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PREFACE

The object of this paper is to appralse and analyze
the Mone tary Conventlion of 1937 according to which the Banque
de Syrie et du Liban (BSL) performs certain central banking
functions in Lebanon, and to show the vital need for replacing
BSL by & new national central bank at the expiration of the
Convention in 196l.

This Convention which was issued and amended during
the French Mandate thirty seven years ago is no longer suit-
able to meet the needs of the developing monetary and banking
systems. This is due to the basic evolution of the Lebanese
economy in particular and to the changes 1in the world situa-
tion in general.

The number of banks operating in ILebanon have increased
from about fifteen in 1920 to more than eighty in 1961,
central banks have recently become increasingly important
in promoting the interest of the public, executing the govern-
mentt's monetary policy and facilitating economic development.
Almost all independent countries have established central
banks of their own in order to ensure the evolution and pro-
gress of their monetary and banking systems and to encourage

the growth of their economles.

Lebanon being an independent country whose government
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geeks the welfare of the public and the development of the
economy should take advantage of the expiration of the BSL
Convention in 196l and establish & new central bank whose
main aim will be to promote the welfare of the people and
protect their interest.

T would like to express my deep gratitude to my
supervisor, Proressor Paul J. Klat for his valuable and
numerous comments and his helpful criticisms. Had 1t not

been for his generous help and encouragement this work would

not have been completed.

Yahya A. Mahmasani

American University of Beirut

May, 1961



ABSTRACT

At present Lebanon has no central benk. Its Bank
of Tssue, the Banque de Syrie et du Liban (BSL), & French
corporation which obtained certain prerogatives in accord~
ance with the Monetary Convention of 192l (later amended
in 1937), performs some activities of =a central bank in
the country. As such, the BSL has a dual character; on
the one hand, it is a commercial banking institution motl-
vated by profit and the interest of its shareholders; and
on the other it operates as a central bank whose objective
is to safeguard the interest of the public and execute the
govermentt's monetary polley. This situation has led to
certain weaknesses and defects which are detrimental to
the development and evolution of the monetary and banking
system in Lebanon.

The aim of this study is to eppralise and analyze
critically the present convention and functions of BSL;
reveal its defects and weaknesses, and demonstrate the
essential and vital need for establishing & new national
central bank for Lebanon which will serve the interest
of the Lebanese public and execute the govermment's policy

efficlently.
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This solution is so necessary in the light of the develop-
ment and evolution of the Lebanese monetary and banking
systems and the present BSL's convention and functions.
BRSL being a commercial bank motivated by profit

and the interest of its shareholders is not in a position
to function as a central bank. This 1s because a central
bank should be mainly motivated by the public welfare and
not profit. Besides, there are certain basic objections
to BSL's Convention and functions as a central bank which
necessitate its replacement by & real national central
bank.

| ILebanon being an independent country should estab-
1lish a central bank of its own which will operate and
function in accordance with the public interest and seek

the nation's welfare and development.
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CHAPTER I

THE MONETARY SYSTEM OF IEBANON =
HISTORY AND EVOLUTION

I. Background

From the sixteenth till the beginning of the twentleth
century Lebanon was under Ottoman rule and as such 1ts monetary
system was that of the Ottoman Empire. @Gold, silver, nickel
and copper coins were in circulation.

Reginning with 1880 and up to 191k, Ottoman Turkey
was on & gold standard and the gold pound was the standard
unit of account. The pound was equal to 102.083 grama of
fine gold and was made divisable into 100 silver piasters.l
Tn addition to metal coins, banknotes of the Imperial Ottoman
pank circulated during the latter part of the period and were
covered by precious metal reserve one third of which was 1n

gold. However, the banknotes were of 1little significance

as most of the people were reluctant to use them.

1. The Currency During the First World war

In 191l , Turkey entered the World War I allying her-
self with Germany; probably more than any of the belligerent
nations, it found war financing & very difficult problem. It
soon suspended the gold standard and resorted to its Allies

1. said Himadeh, Monetary and Banking System of Syria (Belrutb:
American Press, 1935), P. cb.
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for financial assistance.l Tt obtained loans from Germany
and Austria-Hungary amounting to 80,000,000 marks and
47,025,000 crowns respectively. The gold equivalent of
these loans was deposited with the Reichsbank and the Austrio-
Hungarian Bank in the naeme of the Ottoman Public Debt Adminis-
tration, and on this basis, Turxey was able to 1ssue notes
under the supervision of the Administration equal to the
amount of the deposit.2

on June 13, 1915, & law was passed authorizing the
1ssue of 6,583,094 Turkish pounds notes, the equivalent of
the gold deposited with the two mentioned banks. The law
stipulated that the notes should be legal tender and equal
in velue to gold. Later six more issues were made payable in
gold to bearer; however, they were not secured directly by
gold, but by German treasury notes of equal value,

puring the war period these notes were exposed to
sharp depreciation and fluctuation and 10 to 13 of them were
exchanged for one gold pound. The people had great confidence
in gold pounds and were suspicious of the banknotes. Even the
Turkish Govermment 1tself was obllged to go into the market
and buy gold &t a premium in order to cover its remittances
to Germany for munitions and to buy food supply in the interior

where most pe&sants declined to honor paper.3

1. The Turkish Government was unable to rely upon its Bank of
Issue, The Ottoman Bank, since the Bank belonged to French
and British interests.

2. Himadeh' op.citc’ ppl 3'.'._‘42-

3. G.B. Ravandal, Turkey - A Commercial and TIndustrial Handbook
(Washington: Govermment Printing Oifice, 1936), pp. 203-209.

See also Talha yafi, The Monetary and Banking System of
Iebanon with sEeoial ReTerence to NMonetary Eororm (WIisconsin:

publis D esis, 1959), ppP. 4=10.
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2. Franco-British Qccupation of Lebanon

Tn September 1918, Turkey was defeated and the English
and French forces occupled Syria and Lebanon. On November 2,
1918 the High Command of the British Army ordered the de-
monetizing of the Turkish paper currency and substituted for
it the Egyptian pound.l But since the peoplet's reaction
towards paper money had not become any better, the Egyptian
banknote was exchanged at & discount in terms of gold.

