, Basii Zlacliwell, 1947),0p. 5-10, and B.i.
nanmer, taote orn 'ihe Industrialization of Baclward ireastt,
Beonomic Journal, LVI (1948}, pp. 659.
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But because of the relatively small Influence undercdeveloped
areas have on the magnitude of world trade, the cnaences of sti-
milating their exports through increased imports from their
large trading partners does not seenm very Liitely. Conseguent-
ly, the appearance on their part of a tendency favouring the
conclusion of bilateral trading arrangements is not surpri-

sing. Purthermore, vilateral methods have, at times, played

2 £L

icnificant role in a world witnessing the exlisvence of ex-

i
o:

g ]

change controls, import quotas, tariffis, diserinmination, etc.,
One vivid example are thie various hilateral {rade agreements
that were concluded in postwar Iurope, malking possible an eg-
change of goods (hat would net otherwise have talen a2lace.

it snoul’d uwot be understeod Tron the preceding that
bilateralism is veing advocasved as & better alternative to a
free rmltilateral trade system. Whether or not bilateral tra-
ding methods are Lo be advocated depends upon the particular

3
case under examination. in a world vhere specilalization in

1 See H.C, Wallich "'nae*doveloaea Countries znd the Interna-
tional lonetary iechanism", loney, Trade & BEeconomic Growth
(1. Y., The hiacmillan Company, LO5L), pe 20,

2 See W, Diebvold, Jr., Trade and Payments in Western DBurope
(N Y., Harper and oSrotaers, Ludz}, p. 1l9.

% For exampls, an expansion of trade relationas with state con-
trolled econocmies would most probebly have Lo be conducted
2 bilateral basis.
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accordance with factor endowments partially exists, and thus
its full venefits are only partly acduired by the countries
of the world, alongside the aspecifle conditions of underde~
veloped areas a2nd thelr relative unimportance in world trads,
the later may be able throush the conclusion of particular
trade agreements -~ to obtain needed capital equipment - con-
tribute favouravly towards econonic progress. The loss that
is to be incurred because of the restrictive nature of bile-
vteralism may be more than cormpensated by the gain oviained if
capital becomes =zvailable at sultable terms,

The forerolins analvsis has been carried ocut with the
assumption that developrnent »rojects have been formulated so
that an intended change in the compgosition of foreizn trade in
Tavour of capital Imports becones possitle gaf the hiands of vri-
vate importers. '“Whereas the contribution ol infant industry
protectlion to economic development 1s manifested in & rise of
real income, that of bilateral agreements is directly confined
to 2 stimilation of exXports snd an Lntended change in tne con-
position of imports in favour of cepital acquisition {implying
either a Gemporary cubt in tize consumpbtion level of the compmnity
concerned or keeping it the same vhile diveriting any increase
in saving that may take place towards capltal imperts), but in-

direetly it clearly contributes towards the ralsing of income

level,
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Obviously & chance in the composition of imports in
favour of capital goods may be induced without resort Lo bhi-
latoral methods. True, but ignoring for the moment the be-
nefits of free trade, bilateral asreements guarantee a nar-
ket Tor marketable eixports of tihe underdeveloped country which
are the major gource of itg forelgn exchange,

On the other hand, such an approach shou:ld be adoptsd
only 1f a clear galn for purposes of development is possible,
and, then, only on & limited scale In so far as its advania-
ges outweigh 1ts dlsadvantages. I carried too far it might
rrove Lo be more detrimental than beneficlal. As long as prac-
tice differs from theory, justification for a little deviation
from the principle of a free multilateral trade in the interests
of econowic development couvld ve desirable. In an over-all pic-
ture, however, there 1s no better alternative - particularly for
small underdeveloped countries depending heavily upon foreizn
trade - for a free trade system inspite of any rigidities it
may eibody.

D. Eeconomic Development and I"oreign Capital

The analyals in the previous sub-sectlon explored the
possibilities of capital acquisiticn through tihe foreign trade
sector without direct resort to borrowing or an inflow of fo-
reign caplital. Accessibility to foreign funds, however, has
been taken to be one of the three main advantagses accruing to

underdeveloped areas from internaticnal trade.
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Two points, in this connection, neesd %o be settled,
Pirst, assuming that forelzn capital is available, what type
(1.e. privaie or government) should be mainly resorted to for
purposes of development projects? Second, assuming that the
first question has been settled, to what extent mhould under-
developed countries rely on foreign capital? The answer to
tihie Pirst question depends upon the advantazes and disadvanta-
ges of private capital inflow and governmental loans resvec-
tively. The advantages are clear and may be conslidered as com-
mon to both sources, In brief,

1. They help the developing country to maintain either
the s:me or a rising level of consumption wlithout foregoine the
possibilities of increased savings & investments., This, in other
words, helps to ease the difficulties that nave to be faced in
the process of econcnic development.

2. They inevitably add to the canltal stock of the
country.

%« They increase directly or indirectly the level of
income and hence the level of savings.

Thus the compariscon between the two types of foreign
funds resolves itself into an exposition of the difficulties
each promulgabes with respect to the economies of the underde-
veloped areas. Considering foreign private investments it is
seen that in the past they have fended to shy away from indus-

tries working for the domestlic nmariet. The greater part of the
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funds hes been invested in oil properties, public utilities,
bhanks, plantations, and other extractive industries.l This

may be contrasted with the pattern of foreign investment in
developed areas where the larger part of the funds seems to
be invested in Industries working for the lccal market, The

following table is & good indication of such tendenciles:

Tarle XVIII

Percentage Distribution of U.3. Direct Invest-
ment in 1943

Underdeveloped Developed
Countrles Countries
Extractive Industries 59 23
Manufacturing and Distribution 22 59
Public Utilities 16 7
iiscellaneous _ 3 _11
100 100

Source: R, Iurkse, Problem of Capital Formetlon in Underdevelocped
Gountries (Oxford, 3asll Biaclktwell, 1953), p. 84.

Two sets of reasons lie behind the above pattern with respect to
underdeveloped countries:

l. The low produetivity and low income level of local
consumers does not furnish an atiraction for foreign capital.

The demand in the local maritet which is ultimatelf depended upon

1 See League of Hatlons, loc.clt., pp. 638-57; Froomkin, op.cit.,
p. 291; Nurise, on.cit.,; p. =4.
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the level of productivity is not very effective in induclng
“oreign investors to produce for local consumption.

2, In so far as the orientation of foreign "nvest-
ment ig partly determined by the transfer capacity (transfer
of debt service payments abroad), export industries and publie
utilities ~ activities that stirmlate exports of the develo-
ping country - will be favoured by private foreign investors.

Viithout denying that the type of investment under con-
sideration may be beneficial c¢ne war or another, nevertheless
it constitutes a2 difficulty if underdeveloped countriss are
interested in a different kind of investment pattern for pur-
poses of economic development. Governments cannot coerce pri-
vatse investors to invest in specific lines of productlon. As
long as extractive induvstries are the main abraction, thls is
where foreign private funda will flow. Although strings may
be attached to Government lending, still the borrowing country
would have a greater freedom in speeding up desired development
projects. Cn the other hand, in the case of private investment,
taken in the aggregate, there is no need Tor the principal to be
repaid. That is, foreign investors, considered as a group, re-
gard their investment, whether domestic or foreign, more or less
as permanent. Thus the service of debt is limited to inbterest
end dividends only. When the lender is Government not only p%y—

ment of interest but repayment ol principal will be requilred.