Tn accordance with the Treaty of San Remo of April
1920, Syria and Iebanon were put under the French Mandate.
The French Administration soon found that it was quite expen-
give to buy Egyptian pounds in order to meet its expenditure
in Syria and Lebanon. C(Consequently, the French High Commis-
sioner canceled the declaration which decreed the Egyptian
pound legal tender and issued by arrété (No. 129, April 2,
1920) a new Lebano-syrian paper currency based on the French
franc and redeemable in checks on Paris. The same (arrété)
assigned to Banque de Syrie, & French company, the privilege
of issuing the new currency notes. The new pound was made

equivalent to 20 francs and divisible into 100 plasters.

IT. The Franco-Iebanese Monetary Conventions

1. The Monetary Convention of 1924

Tn order to legalize the Lebano-Syrian currency and

1. The Egyptian pound was backed by Sterling assets and this
made its use in Syria and Lebanon by the British army less

expensive than the purchase of gold or foreign currencies.
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confirm the status of the Bangue de Syrie, negotiations
took place between the two Governments of Syria and Greater
Lebanon on the one hand, and the Bangque de Syrie on the other.

on January 23, 1924, & convention was signed between
the two parties and was approved by the French High Commis-
sioner. According to thls convention, the franc exchange
standard was sanctioned and the Bank was granted a monopoly
privilege of issuing notes for a period of fifteen years
beginning April 192l4. The notes were to be redeemable in
checks on Paris at the rate of 20 French francs to one Iebano-
Syrian pound, and were to be the only legal tender money in
the country. The Bank whose name became Banque de Syrie et
du Grand Liban! was the official bank of the states and the
custodian of governments funds.

As a safeguard of the note issue, articles 7 and 8
of the Convention stipulated that the issue department shall
be independent from the commercial banking department and
that the amount of the notes in circulation shall not exceed
25 million pounds and shall be fully covered by reserve as
follows:z

a. 45% gold and foreign government securities

payable in gold.
b. Short-term bonds issued by the French Government.
¢. Commercial paper consisting of foreign bills with
two signatures, and domestic bills with three

l. Later in 1939 its name became Banque de Syrie et du
Liban; henceforth it will be referred to in this paper
as BSL.

2. Himadeh, op.cit., p. 70.
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signatures, the amount of which should not
exceed seven per cent of the notes in ecir-
culation.

d. Optional current deposit at the French Treasury;
the amount of this and the commercial bills
should not exceed 22 per cent of the total 1ssue.

In return toc the privilege of issuing notes the BSI

had to pay annual percentages from the ylelds of the reserve

to the governments of Syria and Lebanon.1

2. The Monetary Convention of 1937

Prior to the expiration of the 192l Monetary Convention,
& new one was signed on May 29th 1937 for & period of 25 years
between the Govermment of Lebanon and the BSIL,. This Convention
became effective as from April 1lst 1939. Tt was based on the
old 192l Monetary Convention with some modificetions. The
BSL retained 1ts privileged position of issuing notes and
acting as the government fiscal agent. However, in the new
convention no limits were set for issuing notes and the notes
in eirculation were to be covered by two kinds of reserves:2

1. An Obligatory reserve which included:

8. A minimum of 104 in gold.

1. The rates of these payments were progressive starting at
1% and reaching 50% of the profits on reserve according
to the average daily circulation of the notes.

2. For detalls relating to the Monetary Convention of 1937
see Al Jarida Al Rasmiah (The official Gazette), Reirut,
May 28, 1937, No. 3468, pp. 1293-1305. Also Al Magu!ah
Al-Haditha Tilkawanin Al-Lubnaniah, eds., A. rud, M.
Saleh and 3. Hatem, vol. VIT (BRelrut: Sader Press, 1954),
section Money and Exchange.




b. 25-26 per cent in francs deposited with the
French Treasury in Paris bearing a minimum
interest of 1.75 per cent,.

¢. An interest free loan of LI 250,000 to the

Lebanese Govermment.
2. A Non-obligatory reserve which included:

a. Commercial bills in ILebanese pounds with three

signatures maturing within three months.

L. Prench Government bonds maturing within five

years and similar ones maturing within two
years provided the latter do not exceed 25 per
cent of the total value of the bonds.

¢. Demand deposits in francs at the French Treasury

provided they should not exceed 6 per cent of
the total note in ecirculation.

d. A loan of LI 1.5 million to the Lebanese Govern-

ment for economic development.

Unlike the old one, the new Convention recognized the
Lebanese currency as the only legal tender, standard of value
and of deferred payments. Tt separated the Iebanese from the
Syrian currency, although the two remained in circulation at
par; and it assumed & minimum gold reserve. Also it recog-
nized the right of the contracting government to all the gain
arising from an increase in the value of gold reserve in terms

of francs and imposed taxes and duties upon the RSI.
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3. The Franc Fluctuations and the Monetary Convention

of 19&&

Ever since i1t was introduced in May 1920, the ILebano-

Syrian pound was the permanent shadow of the French franc,
fluctuating with it and depreciating with it. oObviously,
such a situation was not to the interest of the I[ebanese

economy.

a, FPranc FPluctuations

During the first month of its introduction in May 1920,
the average rate of the lebano-3yrian pound was 137 U.S. cents.
Following the fluctuations of the franc it rose to 162 cents
in July and droppeqjgié cents in December, and then rose again
during 1921 reaching an average of 15l cents in December and
an average of 183 cents in April 1922, After that it fell
steadily with some fluctuations reaching an average of 92
cents in March 19244, These fluctuations continued till July
1926 when the franc was de facto stabilized in terms of gold.1
This made Lebanon indirectly on a gold exchange standard,
and its note which was equivalent to 20 francs became in-
directly equivalent to 1310 milligrams of gold 900/1000 fine.

Thls steblllization remained for a period of ten years
during which Lebanon had the advantage of a stable currency.

In October 1936 France abandoned the gold standard
and once agaln the Lebano-3yrian pound started a cycle of

depreclation and fluctuations following the franc. Between

1. The de jure stabilization was not achieved until June
19208,
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June 1937 and May 1938 the franc depreciated from 26 francs
per U.S. dollar to 35.88 francs per U.S. dollar.t

The "0ffice des Changes"™ which had been set up in
December 3, 1939 by the High Commlssioner was made the sole
operateor of foreign exchange; all foreign exchange was ordered
to be sold to this office. This enabled France to collsct
all the available foreign exchange by issuing Lebano-Syrian
pounds against French bonds.