1 This would also apply %o international Institutions such as
the International Bank Tor Reconstiucilon and Development.
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Furthermore, Government lending mey not be free of poll-
tical considerations which an underdeveloped country will
have to facs,

The above exposition of the difflcultles attached
to private capltal inflow and government lending fade out
when compared to the numerocus advantages secured as a con-
sequence. 1If both sources are avallable to the same extent,
i1t dhall be assumed that such a problem of cholce will be
dealt with differently by the dlfferent Governments in the
light of econcmic and other interests.

Turning to the second dquestion, the principal fac-
tors which determine to what extent a country can filnance
1ts development projects, and hence to what extent foreign
aid is needed, are:

1. Per-capita national product. The larger the
output per head, the more can be used for investment.

2. Digtributional pattern of income. The more un-
equel it is, the bigger the possible volume of saving.

3. "Collective attitudes wilith respect to the rela-
tion between Ilncome and consumpition on the one hand and bet-
ween the level of consumption {or income) and the supply of
labor {and efficlency of labor}) on the other. These attitu-
des are deeply roocted in traditlon, customary livigg standards,

national character, climate, labor movement, ete."

1 G. Haberler, "Some Economic Problems of the Buropean Hecovery
Program", American Zconomic Review, Vol., XJXVIII, September
1948, pp. 497-99. '
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4, Pattern of econonic policy followed by the Governw
ment.

Qbvliously the relative amounts needed by the varicus
developing areas depend upon the extent of the development
projects to be executed per unit of time, whille the share of
local funds is conditioned by the contribution that may be
attributed to the above four factors. It has been noted, how-
ever, that baslically local capltal should bear the msjor bur-
den of development programs. When the assumption embodled in
the first guestion (1.e., availability of foreign capital) is
relaxed, stress on domestic scources beconmes more vivid., Adding
to the present-day reluctance of private capltal to go abroad
(due to political end economic risks) the spread of national
plannihg, the growth of national debt and thus the fesling of
poverty on the part of Governments, the unhappy experience of
Government lending, and the small numnber of potential lenders
in contrast to the great number of potentiszl borrowers, then
88 J. Viner said 1t becomes "unrealistic for underdeveloped
countries to place major reliance on roreign Investment in
their territories as an a2id to their sconomic developmant."l
Even when such practical considerations are disregarded, thers
3t11l exlsts the necessliy of avoiding the creation of an ex~-

cogsive forelgn exchange burden in servicing foreign depot and

1l J. Viner, op.clt., p.



the danger thaet a relatively large portion of outside in-
vesiment may lead to the foreign domination of the country's
economy.1 Therefore, it shall be assumed that once all these
problems have been taken Inbto account, Governments of under-
developed areas will come to possesas & clearer picture as to
what degree development projects may be financed with the help
of foreign aid.

If once again avallablliby of forelgn capital is pre-
sumed, & third question arises: VWhat direction should invest-
ment financed by foreign caepital assume? There are itwo conse-
guences resulting from the act of financing development pro-
Jects with forelgn funds. Pirst, real incorme 1n the borrowing
country rises and second, there arises the probiem of debt ser-
vice and eventual repayment. Qur concern, naturally, lies in
connection with the second one, which mekes it evident that cer-
tain of the export industries are to be stimulated in order to
earn net foreign exchange wither through Increased exports or
a replacement of former imports. On the other hand, funds may
be required to be invested in lines of production that either
do not produce net foreign exchange (i.e., net export surplus
amounting to zZero) or in fact affect the balance of payments
adversely (Polak gives the example of expenditure on slum clea-
rance with the Government operates at a loss without covering

2
the loss out of taxation or forced saving ). Whereas investment

1 See Ellsworth, op.cit., pp. 813-814.

2 See J.J. Polak "Balance of Payments Problems Reconstructing
with the help of Foreign Loans%, Readings in the Theory of
International Trade, (London, Georse Allen And Unwin Lid..,
I550)
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in the first type of operations affects the balance of pay-
ments of the developing countries favourably, the second af-
fects it nelther way while the third type affects 1t adverse-
ly. Clearly, then, whether the net export surplus will be
sufficlent td pay service costs depends to a great extent on
the distributlonal patiern of the forelgn financed invest-
ments. Furthermore, when the multiplier effects are intro-
duced, it 13 seen that the lower the marginal propensitles

to consume and import are, the less difficulties will face
the developing country, However, because of the generally
low productivity and income in underdeveloped areas, the
above two propenslties are likely to be large implying that
as income increases due (o increased investment, balance of
payments difficulrles will increase substantially. This cons-
£itutes another limitaion to extensive foreign borrowing for
purposes of economle development,

In a brief and genersl treatment of the problem of
capital borrowing it is hard to give definite answers to each
of the three questlons that have been posed that, to a large
extent, depend upon the particular country under examination.
Thus we shall only be satisfied witlhh the above general evalua-

tion of the various aspects of such a problem,

IVv. ECONCIIC DEV LOPMENT & REGICNAL INTEGRATION

Reglonal integration is taken to mean one pattern or

another of a close sconomic cooperation among several countries
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of a region based on muiltilateralism. The fundamental cha-
racteristics of thls cooperatlion 1s assumed to be manifested
ih the abolishment of all or most restrictions on current
transactions and factor movements originating in member coun-
tries, The formation of & customs union whereby all or most
restrictlons are removed on trade transsctions and movements of
capital. and labour rrom one part to another may be ftaken as &
sultable example. Such & kind of integration necessitates:

1, The adoption of similar commercial, monetary and
flsceal policies.

2. The establishment of a unified tariff schedule
applicable to non-unlon goods,

3+« The establishment of a mulillateral payments agree-
ment te ensure the convertibility of the union's different cur-
rancies.l

The above pre-requisites are essential in order to pro-
vide for the working of the price~mechanlsm unhempered by non-

economic factors. That is, the objective of the reglon's sco-

nomic development would be carried out, more or less, in accor

dance wlth the principle of free multilateral trade.

1 J.E. Meade has pointed out in his Problems of Economic Union
{Chicago, The University of Chicago Press, 1953) that in the
case of an economic union whereby a mechanism similar to EFU
has been instlituted such a measure woule be appropriate only
if a permenent diseguilibrium beiween members stzates did not
arise, Otherwise the adjustment of the payments! problens
ought to be solved through a system of freely floating exchan-
ge rat?d supported by & union equilization acecount. (Ses pp.
30=-35,
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The specific advantages of reglonal Iintegration ac-
cruing to the economles of the underdeveloped areas with res-
pect to economic progress may be summarized in the following
points:

1., Industrialization (which has been assumed to ac-
cormpany the process of ecconomic development) cannct be car-
ried out on too smeli a2 scale; 1t requires a market of a cer-
tain size varying according to the nature of the products,
the ftechnique employed and other ractors.l The larger the
market the wider the possibllity of enjoying the advantages
of mass production. Moreover it should be noted that usually
underdeveloped countries enect protective tariffs which may
{but not necessarily so) restrict the export of manufactures
products. The formation of a large integrated market offsets,
to a certain extent, any unfavorable effects produced by ta-
riffs and other import restrictlons.

2. Irees movement of local capital within a lerger integ-
rated market is desiraole in the interests of economic efficiency.

3. It has been indicated that roreign private capital is
invested, to a large extent, in extractive industries working for
export purposes. The low productivity prevailing in underdevelo-

ped areas was considerea as one reason responsgible for suen a

1l See League of Hatlons, lcc.cilt., p. 40.
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phenomenon. Assuming that the interests of economic develop-
ment demand the inveatment of a large part of the avallable
funds in lines of production connected mainly with local con-
sumption, an integration of various markets would contribute
towards overcomlng the obstacle of low productivity and thus
induce foreign funds to be invested in Industries depending
upon local consumption. In a general manner the integrated
market would furnish a greater attraction to the inflow of
Toreign private capital.

4., The indirect contribufion to the problem of ca-
pital formation and acquisition is seen throuzth the rise in
the level of income as a consequence of the above listed ad-
vantages of regional integration.

If we are, however, to introduce practical considera-
tlons into the probiem of economic integration, there would
appear a variety of problems which need to be faced and solved
~ problems which, in practice, are not easy to solve jointly by
politically independent countries, How easy, for example, is
it to coordinate commercial, monetary and fiscal policies of
different states? The probable existence of vegted private in-
terests and different economic and social phlloscophles among the
various nations of one reglon complicates the sclution of the
problem., Purther considerations of holitical nature have been
railsed by R. lilkesell who stated that "progress toward economic

integraticn should be possible provided (1) there are no serious
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political differences among the countries to be integrated and
the majority of the peoples of the member states have accpeted
the principles of & hish degree of economlc integration so long
as their wvital national interests are adequately protected; (2)
the governments have agieed upon a program of joint mllitary and
econonlic defense, eotc." (Clearly the benefits of integrated mar-
kets depend upon an appropriate solution of the above difficul-
tiea. On the other hand, the fact that a generai free trads
among, the nations of the world is equivalent to an all round
customs union raises the question: what then is the advantage
of regionalism over free trade in general?g It is these same
practical considerations introduced above which makes it Jusi-
ifiable to drive for regional integration whose problems are
easier 5o contemplate than those arising from & world wide in-
tegration., This probably provides a partiasl explanation why
several examples of regional integration may be pointed out
while & world wide free rmltilateral trade has never been in
existence.

Obviously the problems, process, and pattern of rezion-
al integration differ from one region to another. Thus in the
preceding analysis it has been attempted to be as general as

rossible with regard to the case for integrated markets.

1 R.P. Mikesell, "Beonomie Integration of Sovereign States:
Some Fundamental Problems", lloney, Trade, and Zeconomic Growth
(¥,Y,, The Macmillan Company, 195l}, p. SI1.

2 See G. Haberler, "The Political Zconomy of Regional or Con-
tinental Blocs™, S, Harris {ed.), Postwar Economic Problems
(N.¥Y., and London, McGraw-Hill Book Company, LnC., 1945},

p. 334. :




CHAPTER VIII

LEZBANESE FOREIGN TRADE AND ZCONOMIC
DEVELOPMENT

I. INTRODUCTION

Thes present discussion which exposes the inter-connections
between Lebanese foreign trade and econcmic development 13 based,
ag stated in the previocus chapter, on the firsgst two descriptive
parts of the dissertation and the first chapter of Part III.

The attempt to weld the above descriptive and theorstical analysis
in order to draw up certaln remarks with respect to the role of
the Lebanese foreign trade sector in the economic progress of
the country, draws attention only to a few particular aspects

of such a ﬁroblem ~ aapects which, it is belisved, are closely
related to the pressnt day pattern of lLebanonts international
trade activities. DMoreover, it should be always noted that

any remarks or conclusions that may be arrived at reflect poten-~
tial or possible contributions to economic growth., That i3, the
exploitation of the possibilities ofllered by the forelign trade
gsector for purposes of development may require the help of pub-
lic finanﬁe techniques as well as certain cther forms of Govern-
ment Intsrvention. Albhough we shall not touch upon thils ag~
pect of the problem, 1t shouwld he remembered that,within certain

limits, Government intervention will be necessary if the objective
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pertaining to the services rendered by ILebanese foreign trade

in connection with economic growth 1s to be fullfilled,

TI. POST-WAR LEBANGZSE ECONOCHKY AND FOREIGN TRADE

The Important role assumed by the foreign trade sector

1 bears out several implications. Fore-

in the Lebansse economy
most its contribution to the national income of the country,
relative to other sectors, is the greatest and thus the possi-
bilities of its direct contribution to the level of saving -
essence of capital formation and acguisition - are also rela-
tively the widest. Reference to Chapter III (Part I) also shows
that, in addition to banking activity, foreign trade is at pres-
ent the ms jor attraction to the inTlow of foreign funds whose
broad advantagzes to economic development nave been reviewed.z
Hence reliance on the forelgn trade sector for purposes of
growth are based upon first, its relatively large contribution
to national income and second, its being a ma jor incentive to
the inflow of foreign funds, both of which are the chilef sources
for capital formation and acguisiticn.

The above advantages abttrlbutable to the foreign trade

sector may be viewed as part of the three fundamental advantages

of international trade discussed previously, namely:3

1 Refer to Part I, Chapter III.
2 Refer to Part III, Chapter VII, po. 160-161.
3 Refer %o Part III, Chapter VII, po. U2-145,



l. Pinancing of nesded capltal squipment,

2. Raising of the income and savings level, and

3. laking possible the inflow of foreign capital.
Although these would always be relled upon to achisve economic
progress 1t should be noted that the contribution of inter-
national trade is conditioned by varilous factors, In the post-
war era that of Lebanon has been determined by:

1. The economic and social development of the Lebvaness
economy.

2. The commercial policy of the Lebanese Government
based, more or less, on the principle of fres trade,

3. The geographic position of the country.

These three factors have, as already remarksd attributed
to Lebanese foreign trade a relatively very important but still
potential role in the economiec progress of the country. As
develoﬁmant takes place the above role may become relatively
less significant. The polnt to be emphasized is that when
economic and commercial policles, that may favour the future
development of industry and agriculture, are being formulated,
it should be always recognized that, at present, it 1s the
Iebanese forelign trade sector which constitutes the relatively
ma jor potentlal source for capital formation and acquisition.
Hence when explolting the possibiiities offered by inter-
national trade, care must be taken not to undermine them through

unfavourable econcmic measures. In other words, 1f deviation




© -~ 175 -

from the principle of fres trade is considered as desirabls iIn
the Iinterests of eccnomic growth, the potentlalities, in way

of capital formatlion, offered by present day pattern of Lebanese
foreign trade should be always kept in mind. The significance
of such a gtress becomes more vivid when the other items of

the Lebanese balance of payments are considered. Invisible
receipts, due to triangular and sxchange operations, transit,
and inflow of capital which, in fact, helped produce a small
gsurplus in the years 1351, 19582 and 1653, have been to a largs
extent stimulated by the free exchanze and relatively free

trade policy followed by the. Government.