In June 1941 Lebanon and Syria were invaded by the
g&llies and the value of the Lebano-3yrian pound was set at
883.125 per sterling. However, when the British withdrew,
the "office des Changes" was put under the control of the
Free French Administration through the BSL. Iater, due to
British demand, the office des Changes was ordered to sell
sterling to residents without limitation against Iebanese

pounds.

b. The Monetary Agreements of 194l

on January 2l, 1944 a Monetary Agreement was signed
between France, Britain, ILebanon and Syrie in namascus accord-
ing to which the following parity in terms of sterling between
the ILebano-Syrian pound and the French franc was to be main-
2
tained;

l. Yafi, op.cit., p. 20.

2. Republique [ibaneise, Ministére de la Justice et des
Affalres REtrangéres et des Libanails Dtoutre-Mer, Recuelil
des Traltes et Conventions Bilaterales (Beirut: par AL
Hayat, I951), p. 79.
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FF 22.65
FF 200

LIS 8.83/100
The Convention stipulated further that no restriction

LLS

on the purchase of sterling should be put upon the residents
of Syris and Lebanon without the agreement of governments
concerned.

The French Delegation promised to maintain the value
of the franc assets covering the note issue of the RSL and
those of the 0ffice de Changes at the rates mentioned above
even in case the franc were devalued.l Another promise was
to restore the gold which was taken to France from BSL by
the Frehch Vichy government representatives, and in fact,
the gold was soon restored.

On April 18th 194l another agreement was made between
the French Administration and the Governments of Syria and
Lebanon according to which the management of the 0ffice des
Changes was to be transferred to the latter governments.2
However, the actual transfer did not take place until 1948
when a new monetary agreement was signed between Iebanon and
France; until that date the French remained in control of
the O0ffice des Changes. The ILebanese and Syrian nationals

found 1t difficult to convert their franc balances into

l. Lebanese Republic, Al wWatha'ck wal Nusus (Documents and
texts concerning the economlic and TInancial relations
between Syria and Lebanon, October 1943 = March 1l, 1950),
(Beirut, 1950), pp. 25-3L.

2. Reegeil Des Traltes et Conventions Bilaterales, op.cit.,
P. 03.
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foreign currencies due to the reluctance of French authori-
ties to accept any such requests.

Exchange control, as set up by the Protocole of
April 19th, 194l was to be directed by three officials
representing the French authorities, the Govermment of
Lebanon and the Government of Syria. Tn addition there was
a French general inspector who was assisted by Lebanese and

Syrian agents.l

¢. Misinterpretation of the 19)); Monetary Agreements

In accordance with the Catroux letter of Januery 24th,
194}, France paid BSL FF 287,229,729 following the devaluation
of the franc in July 1945; and the value of the Lebano-Syrien
pound was raised from Fr 20 to wp 22.65.2 Again on December
26th, 1945, the franc devalued from FF 200 to 480 to the
sterling and France paid FF 16,600,246,810 for the note cover
and FF 32,415,441 for privately held franc assets and the
LLS was raised from FF 22.65 to 54.35. However, on January
10th, 1946 the French Govermment withdrew its promise and
informed the Lebanese and Syrian Covernments that it was no
more responsible for any losses in the value of the francs
in the note cover and deposits with BSL resulting from any
new devaluation of the franc. Also the transfer of sterling

was restricted on March 1946 by the Controle des Changes.

1. Tbid., p. 8l.

2. Payment was made in French Government bonds of 3 months
maturity bearing one per cent interest.
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The two Governments re jected the French claims and brought
to the attention of the French Govermment that neither the
spirit nor the letter of the Catroux promises justify such
actions. The French Government replied by claiming that
the Catroux promises were limited to the year 19,5. The
two Governments ob jected to such a false interpretation and
insisted, rightfully so, that the French Govermment was under
obligation of guaranteeing the value of the franc assets in
the note cover due to any future franc devaluation.,

When reading the Catroux letter one finds that the
Lebanese and Syrian Governments were justified in their
ob jectlons, as shown in the following two paragraphs:

' "When the exchange rate between the French francs
and sterling pound is changed the French Committee
of Natlional Liberation will take the necessary
measures to keep and maintain constantly the sterling
value of the French assets of BSIL and those covering
the note issus.

In case of new franc devaluation in relation
to sterling, the French Committee of National
Liberation will add to the franc assets until
their total value converted in sterling at the
new rate 1s equivalent to whet 1t used to be when

converted at the rate of 200 francs."1

1. Gabriel Menassa, Plan de Reconstruction de I,'Economie
Libanaise et de Reforme de 7, a elrut: Soclete
LIbanaTse d'Roconomle politique , 1948), pp. LB7-488.
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Regardless of all the efforts made by the two govern-
ments to convince the French Government the latter insisted
that the promises applied only for the year 1945.

As & result of this disagreement, negotiation started
in Paris between delegates of the Iebanese and Syrian Govern-
ments on one hand and the French Government on the other hand.
After about five months the Lebanese Delegation and the French
Government signed a separate agreement on the 2lith of Jamary
1948. The Syrian pDelegation had withdrawn few days earlier.

The Syrlan Govermment declared that the Agreement did
not guarantee the Lebano-Syrian assets as agreed upon in the
Catroux letter, nor did it provide enough scarce currency
for Syﬁia; thet it put the ccuntry (Syria) under the obliga-
tion of importing from the French Union; and that it gave
8 de Jjure recognition tc the concessions given to the French
companies durlng the French Mandate.

Unlike the Syrian, the Iebanese Government found in
the Agreement an adequate guarantee against the loss in the
note cover which would result from the franc devaluation
of January 25th, 1948, as it was not prepared to devalue
its currency. 1In addition the Iebanese Government had no
intention of withdrawing the concessions granted to ths
French companies and wanted to settle its problems with

France on & friendly basis.l

l. Al Ma jles al Nivabe =~ Minutes of the Iebanese Parliament
pelrut, rebruary L, I948), pp. LI4-L92.
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TTI. The Franco-Lebanese Monetary Agreement of 1918

Tn addition to the monetary problems and the sterling
guarantee of the Lebanese held franc assets, the monetery
agreement of January 1948 deals with other unsettled Franco-
Lebanese problems such as French concessionary companies and
properties in ILebanon, commercial relations, transfer of
capital and others. The Agreement provided for the liquida-
tion of c¢laims and counter claims existing between the two
countries. TIn the following paregraphs the main provisions

of the Agreements are discussed.l

l. The Main Provislons

" With regard to the catroux letter of Januery 1944
relating to sterling guarantee of franc balances held by
Lebanon (franc assets in the cover and franc assets with
the office des changes) the 19,8 Monetary Agreement offers
a sterling guarantee for the exchange balances in the note
cover for & period of ten years. These balances were to be
released by annuel installments. As for the non-guaranteed
balances, they were made available for immediate use elither
for the purchase of goods from the French Union or for the
purchase of certaln European currencies.