ITI, BRI=ZF REVIST 07 THE CHARACTERISTICS AND TRENDS OF

POST-VAR LEBANGSE FOREIGN TRADE

The main characiterlistics of post-~war Lebanese foreign
trade may be summarized in the following polints:

1. It reflects the sarly indusirialization c¢f the
country wnich is s8till dependent, to & great extent, on its
trade and agriculture sectors. The bulk of Lebanese exports
(for the years 1951, 1852 and 1953) wers made up of textlles
{mostly semi finlshed), vegetables and primary products while
manufactured products were largely imported from the U.S. and
muWestern Bureope. It is interesting to note, in this connection,
that although Lebanon 1s a developing country, its balance of

payments for the years 19581, 1952 and 1953, which may be expected
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to have shown a deficit, actually incurred a small surplus.
In the abgence of dependable data for other years 1% is hard
$0 predict what the position of the Lebanese balance of pay-
ments has been, on tne whole, in the post-war period.

2., Most Lebanese Imports and exports were transacted
in the main Western currencies {(i.e. dollars, sterling, and
French franc). Avallable data for the years 1951, 1952 and
1953 pertalning Lo the balance ol trade reveals that, at pressut,
the dollar ranks first with respect to the nesds of the Lebaness
sconomy tollowed by sterling, Syrian pound, and rrench franc
in that order. Around half of the imports, in terms of value,
for the pericd under consideratlon were paid for in dellars, a
quarter in sterling, one seventh in Syrian pounds, and one
tenth in French francs., On the other hand, the dollar area
absorbed an averase of 35 per cent of total ILebanecse exports
(in terms of value), the sterling area 37 per cent, Syria 21
per cent and the franc area 7 per cent., The deficit in the
balance of trade was relatively the biggest with the franc area
with an average proportlon (of exports to imports) of about
1:7.8; with the dollar area, Syria, and the sterling area the
same proportion was around 1:7, 1:4 and 1:3 respectively.
To close the gap in the above deficit the Lebanese economy had
to depend upon invisible recelpts and capiltal inflow.l The

former were mainly based on:

1 Refer to Part I, Chapter II, pp.58-61,
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a) Profits from transit.

b) Investment income earned by Lebanese abroad.

c) Expenditure by forelgn bodies in Lebanon,

d) Exchange and triangular operations.
A number of these receipts - investment income earned abroad,
exchange and triangular operations - however may be subject to
sudden: unfavourable developments in other countrles. As shall
be shortly noted it is the post;war emergence of & relatively
"free market" in Lebanon that has stimulated triangular and
exchange activities,

Purthermore, with respect to the financing of needed
capital equipment, for purposes of development, heavy reliance
may have to be placed on dollar earnings. These, in fact, have
been used in 1351, 1952 and 1953 to pay for the bulk of imported
maechinery, spare parts and electrical appliances. Pharmaceutical
and chemical products have alsc been financed, t¢ a large extent,
as well by dollar receipts.

The above exposition, however, should be taken as a
very rough expositlion of the relative need for the maln Weatern
currencles, Such a heavy reliance on the dollar and sterling
could be taken as an expected but temporary post-war develop-
ment, Certaln Lebanese Ilmports have been financed with other
currencies, and it is likely that 1In the near future the rela-
tive need for the three principal Western currencies will drop.

3. A striking feature of post-war Lebanese merchandise
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trade as to socurces of origin and destination is the role assumed
by Western counntries with respect to imports and that assumed
by members of the Arab League in connection.with exports., FTor
the years 1951, 1952, and 1983 over 50 per cent of toal Lebanese
Imports, in terms of value, originated in the U.S. and Western
Europe, a little over 25 per cent came from the Arab countfies;
Eastern Durope supplied 3-4 per cent whils the rest originated
in other regions. On the export side members of the League
absorbed around 50 per cent of tne total Lebanese exporis, ihe
U.3., and Western Eurcpe's share being a little over 25 per cent
while that of Basterm Zurope and other regions amounting to
about 3 and 20 per cent respectively.

Whereas industrial implements and manufactured goods
made up the bulk of Lesbanese imports from the west and Eastern
Burope 1is exports to both regions were primarily raw materials
primary preducts and fruilts., Furthermore, the deficit in the
balance of trade with members of the Arab League was relatively
of & lesser magnitude than that with the Western countries.
Within the former bloc Lebanonts balance of trade showed a
suplus in the case of Egypt and Saudi Arabila and a marked deficit
in the case of Irag and Syria. The balance of trade with Jordan
showed a surplus in 1951 and a glight deficit in 1952 increasing
in 1953, With almost all other countries Lebanon incurred a
deficlt most markedly in connection with the U.3., U.K., France

and Western Germany. As was noted before such a deficit was
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covered by invisible earnings and capital inflow,

4, The importance of the re-export trade carried out
by the Lebanese may be indicated by the followlng data.l For
the years 1951, 1952, and 1953 the total value of re-exports
amounted to around 13.4, 54 and 22 per cent of the value of
exports respectively. The major portion was directed towards
the Arab countries while the U.S. and Western Europe absorbed
a 1little over 25 per cent. Among the Arab countries Syriats
share was relatively the largest.

Again transit has assumed in the post-war years a
gignificant role in Lebanese commercial activity. Avallable
data shows that for the years 19351 and 1952 profits accruing
from merchandise and gold translt amounted to L.L.113.1 mil-
lions and L.L.95.4 millions respectively, exceeding the value
of exports for each of the two years. Excluding ¢il the valus
of gold transit for the two years under conslderaticon averaged
around half of the total value of transit., The bulk of such
gold (an average of 91 per cent) originated in the West and was
destined partly to the Arab states but primarily to countries
in Par Zast Asia. Most of the merchandlse in transit also
originated in the U.S. and Western Burope while Syria and other
members of the Arab League constltuted the chlef areas of destina-
tion.

These, in brief, are the major characteristics of post-war

1 Refer to Part I, Chapter II, pp. h?-h9 and pp. 54-55.
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Iebaneze foreign trade. The stimulus which the relatively free
trade and exchange policy followed by the Government has glven
to activities essentlally based on the existence the above
policy has blg advantages to the economy of the country, On
the other hand when the implications and principles of eco~
nomic development are taken.into account, they may dsmand
scononmic measures leading to greater intervention or supepr-
vision on the part of the Government In matters of foreign
trade. The latter policy = desirable in sc far as 1its ad~
vantages outweigh its disadvantages - may be necessary if,

for example, certaln aspects of bilateralism or reglional in-
tegration are to be rescorted to., This point, now briefly
noted, will receive greater emphasis later,

The discussion of the post-war trenda in the ILebaness
foreign trade may be viewed in the light of changes in the
magnitude of trade activity with respect to the various re-
giong that have been congldered as well as Iin the broad as-
pects of the commercial poliey followed by the Government.
Azain we shall try to summarize these trenus in ssveral poinbs:

l. The emergence of a free foreign exchange and a re-
latively free trade sector in Lebanon. The stepa leading to
the above result have already been reviewed in Chapter I of
~ Part I, However, there seems to be few implications that
ought to be considered in this connection. FPilrst, the establish-

ment of a relatively "free market" reflects, on the whole, the
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"attitude" of the successive Lebanese governments in matters
relating to economic policiesl that could be fully manifested
only after certain deterring factors were overcome, Chilef
among the latter were the customs union with Syria and French
Influence. The varlous forces that finally led tc the dissolu-
tion of the union with Syris sxposed the different points of
view adopted by each of the two countries.g It was stressed
that among the principal conflicts which could not be recon-
ciled between the two parities was the growing divergence in
heir post-war economic and commerclal polliciles. Whereas
Syrla strove to restrict Imports to protect its agricultural
and industrial production, Lebanon liberalized restrictions
on exchange and trade activities. The development of Syro-
Iebanese trade and economlec relations is a vivid indication
of the fact that if the principls of a close multilateral co-
operation with neizhboring countries is viewed ag desirable in
the interests of economic progress, Lebanon may have ({but
necessarily so)} to impose closer restriction on its foreign
trade activities,

On the other hand, as Lebanon achieved greater inde-
pendence in its monetary and commercial affalrs the more pro-

nounced became the tendency for a relaxation of restrictions on

1 Obviously such an attitude may have been the result of group
pressure but this lies outside the zscope of our discussion.

2 Refer to Part II, Chapter IV, p. 79.
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forelgn trade and exchange. The French gave up their control
over the Lebanese exchange control gradually until finally in
1948 an agreement was concluded betwesen France and Lebanon to
settle pending monetary and foreign trade queations.l Although
the above agreement favoured more or less French interests, the
Iebanese authorities could now exercise & greater dlscretion
In their foreign trade policy which, as already ncted, was
charscterized, on the whole, with the emergence of a free mar-
ket,

2. The concluslon of bilafteral trade agreement with
Eastern Europe and other trade agreements with various Arab
and non-Arah countrlies, It was Indicated that the appearance
of such a trend could be related to:2

a) The independence achleved by Lebanocn in its
commercial policy after March, 195C.

b} The wish of the Lebanese Government to establish
export market after the total loss of Palestine and the partial
loss of Syria. As for the trade agresments wiih Eastern Europe
they have been termed bllateral because they satisfied the
requirement of the general definition of bilateralism namely
the establlishment of a pre-determined quantitative fatio be-

tween the value of exports and imports of the contracting

1 Refer to Part II, Chapter VI, pp. 113-116,
2 Refer to Part II, Chapter V, p. 97.
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parties usually tending to unity.l However, because of the
abgence of minima levels of exchange, trade with Eastern Europe
would still be partlially subject to the discretion of private
firms and thus whether Lebanese trade with the Eastern Bloc
will expand or not is 8t1l]l dependent upon existing price
structures in the diffsrent market.2 If the bilateral trading
methods with Bastern Burope prove to be beneficlal in that the
value of Lebanon exports is expanded as a consequsnce, the
Government may have %o take measures, in the form of public
finance technigues, to divert part of the increase in the ac-
cumulated incomes and savings towards the financing of needed
capital equipment and investment goods, ZEven iI savings, in
the aggregate, do not increase, the Govermnment ought 4o en-
courage the Iimport of implements essential to economic develop-
ment through an lntended change in the composition patterm of
imports.

Trade agreements concluded with Aradb countries simply
pertaln to the encouragement of ftrade activity through the
extension of preferential treatment to the contracting parties.
Although the agreements with Yogoslavia and West Germany did
not accord any preferential treatment, thelr provisions were

made to facilitate export and imports among the concerned

1 Refer to Part II, Chapter VI, pp. 119-125,

2 Obviously 1f Eastern Buropean trading firms tock the initiative
in expanding their imports from Lebanon, the latter would be
obliged to expand 1ts imporits from Bastern Eurcpe as a con=-
sequence within the limits of the maxima levels set.
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parties, None of the agreements, however, goes beyond the
implicit encouragement of foreign trade subject to existing
exchange and trade regulations,

3. The specific drive on the part of Lebancn to widen
its trade channels with the rsgt of the Arab countries could
be taken as a third apparent trend in post-war Iebanese foreign
trade. This has been manifested in the emergence of the Arab
Beonomic Treaty on September 7, 1953 that may be considersd as
a first step towards free multilateral trade among Aradb States.
BEssentlally it pertained to the encouragement of trade through
its exemption ¢f Arab agricultural products from duty and sub-
Jecting the exchange of industrial goods fto a preferential
treatment. The facllities it extended to the Iree movement of
Arab capltal were very limlited while the transfers of payments
arising from inter-arabdb current transactions were subjected to
existing forelign exchange regulations. A wider economic co~
operation among members of the Arab League would not only be
expected but desirabls as well, Again here Lebancn may have
to gtrike a balance betwsen the benefits aceruing from a re-
latively general free trade on the one hand and regional
integration ¢n the other.

4, Considering the tarifi policy of Lebanon it would
be difficult to point out particular trends. The analysis in
Chapter I (Part I) revealed certain broad aspects of the

Lebanese tariff scheduls, namely:
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a)} The revenue aspect - mogt sizniflcant - was
manifested 1n the relatlively small proportion of goods (less
than 23 per cent of the total} not bearing a 25 per cent duty,
the non~existence of prohibitive dutles, the larze contribu-
tion to the treasury (around 40 per cent of total revenue},
and the taxation of many commodities not produced locally.

b} Certain aspects of industrial and agricultural
protectlionism manifested themselves on the one hand by the
subjugation of the lmport of such goods as vegetables, fruits,
products of food processing Industries, textiles made of natural
silk, shoes, machinery for making matches, etc., all of which
are produced locally, to a relatively high duty ranging between
40 and 50 per cent and on the other hand by the exemption or
the lowering of dubty on needed raw materials. However, as wag
noted, while imports were paid for on the basis of free market
rates, duties were calculated on the basis of official rates
of exchange (lower by almost one-third to one half than the
market rate) which, in fact, tended to lessen the effects of
protectionism.l

¢) Preferential treatment was accorded to all members
of the Arab Ileague since 1953 while prior to that only Syris,

Irag and Jordan enjoyed such a privilege.

1l This point is discussed in more detall on pp.l92-193 beslow.
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It has been indicated that among the Ilmportant conclu~
sions with respect to Lebanese tariff policy was its primary
emphasis on the revenus aspect, Tarifis have not been regarded,
ocn the part of the responsible authorities, ags an effective tool
of commercial policy.l

5, In terms of data pertaining to merchandise trade
comparisons between the post-war and pre-war years, &s pre-
viously explained, could only be taken as rough approximations
to reality.e This point has been stressed all through since
prior to March, 1950 no distinction was made with respect to
Lebanese and Syrian exports and Imports. Thus whatever trends
may be revealed in Lebanese foreign trads since 1935 are only
probavle Indications of the actual situation and as such shall
not be used as a basis for judgment.

Ag far as trade with Syria 1s concernsed, it is possible
to indicate 1tz value only sincs 1951 arriving at the follewlng
results. Lebanese imports during the period 1951-1954 have

increased in terms of proportional value (from 15 per cent of

1 Recently a law was passed, but still not put inte effect, where-
by imports from countries that do not conclude trade agree-
ments with Lebanon during the following six months will be
subject to a maximum duty.

2 Flgures used in this connection are based on officlal date
and had to be resorted to in order to be able to compare the
pre-war and post~war periocds.
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cent of the total to 14 per cent). It has been remarked pre-

1 that visible trade developnments after the termination

viously
of the customs union sesm to have besn more favourable to Syria
while the trade agreements concluded betwsen the two countries
in PFebruary, 1952 and iarch, 1953 have not resulted in an ap-
preclable effect on the volume of Syro-lebanese trade.