The franc assets which were held by Lebanon (13 bil-
lion) were thus put into two different accounts, "The old

No. 1 account" and "The old No. 2 account."

1. For details on the Franco-Iebanese Monetary Agreement of

1948 see The Monetary Agreement Between Lebanon and France, '
2l January, Ig§§ (Beirué, 10 8), Recuell des Traltes et
Gtonventions Bilaterale, op. cit., pp. 111-129.
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0ld No. 1 account was credited with 8 billion and
carried a sterling exchange guarantee for ten years. Debilts
from this account were to be made for the following:

a. Payments to the French Govermnment in compensa-
tion for 1ts property in Lebanon.1 Such pay-
ment was to be made in five annual payments
beginning June 1949 and must be undertaken
with a sterling exchange guarantes.

b. To make avallable current exchénge rescurces,
annual releases should not exceed ocne-tenth
of the actual amount credited to No. 1 account
starting July lst 1953 after the debt for the
French Government 1s pald. Under special cir-
cums tances the two governments could agree on
increasing the amounts released. Annual re-
leages will be credited to & new No. 3 account.

In December 1953, 3 billion francs remained in No. 1
account. As annual releases were made, an insignificant
amount remained at the end of the agreement in 1958. According
to the new Monetary Agreement of 1959 this amount now en joys
a guaranteed exchange rate in terms of the U.S. dollar.2

0ld No. 2 2ccount which cerried the unguaranteed franc
balances amounting to FF L billion held by the (office des
changes to be debited by:

1. The French property in Lebanon included the telephone system,
broadcasting stations, military equipment and others esti-
mated at LL 20 million.

2. See Modification of the 1948 Monetary Agreement, p. 22.
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a. The value of European currencies which ILebanon
purcheses, besides the French franc, converted
at official rates. This should not be more than
half the total of No. 2 account in one year. The
two governments were to agree upon the kind of
European currencies and the dates of payments.

b. What remains of No. 2 account during the first
three years of the agreement were to be moved
to No. 3 account. However, No. 2 account seems
to have been liquidated before the end of the
first year.l

No. 3 account was to be credited and debited according
to the value of commercial transactions between the two
countries,

Capltal transfers from Lebanon to the French Union
were to be free but transfers from the latter to the former
should be carried through the French Exchange Control office.
Under special circumstances (for family needs, transfers of
capital of Iebanese emigrants) such permissions were granted.

Prior concessions grented to French companies in
Lebenon will not be changed unless agreed upon by the com-
panies concerned and the [ebanese Government.

In cases where the export of some goods are subject
to limitation due to the imposition of quantitative restric-
tions, the traditional trade relations between the two

countries should be taken into consideration in determining

1. Al Majles al Niyabe, op.cit., pp. 985-987.
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the quotas. The French Govermment promises to facilitate
the export of equipment to Lebanon.

The Controle des Changes which wes set up in April
194); is replaced by an agreement to promote good Franco-
Lebanese relatlons.

Finally, Lebanese nationels who own securities of
French companies in Lebanon were exempted from French taxes

on interest and dividends of their securities.

2. Appraisal of the Franco-lebanese Monetary Agreement

of 19,48

On studying the Franco-Ilebanese Monetary Agreement of
1948 one finds that the Lebanese Government sacrificed part
of its rights to settle its problems with France. The follow=-
ing points are the major criticisms of the Agreement.

First, by accepting the Agreement, Lebanon gave up
its right to the sterling exchange guarantee cf the franc
balances in the (0ffice des Changes which amounted to about
FF 4 million. Such & right had been provided for by the
January 194); Monetary Convention,

Second, when the French franc devalued in January
1948 from LBO to 866 to the sterling, the franc assets
belonging to I.ebanon but not guaranteed in terms of sterling
lost 55.) per cent of their value. These assets were origin-
ally guaranteed against any franc devaluation according to
the January 194y Monetary Convention.

Third, the new agreement restricted the purchase of
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Buropesan currencies to half account No. 2 between 1548-50
and to account No. 1 beginning July 1953. It did not provide
forelgn exchange for Iebanon during the peilod of 1950-53.1

Also Isbanon had to use the French francs for trans-
actions with the French Unlon only and only half account No. 2
was exempted from such restrictions.

Fourth, the Monetary Agreement of 1948 did not provide
for equal rights between Lebanon and France as far as the
transfer of funds resulting from invisible trade was concerned.
Transfers of funds from Lebanon to the French Union were
allowed without limitations except that they should be made
through approved medias, but transfers from the French Union
to Lebénon had to be approved by the French 0ffice des Changes.

Fifth, the provisions granting respect to all conces-
slionary companies including BSL hlndered the ability .of the
Lebanese govermnment to take measures altering the position
of RSIL in favor of an independent and effective monetary
policy.

Sixth, van Zeeleand in his "Report to the [ebanese
Government on the Franco-Lebanese Monetary Agreement of 1948"
criticized the sterling guarantee and believed that a gold

guarantee would have been more favorable to Lebanon.

3. Consequences of the Franco-lLebanese Monetary

Agreement of 1948

one of the consequences of the Monetary Agreement of

1. Zuhayr Mikdashi, The Monetary System of Lebanon (Beirut:
Unpublished M.A. Thesis, 1956), p. 22.
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1948 was the breaking of the Monetary Unlon between Syria
and Lebanon, thus marking the parting of ways between the
two countries whose currenclies till that time had been
legally interchangeable.l
The Monetary Agreement of 1948 provided the ILebanese
currency with a separate status possessing 1ts own cover
and en joying possibilities with respect to the use of French
franc balances which the Syrian pound for the time being
did not shere. Soon Lebanon and Syria called in the other
country's notes circulating in their respective territories.
This withdrawal of notes resulted in a net Lebanese claim

on Syria of IS 44,589,082 million which was paid by Syria
between 1952-5&.2

Li. Modification of the 1948 Franco-Lebanese Monetary

Agreement in June 1959

Tn June 1959, the Monetary Agreement of 1948 was
modified by the ILebanese and French Governments. The main
points of the new agreement relate to the following:

a. The remaining franc balances of the [ebanese
Government in account No. 1 shall enjoy a
guaranteed exchange rate in terms of the U.S.

dollar, until these balances are used up.