Lebanese imports from the other members of the Arab
League, in terms of proportional value, seem to have dacreased
when the lmport averages Tor tine 1835-1838 and 1845-1949 periods
on the one hand are compared with the import average for
1951-1954., Considering the export averages for the periocds
1835-1938 and 1945-1949, Lebanese exports $to the Arad count-
riles seem to have increaged 1n ths latter pericd but fell to
below the pre-war level in 1951-1954,

The loss of the Palestinian market has been taken to
be the ma jor cause leading to the above phenomenon. In fact
had Palestine besn excluded, visible trade between Lebanon and
other members of the League, in terms of proportional value,
would have shown a rising trend a&ll through the thirse periods
under consideration, The various economic agreements that have

been recently concluded between the Arab states will further

gtimilate inter-Arab trade.

1 Refer to Part II, Chapter IV, pp.86-38.
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The U.S. and Western Europe suprlied a slightly bigger
share of lLebanese Imports, in terms of proportional valus, in
1951-1954 than in the two previous periods, the difference
between the latter not belng significant. They seem, on the
other hand, to have absorbed a lesser share of lLebanese sxports
in the immediate post-war years than in 1935-1938.

VWhen the value of Lebanese imports from Eagtern Europe
in the post-war years are compared with the pre-war periocd a
heavy drep is indicated, the average for 1951—1954'being greater
than that for 1946-1249, Again Lebanese exports, in terms of
proportional value, to Hastern Zurope seem to have dropped in
1946-13949 when compared %o the pre-war period, but acguired
an upward trend in 1851-1954 exceeding that in 1935-1838., The
apparent increase in lebaneses foreign trade activity with the
gstate-controlled Eurcpean economies in 1951-1954 may be partially
attributed to the bilateral trade agreements that have been con-
cluded between the tﬁo partiss,

All during the tnree periods under consideration
Lebanese imports from other countries, in terma of proportional
value, do not seem to have decreased while sxports acquired a
rising trend.

The inabillty to draw delfinite conclusions from the
above trends iz unfortunate., The independence achisved by
Lebanon, during the post-war years, in its monetary and foreign

trade activities probably affected the direction of Iebhanese
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vislble trade with respect to the various foreign markets. We
shell, as & consequence, have to be satlsfled with what 1ia
revealed, in thls connection, by the relatively dependable
data for the few years 1951-1953,

IV. LEBANESE FOREIGN TRADE AND POSSIBILITIES FOR RAISING

THE INCOME LEVEL AND CAPITAL ACQUISITION

Although the analysis carried out in the previous chap-
ter, pertalning tc certaln aapects of the inter-connections
between International trade and economic development, has taken
into account the post-war pattern of ﬁebanese foreign trade,
atill 1t suffers from the unavoidable shortcomings of a general
treatment. Lebanon, for example, is not a typlcal under-
developed country with vast unexplolted natural resources de-
pending, to a large extent, upon its agricultural sector. As
such the impact of economlc growth on the pattern of Lebanese
forelgn trade may not strictly comply with the description pre-
sented previously.l With the present existing state of know-
ledge and technigues, the emergence of heavy industry as one
aspect of Lebanon's Industrial and economic development is
not very likely. The export of manufactured goods, on the
part of the Lebanese, may be always limited by presently
available natural resources and hence Lebanont's heavy dependence

on the Import of 1ndustrial goods may always exist. On the other

1 Refer to Part III, Chapter VII, pp. 138-1,2.
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hand, possibilities for the establishment of a light industry
geem to be there and have already besn partially exploited
with the consequent birth of several factories and iIndustrial
firms. Thus as progress takes place its Impact on Lebanese
foreign trade will be manifested in a partial change in the
compogition of exports and Ilmports tending to reflect, more
or less, the status of a more developed and industrialized
country.

Again the absence of Lebanese balance of payments data
stands In the way of Indicating whether Lebanon's current
account has, on the whole, assumed a paaslve or an active role,
The two years 1951 and 1352, for which data is avallable have
wltnessed a relatively small surplus. Although this may not
be accepted asg an indication of Lebanon's possible creditor
position, in general conformity with what has been stated pre-
viously,l the particular position of the Lebanese trade sector -
in c¢ontrast with other underdeveloped areas =- makes 1t hard to
indicate probable characteristics in the country's current ac-
count parallel to economle progress. Thet la, whereas in many
developing countries, a deficlt in their current account 1s a
probable consequence of development, such a phenomenon may not
applyt to Lebanon's current account due to the particular
characteristics of its economy. If 1n general the balance of

current payments does, iIn fact, reveal broad characteriatics

1 ITbid.
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parallsl to the process of economic development,1 Lebanonts
balance cof payments may not be taken as a typical exampls.
Actually it would not be surprising if developments in the
Tebanese balance of current payments proved to be an exception
to the general rule, It shall be conceded, however, that ir-
respective of any particular characteristics attributable to
the position of the Lebanese balance of current payments,
Lebanon, as a developing country, does witness an excess of
investment opportunities in relation to domestic capital
formaticn.

If we are to contrast the varticular featurss of post-
war Lebanege foreign trade with the implications embodied in
the principle of economic development - having based it on an
increase in the income level and hence a gresater possibility
for capital formatlon and acquisition - the irmediate conclu-
gion that arlses is the necesalty to ztrike an appropriate
and desirabhle balance between the henefilts accruing from a
generally free trade and those secured througnh certain aspects
of intervention, on the one hand, and regional Integration,
on the other. That 1s, at ths present stage of developmeni of
the Lebanese economy wlth its heavy dependence upon lmports
from the more industrialized areas of the world and reliance

on inviaible recelpts and capital inflow to make up for the

1 Refer to Part III, Chapter VII, pp. 138-140.
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relatlively big deficit in the balance of ftrade, a commercial
policy favouring free foreign exchange and trade sectors would
seem to be desirable. However, 8 partial loss of the advantages
attributable to a general free trade may be more than cutwelghed,
in the interssts of progress, by gains secured from measures
taken to limit such a freedom,

Three ways have been considered through which the
foreign trade sector may serve the purposes of econcmic growth
namely:

l, Being the means through which to finance the import
of needed capltal equipment.

2. Contrivuting towards railaing the income and savings
level.

3. Acting as the means to capital inflow,

To what extent is the post-war pattern of Lebanese
foreign %trade fulfilling the above three contributions? ILebanon,
as has already been revealed, is still in the sarly stages of
industrialization - assuming, of course, the possilbilities for
certaln aspects of industrialization. The snactment of tariff
walls to protect those industries tihat may be considered as
sultable to the productive capacitlses of the country would pro-
bably lead to & net gain in employment and income.l In this
connection pressnt-day Lebanese tariff achedule could stand
iImprovement. It 1s not denisd that certain aspects of pro-

tectioniam are found manifesting themselves in the relativsly

1 Refsr to Part III, Chanter VII, pp.l1lh0-15).,
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high dubles ranging between 40 and 50 per cent on the products
of food processing industries, textlles, shoes, etc.../considered
among the more Important industries of the country). These
duties, however, are calculated on the basis of official rates
of exchange whille imports are pald for according to free mar-
ket rates. In other words, i1f it 1is accepted that the former
rates equal about one halfl the latter ratea, then, iIn fact,

the real height of the tariff wall protecting infant industries
doeg not excesd 20 ~ 25 per cent, With the present existencs

of involuntary unemployment and the operatlion of a large portion
of Lebanese factories at a level below normal capacity, a
greater emphasis on infant protectionism may prove desirables in
the Interests of economic growth. It 1s not aimed at, here, to
reveal what exlsting industries cught to receive a more effective
protection, but only to point out that ILebanesa tariffs, which
have been mainly vliewed in the light of revenus purpcses, could
be utilized te serve partially the economic and industrial
development of the country. The assumptions employed in this
connection are the existence of Iindustries suitable to the pro-
ductive capacities of the country and the non smergence of re-
latively strong unfavourable effects with respect to sexport
activities. Further a greater restriction in the import of
luxury items, receiving, at present, ordinary duties ranging
from 25 to 30 per cent or effective duiies ranging from l12.5 to