1. F.A.G. Keesing, The Monetary and Banking System of
Lebanon, InternatiIonal ﬁone%ary Tund, ﬁasﬁgngion, D«Cs,
1953, pP. 2. (Typescript)

2. See Al wathatck wal Nusus, opelt., pp. 61-66.
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b. Both, the ILebanese and French governments

have agreed to conclude a fiscal agreement

in order to avoid double taxation.

Pending the conclusion of the negotiation with
regard to the flscal agreement, the French
coverment shall exempt Iebanese nationals who
own gsecurities of French companies operating
in Lebanon from taxes on their dividends earned
from these securities.

The Lebanese Government asked for a favorable
treatment for the Lebanese emigrants with regard
to the transfer of capital. However, it has
been shown that the recent law of the French
Controle des Changes 1s more liberal than the

1948 Monetary Agreement.

The following non-resident accounts are allowed to

be transferred without limits tec amount according to the

French law:
1.
i1.
111.
iv.

v.

Transfer for journalst! subscription

Insurance and judicial costs

Revenue transfer of all natures

Inheritance

Repatriation of emigrant properties leaving
the French zone for good.

For allowances and living expenses for which
the general regulations are more restrictive
than the Monetary Agreement of 1948, the French

gGovernment relised the celling as follows:
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i, Monthly family allowances per person were
raised from FF 25,000 to FF 55,000.
1i. Monthly travelling allowances for the head
of the family were raised from Fr U5,000 to
FF 90,000 and for every member of the family
with him the amount was raised from FF 15,000
to FF 35,000.1
This agreement has been concluded in the hope that
anocther agreement with wider scope will be negotiated which
will settle all the financial and fiscal problems between

France and Iebanon.

IV. The Lebanese Monetary Law of 1949

The severance of the pre-existing monetary ties
between France and Iebanon paved the way for the L[ebanese
monetary law of May 24, 1949 which recognized the Iebanese
currency, redefined the ILebanese pound in terms of gold and

laid down new rules for the cover of the note circulation.2

1. Main Provisions of the Monetary Law of 1949

&, The Lebanese pound is the monetary unit and is
equal to 405.512 milligrams of gold.3
b. The BSL Issue Department 1s given the task of

issuing Iebanese money of one pound and above

1. The Franco-Lebanese Agreement of June 25, 1959 (Beirut,
1959) ETypeEcript) secured from the French Financial
Attac - the French Embassy.

2. Al Jarida Al Resmiah (The (0fficial Gazette), Beirut,
TJune I, 1949, No. 22, pp. 280-282.

3. This rate was accepted by the International Monetary
Fund in September 1947.
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while notes and coins of less than this value
are to be issued by the Government Treasury.

Both i1ssues (BSL and the Treasury) are legal

tender in the country.

¢. All bank notes in circulation issued by BSL
Issue Department must be provided with a 100
per cent cover of which at least 50 per cent
must be in gold and foreign exchange. The
other 50 per cent must be in Govermment loans
and securlties, securlities guaranteed by the
government and commercial bills.

The exact proportions of each of the elements in the
note co&er were regulated by decree No. K/15105 of May 2T7th,
1949 which maintained that:

a. A gold cover account must be opened which in-
cludes all the gold cover at the official rate
prevalling. When gold (or foreign exchange)
is purchased or sold at prices different from
the official one, or if the official price is
altered, the change in its value will be credited
or debited to the Treasury of the Government in
a special account and will bear no interest.
The debit balance must not exceed the value of
the gold cover.

b. The value of the gold cover should be 10 per
cent by December 1950, 20 per cent by December
1951 and 30 per cent by December 1953. Such

an arrangement should take place only if it 1is
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possible to obtain the necessary amounts of
gold.

¢. The BSL and the Govermment will choose the
foreign currencles to be kept in the cover
which must include the guaranteed franc
holdings of the cover of the Lebanese pound
and other foreign exchange held by BSL and
government bonds.

d. When the BSL purchases or sells TIRRD or foreign
govermment securities the net profit from such
transaction should be put in the note cover,
however, any losses from such transactions
should be borne by BSL &lone.

e. The other 50 per cent of the note cover will
be composed of the following:

1. Bonds and advances issued by the government
or guaranteed by 1t.

i1, Bills of exchange maturing within three
months, carrying three signatures provided
their amount does not exceed 15 per cent

of the note in ce¢irculation.

2., BEvaluation of the Monetary Law of 1949

a. The main objective of the Lebanese Monetary
Iaw was to recognize the independence of the
Lebanese currency &nd to strengthen foreign
and national confidence in its valus.

b. The law fixed the LL 1 at 405.512 milligrams

of pure gold which represents an overvaluation
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of the market rate by about one third. At
present such a parity 1s of no significance
as practically all transactions take place at
the free rate of the exchange m.arket.l

¢c. The law allows the Treasury to 1lssue gold colns
but such an issue 1s of no practical significance
since the state does not seem to carry such a
practice for once it 1ssues gold coins at offi-
cial parity there will be a great demand for
these coins, whose market value would be greater
by one third of thelr face value.

d. The law permits a certain degree of elasticity
in the money supply since 50 per cent of the
note cover could be kept in the forms of govern-
ment loans and commercial bills. Thus the BSL
can 1ssue addlitional notes by moving eligible
asgets from its banking department to its lasue
department and this will increase the liquidity
of 1ts banking department which might not be in

the interest of Lebanease monetery policy.2

V. Recent Trends in the Monetary System of ILebanon

1. Trends in the Note Circulation

From 1939 to the end of 1945 the note circulation

1. yafi, op.cit., pp. 58-59, and Mikdashi, op.eit., p. 28.
2. This point will be further discussed in Chapter IV.
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inereased from LL 28 million to LL 171 million. Such &n
increase was caused by the monetery inflation during the
war period.l

After the war period, when the Lebanese Government
withdrew the Syrian notes from circulatlon in 19448 the note
circulation increased from LI 162.5 million in January to
LI 205 million in February. Then there was & tendency for
the note cireculation to decline due to business contraction
and BSL wes instructed to purchase gold and foreign exchange
in order to prevent such & decline.

Tn 1951 as the Korean War sterted, the note circula-
tion increased from LI 167 million in September 1949 to
LL 215 ﬁillion in June 1951 and as a peaceful agreement was
reached in Korea, it declined to LL 199 million in June
1952,

Tn 1953 the Exchange Stebilization Fund started to
purchase U.S. dollars in the open market and this led to an
increase in the note eirculation which reached LI, 266 million
at the end of 1955.

on December 1958 the note ciréulation increased to
LL 399 million and it kept on increasing until it reached
the level of L 4OO million in December 1959,2 and LL 437
million in December 1960.3

Unlike the war period, the recent monetary expansion

1. R. L., Bulletin gtatistique Trimestriel (Beirut; Ministry
of National Economy, 1950), VOles I, Ps Lo

2. BSL, Bxercise 1959 (paris, 1960), p. 21.

3, Secured from the Ministry of National Economy, Leb&non.
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in the paest few years have been due meinly to the expanding
and progressing business activities of the private sector
in the country. The advances made to the private sector

up tc December 1958 were L1528 million compared to LL 94
million to the public sector and those advances of the
private sector kept on increasing until they reached LL 649
in December 1959 while those of the public seéctor remained

at the same level.l

2. Gold in the note cover

pue to the inflow of cepital into the country, the
monetary authorities have been able to purchase gold by
foreign exchange and put i1t in the note cover. This have
been particularly true after the lssue of the Monetary ILaw
of 1949 which stipulated that gold and foreign exchange
should form at least 50 per cent of the note cover. The
government have been always buylng gold with the foreign
exchange and thus gold have become the most important item
in the ncte cover.

Gold increased from 2 per cent (3.17 million) of
the note cover in 1948 to 95 per cent (252 million) in 1955
and then fell to 77.4 per cent (308 million) in 1956 due to
the unlucky 1958 crisis and then 1t increased and reached a
level of 85.5 per cent (392 million) in December 1959,2 and
92 per cent in December 1960.3

1. BExercise, op.cit., p. 22.

2. The RBeirut Chamber of Commerce and Industry, Development
of the ILebanese Eeonomy, 1959 (Beirut: ChambeT oI Commerce,

1560), p. 133.
3. Al-Anwar (Beirut), Jenuary 10, 1961.
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The rest of the note cover conslsts of government
obligations. It should be noted herse that when many countries
(including France and England) devalued their currency in
September 1949, Lebanon decided to meintain its parity and
consequently to give up 1its 1link with sterling. The loss
resulting from the depreciation of some of the foreign ex-
change elements of the note cover mainly French francs, had
to be compensated by the Lebanese Goverrment, Part of the
rrench franc holdings were not covered by an exchange guearan-
tee and another part was protected by a guarantee againat &
devaluation of the franc in terms of sterling, which in this
case was not operative. In order to make up for the BSL
the Government issued Treasury Bonds to &n amount of LL 58.7
million in accordance with the provisions of decree No. 581

of pecember B8, 19u9.1

3. The Exchange Rate

In July 1947 Lebanon jolned the IMF and declared an
official rate of the Lebanese pound to the dollar $1 = LI 2.19.
However, such & rate has been of 1little significance.

At present all exchange transactions are conducted
at free market rates which were officially recognized in
November 1948 for import and non-trade remittances. For &
considerable portion of export transection, the sale of 90

per cent of exchange proceeds in the free market was authorized.

1. Keesing, op.cit., pp. 2=3.
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The free rate was also authorized for 20 per cent of the
local expenditures of forelign companies. In JanuAry 1952
all exchange recelipts were made eligible for sale at the
free rate and in May 1952, the use of the free rate wes
authorized for the local currency requirement of the foreign
companies also.l

Now the use of the of ficlal rate is restricted to
few government transactions. It serves as a basis for the
calculation of import duties and the making of trade statis-
tics and it is applied in accounting for Government income
and expenditure in forelgn currencies. The use of official
pates by .the custams authorities leads to the undervaluation
of import goods prices in dollars and this means that foreign
trade statistics have to be corrected before they can be
used for an analysis of trade gsituation or the balance of
payments.

The free trate since 1ts official recognition in
1948 has fluctuated sharply till 1954 (See Table 1). Since
then it has shown only minor fluctuations.

one can summarize the present positlon of the
ILebenese monetary system as follows: The Lebanese pound
has an official gold value which is not actually maintained
and which has no practiceal significence. BSL continues to

control the note issue sccording to the 1939 Mone tary

1. International Financial gtatistics, vol. XITI (November,
1960), pp. 190-191.
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Table T
ANNUAI, AVERAGES OF THE EXCHANGE RATES FOR U.S. DOLLARS
IN IEBANESE POUNDS = BEIRUT MARKET

Year Exchange Rate
1937 1.26
1948 2.19
1950 3.47
1951 3.80
1952 3,66
1953 3.42
1954, 3.22
1955 3.24
1956 3.20
195 3.16
195 3.17
1959 3.15
1960 3.15
1961 3.11 ©

Source; International Financial Statistics X1V, 1961.

o Up to April 1961

Cconvention and the Monetary Law of 1949. The Government
supervises the correct application of the rules governing
the note issue but cannot interfere with any other aspect

of BSL's activities which are independent from the government.



CHAPTER II

DEVELOPMENT OF THE BANKING SYSTEM IN
LEBANON

I. Background

1. Banking under the Ottoman rule

puring the first half of the nineteenth century
there were practically no real banking institutions in Syrie
and Iebenon. This was due to the fact that under the Ottaman
Turkish rule, the circumstances of life militated against the
creation of Turkish banks, the main obstacles being religion,
improvidence, and lack of confidence in the state. 1In addi~
tion the acquisition of wealth was inevitably followed by
hoarding and concealment in the form of cash, jewelry and
gold.l

During the second half of the nineteenth century few
banking houses were established and most of the loans and
discounts were made by money lenders.

At the beginning of the twentleth century and before
the outbreak of World war T, & 3significant increase in bank-
ing institutions took place. Forelgn banks established
branches in the large clties of Syria and TLebanon and native

banks increased in number., This was followed by & marked

1. Rravandal, op.cit., pp. 220-222.

29
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development in the granting of credit facilitles and & cor-
responding increase in foreign and domestic trade.

Tn spite of that, banking activitles before the war
were very small compared to the need of the country and the
banks took little part in financing industrial institutions

and were very conservative in extending credit %o merchants.

2. Banking under the French Mandate

puring the war, banking activities were reduced to &
minimum and as Turkey was defeated, several banks (belonging
to the Central Powers)closed and ceased to operate.