15 per cent, may be advocated. Luxury restriction - desirablse
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because of the so-called "demonstration effect" and inelasti-
cities in the demand for luxury ltems - has been taken to
constituts another possible source of savings.l
We have geen previously that 1n present world conditlons
certain aspects of limited bllateralism could be beneflcial to
econoric development, particularly Irf the import of capltal
squipment received the necesasary attention. Among the pre-
{requisites for such & phenomenon the formulétion of develope
ment projects and other goverrment inducements were consldered
as necessary.2 It is, of course, assumed here that the undsr-
developed country under conasideration is in need of capital
goods. ZIZmplying the above assumption with respect to the
Levanese economy, the billateral trade agreement concluded
between Lebanon and Bastern Europe could be utilized to serve
the interests of Lebanese economic growth. In fact, after the
total and partial losses of the Palestinian and Syrian markets
reapectively, they have come to opén new export markets for
Lebanese products, Nevertheless, it was noted that with the
absence of minima levels, the increase in trade activity, within
the limits of the maxlmna levels, between the contracting parties
was stlll subject to existing price structures in the different

markets, Thus to benefit from the above agreements two new

additional assumptlions are neceasary:

1 Refer to Part III, Chapter VII, pp. 147-148.
2 Ibid.



- 195 -

1, The existence of suitable prices for capvital squipment.

2, The wish, on the part of the Lebanese, to import
capital equipment. If these assumptions are realized an expan-
sion in the volume of Lebanese capital imports from Eastern
Buropean countries would be automatically financed by increased
Tebanese exports to these same countries. Hoewever, the expanslon
of ILebanese trade through bllateral channels should be limited
as, in faect, it 1s now at present, because of the fundamental
characteristics of the Lebanese economy and foreign trade. The
relatively blg gap in the balance of trade cannot be done away
with through bllateralism except, perhaps, at the expense of a
huge decresase in the volume of Lebanese foreign trade - an act
whose great detrimental effects are obvicus. Furthermore,
whereas 1%t is possible to conclude billateral trade agreements
with state controlled economiles, it may not be possible to
arrive at the same result with rsspect tc free enterpriss
sconomies., The fact that the bulk of Lebanonts forelgn trade
activity is connected with the latter type of economies in
addition to 1ts heavy dependence upon invisible receipts to
make up for the deficit in the balance of trade, requires the
rostriction of bilateral metheda,

Among the main characteristics of post-war Lebansse
forelgn trade is the need for dollars and sterling to finance
roughly three-quartera of Lebanese imports, in terms of value,

although not more than half of the total is imported from the
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U.3. and Viestern Burope. The existing deficit in the Lebanese
balance of trade with the dollar and sterling areas - 1:7.5 and
1:3 respectively - has been covered through inviszible earnings
and capitel inflow., These two currenciss, upon which Lebanon
has depended tc import the bulk of its machinery, spare parts,
electrical appliances, pharmaceutical and chemical products,
and other manufactured goods necessary for economic progress,
have besn available to a large extent due to the free trade and
exXchange pollcy followed by the responsible authorities. As
long as dollars and sterling are badly needed for development
purposes stress ghould be given to the encouragemeni of export
industries (if existing)} which may be potential earners of the
above currencies on the cne hand and the expansion in the volume
of invisible earnings (transit, re-sxport, triangular and ex-
change operations) and capital inflow on the other, The lattér
which have figured apnreciably in Lebanhess international acti-
vities are stimulated by the existence of a rslatively free

multilateral trade.l

1 Onn the other hand in so far as some of these activities -
which helped produce a surplus in Lebanonts balance of
payments - may always be subject tc suddent unfavourabls
developments abroad, care muat be taken not to over es-
timate their significance. Lebanese triangular and ex-
change operations may, with a greater relaxation of ex~
change control in other countriss, become relatlvely
very unimportant. Further the inflow of emigrant remit-
tances intc ILebanon will in the future probably decline
and ag such may not be relied upon asa a stabls source
of income.
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To =sum the idea of a balance between free and regiricted
Iebanese foreign trade mentioned sarller rests upon several
factors. TIFundamentally the case for a free multilateral
Tebaness trade seems to be the most valid, However, deviation
from the above principle may be, with the existence of specific
conditions, desirabhle in the interest cf esconomic development.
Such a deviation 1s manifested in:

1. Infant protectionism (this would probably prove bene-
ficial to the Lebanese economy that is still in its early stages
of industrialization)e.

2., Restricted bilateral methods (these may prove help-
ful particularly 1f capital import becomes available at suitable
prices}. To the above two, a third factor should be added namely:

3. Reglional inftegration among members of the Arab Ieague.
Although a wider integration of Arab markets would lead to a
greater amount of freedom with respect to Inter-Arab foreign
trade, it may require, on the part of Lebancn, further restric-
tions on Lebanese foreign trade with non-Arab countries.
Obviougly regional integration would be desirable if it is
belleved that the advantages accruing to Lebanon as a consseguence
would more than outweigh losses that may prove to be incurred
due to a further restriction of trade., Before taking up %the

case for integration a word shall be devoited tc the question

« of capital inflow.

The advantages of foreign capiltal inflow to economic

S e e T
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development were summarized as follows:l

1. It helps the developing country to maintain either
the same or a rising level of consumptiion without foregoeing the
possibilities of increased savings, Thils, in other words, helps
to ease the difficulties that have to be faced in the process
of economic pregress,

2. It inevitably adds to the caplital stock of fthe country.

3. It increases directly cor indirectly the level of in-
come and hence the level of savings.

As long as Lebanon's per capita income ia relatively
low (roughly 250 dollars), when compared with that of the more
advanced areas, commercial and economic policies favouring
the inflow of forsign capital (particularly if induced %o
participate in development projects) would stimulate the econonmic
development of fthe country. In so far a= the broad aspects of
private and govermmental capital inflow with respect to sconomic
growth have already been analized there is no need to repeat
what has been said. Two points, however, ought to be ralsed in
this connection:

1. To what extent 1s foreign capital participating in
the development of the country?

2. What steps has Lebanon adopted, 1in way of trade
agreements, to encourage the inflow of foreign capital?

Onfortunately the lack of data and banking statlstics

1 Refer to Part III, Chapter VII, pp.1l60-161.
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obscures the actual position with respect to the first question.
it is generally known, however, that among the various sectors
of the lebaness economy banking and public utilities have been

the ma jor attraction to foreign fundsl

while industry and agri-
culture have depended almost exclusively on local capltal pro-
vided by the entrepreneurs themselves, Banks in Lebanon (local
and foreign) not only extend the bulk of their credii to finance
commercial transactiona,z but sti1ll refrain from advancing any
long-term credit that may be necessary to industrial and agri~-
cultural expansion. It can only be noted that in the evsnt of

a possible foreign capital inflow (excluding hot capital)
measures should be taken to divert 1t by proper inducements,
in way of public finance techniques, intc those lines of pro-
duction which, it is'believad, are presenily essential o
economic development.

On the other hand, efforts on ths part of Lebanon %o
induce the inflow of forsign capital pertain mainly to the realm
of public finance such as, for instance, the complete exemption
of foreign firms operating in the country from income taxes
provided they employed a ceritain minimum amount of capital and
lsbour, In the Toreign trade sector some of the above efforis

may be seen in the agreement concluded with Western Germany on

1 Recently real estate has also attracted forelgn capital.

2 Refer to Part I, Chanter III,pp. 67=-69.

2 r—
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July 13, 1954 whereby the German authoritles permitted a maximum
of gixty millions Deutch marks to be invested in Iebanese in-
dustrlal and agricultural fields, However, whether German
entrepreneurs will, in fact, invest their money in the Lebanese
economy depends primarily on the existence of investment
opportunisies., If thesse are lacking, there i1s no guarantee

that German capital wlll participate in the sconomic development
of the country. The only advantage of the above agrsement lles
in the fact that In case the Germans wanted to invest their
money in the Lebanese economy (due, for example, to the exis~
tence of investment opportunities or inducements by the Lebanese
Government }, the German authorities will not raise obstacles 1n
the face of such a capital movement. In other words the signi-
ficanes of ggreements similar to the above one is not dependent
primarily upon the removal of restrictlion on capltal movements
but on existing economic, sccial, and political conditions in
the underdeveloned areas, It ig factors like political stabi-
lity, possibility of converting currencies, access to earnings,
the possible withdrawal of capital, the existence of adequatse
facilitles and utilities for transportation, communication and
power, prospscts of fairly substantial sarnings, tax exemptions
etc. thaf would 1nduce an Inflow capital and hence the type of
measures that ought to be stressed.l As already remarked the

most that trade agreements between free-enterprise sconomiles

1 Refsr to S.X.C. Kopper, "Attracting U.3. Investment Capital
in the Middle East™, H.,P. Hall (ed.) Middle East Resources:
Problems and Prospects (Washington, D.C., The [iddle Eaat
Tnstitute, 1954,
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can do is simply %o permit a free but limited movement of capiltal

between the contracting parties which otherwilse may not have been

allowed,

V. TOWARD3 A WIDER INTEGRATION ALIONG MENMBERS OF THE ARAB

LEAGUE

The problem of reglonal integration among members of the
Aradb ILeague may be viewed from two different angles:

1. The poltical and social factors working towasrds such
an end,

2. The economic factors which call forth a wider scononmic
cooperation among Arab countries,

The first set of rsasons shall be disregarded because 1%
liss outside the scope of our discussion, It shall only be
assumed that post-war developments In the Middle LZast have ziven
rise to polltical and social forces tending to bring about a
cloger econcomic unity between Lebanon and 6ther Arab countries,

Again the second set of reasons may be evaluated in
different ways., First, there exists the various advantages of
regional integration taken to be:

1. Better prospects for industriallzation.

2. Greater sconomic efficiency.

3. Greater stimulus to the inflow of foreign capltal.

4, Greater contributlion %o the raising of the income level,

1 Refer to Part ITI, Chapter VII, pp.l1l67-171.
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and thus to the problem of capital formatlon and acquisition, as
a consequence of the above liszted advantages.

Second, there seem to exist in the Middle Zast the neces-
sary factors for industriallzation and development 1n general
such as raw materials, power, labor and capital.l Not only
are these sources hardly explolited for purposes of development
but exlsting economlc barriers among the countries of the region
act as obstacles to their appropriate exploitation. This per-
tains particularly to oll revenue which if more evenly dis-
tributed among Mlddle Bastern countries may constitute a real
Impetus to the economle growth of the region.2

Third, the Arab world is an important export and import
market to Lebaness foreign trade, Avallable dabta shows that
around half of the total Lebanese exports, in term of valtiue,
are absorbed by members of the Arab League while a little over
one quarter of total Lebanese imports is supplied by then.
Agaln ths major portlon of Lebanese re-export trade is directed

to nelghbouring Aradb countrles. If the present Arab economie

1 See D,D, Cray, "Middle East Geography: A Look at the Areatls
Resources", H.P. Hall (ed.)}, Iiddle East Resources: Problems
and Prospects (Washington, D.T., K e Bast Lnstitute, 10954),
PD. 18-17.

2 ¢f., J. Baster, "Development of Investment Capital Within the
Middle East™, Ibid,, p. 95.
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treaty ls carrled out effectively a further expansion in Lebano-
Arad trade will be stimilated.t

The above three sets of reasons lay emphasis on the
tendency towards a fuller economic cooperation, in the interests
of esconomic progress, between Lebanon and other members of the
Areb League even though Lebanon may have, as a consequence, to
give up certain aspects of its relatively free trade policy.with
respect to non-Arad countries. Obviously the desirability of
such & tendency in post-war Lebanese conmercial policy is dew~
pendent upon the assumption that the advantages aceruing from
integration would more than outwelgh any disadvantages that may
arise as a result of a greabter restriction of foreign trade

which the case for Arab integrated markets may require.2

1 Such an expansion may have several Important results. With s

less keen competition offered by products of the Arab countries,

that, in fact, enjoy at present a greater degree of protection
than Lebanese products do, the over-all Lebano~Arab batrancs of
trade may develop in favour of the Lebanese econcmy. Further
when Lebanonts geographic characteristics (position, scenery,
suymer resort3, etc...)} as well as the banking and commercial
facillities it is able vo supply, are taken Iinto account, a
wider cooperation among the Arab states - whereby a free move-
ment of persons and capital 1s ellowed ~« 1s likely to expand
Lebanese invisible recelpts.

2 It should be further noted, Iln thls connection,that Iintegration
among the Arab countries may not necesssarily require a closer
restriction on Lebanese foreign trade. Other Arab states may
find it approprlate to take steps leading to grester relaxa-
tion of exchange und trade control. The more pronounced the
latter tendency, in case of integration, the greater the pene-
fits secured by the Lebanese economy.
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The customs union issus between Syria and Lebanon is
a perfect example of the difficulties that may have to be faced,
in case of integration, by the different Arab economies, It
clearly indlcates that if the benefits of integration are too
great to be discarded which, in fact, they seem %o be, the con~-
cerned countries may have to introduce changes in their com-
mercial which otherwlse they would not have attempted.

In practice whereas the Syro-Lebanese customs union
issue is still unsettled,l tendencies for & wider customs union
embracing all members of the Arab League seem to have appeared,
The Arab economic treaty could be considered as & first mani-
festation of such a tendency. Although the treaty does not, at
present, go beyond the encourégement of visible trads among.the
Arab countries through the preferential treatment accorded to the
contracting parties,® it lays emphasis on the principle that
economic integration between members of fthe League - viewed as a
bloc - founded on a muttilateral basis would constitute = step
forward towards an increased benef'lt for all and a stimzlant %o
the economic aevelopment of the reglon. It is not denied that a
number of economle and political factors stand in the way of
integration, However, if 1t is belleved that a gradual buiid up

of the above tendency 13 iIn the Interest of Lebanese forelgn trade

1 Refer to Part II, Chapter IV, p. 79-82.
2 Refer to Part II, Chapter V, bp. 103-106,
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and economic progress, then all forms of post-war economic co-
operation between Lebanon and the League members, in way of trade
agresments, are a welcome sign of an appropriate commercial

poliey.
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