Under the French Mandate, & marked development in
commercigl banking took place, and both foreign and national
banking institutions increased in number. BSI which took
over the monopoly of note 1ssue and acted as the government
fiscal agent became the most important single bank in the
country.

Most of the commercial banking business was carried
by foreign banks, the ma jority of which were French enter-
prises. Thelr operations were directed to finance mainly
international trade, the finance of domestic trade belng
left to the national banks. As most of the ferelgn banks
Wwere branches of strong establishments, they commanded &
large lending power and they rarely resorted to the Bank
of Tssue for help because they could always depend on their

headguarters.

l| Himﬂd&h, OE.Git., ppc 28"33-
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Mortgage banking business, which was not practised
pefore the World war T, developed and was carried by three
mortgage companies.

The national banks had a small capltal which enabled
them to meet the ordinary needs of the local population and
to finance domestic trade, but only few of them were in &
position to finance international trade. On the whole they
discounted their commercial bills with the foreign banks.
The national banks differed from the forelgn banks in that
the former depended for their loans on their own resources
and proceeds of discounted papers, while the latter depended
upon deposits as the me jor part of their capital. The
national banks dealt in commercial mortgage loans while the
foreign commercial banks did not lend on real estate mort-
gage. A further difference between the business of the
national and foreign banks wes the fact that unlike the
latter the former were not devoted to banking activities
only, but also they engeged 1n several other business actl-
vities.l Resides the national banks there existed hundreds
of private money-lenders who lent their own funds at & high

rate of interest.

3. Banking in the Relgn of Independence

After World War IT Lebanon achiaved its independence

and soon it started to shape and modify its own economlec

ll Ibida, pp. 131-1360
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features. The country's poverty in natural endowments

forced the Lebanese population to take the role of middle-
man for which the country's location and temperament were
best suited. Thus, the government's policy was directed
towards freedom of trade, travel and foreign exchange move-
ments. This made ILebanon a carrier and an entreport for
countries both in the Middle East and further east, ILebanon
acquired the peculiar feature of a high proportion of income
earned in the trade sector (which comprised internal trade,
import-export, transit and re-export) namely, 28 per cent.
The Lebanese merchants handle large quantities of goods, their
own and other countries' both in two party and in triangular
tpade. Transit and export trade are directed towards the
Fertile Crescent area, the Persian gulf and countries further
east. The Beirut port facilities such as the blg Free Zone
ares and the construction of the Beirut Tnternational Alrport
have encouraged trade, transit and re-export,

In such an atmosphere and under the above mentioned
structure the banking system in Lebanon developed a great
deal. The number of foreign &nd national banks multiplied
repidly. Forelgn banks whose operations were limited to
financing international trade became increasingly interested
in financing domestic trade as well, Also national benks!

operations in international trade increased sharply. Thus

1. vusif sayigh, "special Economic Problems Arising from &
special Structure," Middle East Economic papers, 19
(Beirut: Economic Researc ns ute, s PPe -00.
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both foreign and national banks came to finance internationsal
and domestic trade and both strive to receive demend deposits
from customers and both types of banks compete in the market
to conduct a larger share of the business activity. However,
the foreign banks are at an advantage for being able to resort
to their headguarters whenever they are in difficulties. Under
the present banking system, the national banks turn to BSL

as the Rank of last resort, but as will be shown in this
chapter, they expect little help from BSL and always try

not to resort to 1t.

TT. The Salient Features of the Banking System 1in Tebanon

1. Unregulated Banking Structure

The banking profession in Lebanon is entirely free
and unregulated due to the absence of a coammercilal banking
law and any other governmental control or supervision. Thus,
any person, Lebanese or foreign, could engage in commercial
banking in the same way as ordinary business without being
subject to any requirement with regard to menagement, capital,
reserve ratio, investments and annual reports. All banking
transactions are conslidered as acts of commerce and any person
or corporation carrying out such transactions are considered

as merchants and have to reglster with the Chamber of COmmerce.l

1. Commercial Code (Legislative decree No. 304, April 7,
1943, Articles 6, 9 and 304-31L).
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Besides this, there is no regulatlon on the sub ject of
banking except the Law of Banking Privacy which was 1ssued
in September 1956 with the eim of encouraging the Inflow of
capital into the country. Brlefly, the law stipulated that
211 incorporated banks are strictly forbldden from revealing
information about the funds of their customers to any person
unless authorized by the concerned customer or his legal
heirs.l

Ag a result of the unregulated Lenking system In the
country, the private banks do their business they way they
like and the govermment, except in periods of crisis, does
not interfere 1n the banking activities and thus under normal
conditions govermentts influence is almost negligible. Also,
most of the banks do not publish regular detalled statistics
about their business end this has led to the lack of data
and figures which would show the preclse posltion, solvency
and liquidity of the banking institutions.2 The foreign
benks publish consolidated balance sheets which do not give
details about their activities in ILebanon. Among the national
banks very few publish eny figures and these publicatlions are
usually irregular. It should be mentlioned here that the
Ministry of National Economy publishes information about

banking loans, advances and deposits in its Bulletin sStatis-

1. For detalls about the raw of Banking Privacy, see Al-Jarida
Al-Rasmiah, Belrut, September 15, 1956, No. 36, pp.

799-800.
2. Por details see page 38.
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tique Trimestriel and in the Monthly Bulletin of the Central
office of Statistics. However, this information is contri-
buted by the banks on & voluntary basis and although they
show some trends about the development in the banking systen,
the figures are inadequate for & detailed analysis of the
benking institutions in particular and the economic conditions
in general, Annual profits snd losses accounts which are
submitted for income tax purposes &are reserved for the use
of fiscal authoritiles.

gueh are the most outstanding eand prominent features
of the Lebanese banking system which is esteblished and
opereting in an atmosphere of complete freedom and liberty
which 1s-part of the general economic liberalism in the
country. In spite of this the benking system enjoye & good
reputation and the banking institutions have multiplied and
developed rapidly in the past few years in accordance with
the needs of the growing population and the expanding

tusiness activities of the country.

2. panking Relationships

Unlike the more developzd banking systems where
banks try tc help and cooperate with each other, there is
a marked lack of coordination and harmony among the banking
institutions in Lebanon which 1s due mainly to the absence
of a central bank and the unavailability of call money and

gimilar credlt instruments.l such a situation has induced

1. Keesing, opeit., p. 12.
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a high degree of individuallism 1n the inter-banking relation-
ship and deprived the lebanese banking system of & strong and
constructive element which would contribute to its deve lopment.
BSL which enjoys the sole right of note lssue and 1is
the depositor of government funds is looked upon by some banks
(mostly national) as the lender of last rescrt. As no official
rediscount rete exists, BSL 1s in a sole position to decide
the quality of bills acceptable for rediscount and thus banks
can never predict what kind of help they can receive from BSL.
In addition many banks consider BSL, which 1s & commerclal
bank as well, 2 strong competitor and are reluctant to reveal
the names of their customers to it.l But whenever these banks
encounter serious difficulties they are obliged to turn te
BSL. The national banks have & strong feeling theat they
are at & disadvantage to BSL and on the whole, they resent
{ts status and the concessionary privileges which it en joys.
Foreign banks prefer to seek help from thelr headquarters
where short term accommodations are arranged for them.
guch a situatlon hinders any sort of effective coopera-
tion among the individual private banks who operate under
fisrce competition and it hes induced severel of them to try
to be self-sufficient eand to operate independently, leadlng
to & noticeable lack of coordination in the banking system

which is neither in the interest of the banking institutions

1. Economic Research Insbtitute, Business Leglsletion in
Lebanon (Beirut, 1956), p. 28 (Mimeogrephed].
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nor in favor of the economic and finenclal conditions in the
country.

Also cell money or similar short term intre-bank
credits are absent and banks rarely negotiate bills with
aoch other. This means that a money merket in the real
sense is practically lacking. Banks do not help each other
to dovetail temporary liguid surpluses and deficlencies and
funds seldom move from one bank to another.1

At present only twe forms of organized and regular
cooperation are practlsed among some of the banking institutions.

The first is the Clearing gervice which was established
in 1943 and is handled by BSL. This form of cooperation in-
cludes aﬁout twenty four banks half of which are foreign.

The second 1s the Credit Risk Office which is mainly
a central register held by BSL in order %o collect information
about the amounts of credits offered by the participating
benks to customers. The number of banks which joined this
form of cooperation are less than twenty and at the begin-
ning of its operatlon many of the national banks refused to
join it on the basis that it enabled BSL to follow their
operations and activities.2 pesides these there is the
Lssociation of Banks which has been recently established
with the purpose of bringing more cooperation among the

banking institutions. All of these organizations comprise

1. Keesing, op.cit., p. 13.

2. See next sectlon, page .
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a good nunver of banking institutions even though membership
i3 not obligatory. The rest of the banks which have not

joined these organizatlons remain to operate 1lndependently.

3, pBanking Liquidity and Solvency

By banking liquidity is meant the ability of banks
to meet requests for payment on demand or on short notice.
Banking solvency on the other hand means that the value of
a bank's assets are large enough to cover its liabilities
excluding those of its owners.1 Thus, while a bank might be
liguid and is eble to meet all payments demanded it does not
necessarily follow that it is solvent.

After such a brief definition of banking liquidity
and solvency, & discussion of these two aspects in the light
of the ILebanese banking system is useful.

Due to the inadequate information available ebout the
over all position of the banks in Lebanon it 1s very difficult
to detect the liquidity and solvency of the banking gystem;
however, there are certain factors at work in the system
itself which have tended to decrease both liquidity and sol-
vency of the Lebanese banks in general in spite of the fact
that the capital reserve of some of them has reached a high
level of 50 per cent.

Under serious political or any other sorts of crisis,
the Iebanese citizens are inclined to withdraw their deposits

immediately from the banks fearing the consequences of such

1. Lester Chandler, The Economics of Money and Banking (New
York: Harper and Bros., 1948), pp. 239-2L49. -
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crisis. Thus, in both the 1956 Suez crisis and in the 1958
Iebanese internal crisis, customers rushed to withdraw their
deposits and In both crises several banks were in difficult
positions to meet cash payment and BSI was instructed by the
government tc relieve the banks from their difficulties
(mainly by rediscounting their trade bills).

In the past few years it was noticed that the liquidity
of the Lebanese banks bhave declined and this is explained by
the fact that as a result of the over crowdling of banks and
the fierce competition among them the interest on demand
deposits tended to increase while interest on advances and
discount tended to decrease. This led some of the banks to
use a larger pert of their loanable funds in order to receive
& sufficient income and thus they decreased their reserve
ratlos. 1In addition another element has effected adversely
the liquidity of the Lebanese banking system, nemely, the
sharp decrease in the liquidity of the Syrian banking system.l
This is in view of the proximity of the Reirut and pamascus
markets and taking into consideration that a great number of
the banks in Lebanon have also branches in Syria.

Still other banks have engaged in speculative business
and risky investments in order to obtain a higher income. This
has weakened banking solvency and under an adequate commercial

banking law such an investment would have been forbildden.

1. Prggeasor Paul Klat, Le Commerce du Levant (Februvery 18th,
1956).
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At present it 1s reported that since the begih ning
of 1960 several of the Iebanese banks have been faced with
a marked lack of cash and a3 a result the rate of interest

1 have increased from 2 or 2.50 per cent to

on cash at banks
3.50 or L per cent.2

As & safeguard of banking liquidity and solvency the
Credit Risk office, which was discussed in the previous sec-
tlion, was established in order to collect monthly information
about the loans advenced to the customers hy banks which joined
the office and then study the credit worthiness of every bor-

rower by comparing the total value of the loans advanced to

him to his capital.

III. The Banking Institutions 1n Jebanon

1. Three Categories of Commercial Banks

The commerclal banks in ILebanon are divided according
to the Ministry of finance 1nto three classes.

a. The accepted banks - or first class commercial
banks whose guarantees i1s accepted by the goverment.

b. Non-accepted banks, or the second class commer-
cial banks whose guarantee is not accepted by the government.

¢. Discount houses - whose guarantee 1s not accepted
by the government, and who are mostly owned by private indivi-

duals and operate mainly on discounting trade bills.

1. These are cesh which a bank deposit with eanother bank.

2, Emiéa Essa, Lesan Al-Hal (Beirut, December 21, 1960),
p. 5.
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There are about eighty three commercial banking
institutions in Lebanon forty four of which are accepted;
thus the first class commerciel banks are almost more than
half the total number of commercial banks in the country

and they represent several nationalities. (See Table IT)

Table IT
X
THE ACCEPTED COMMERCTAL BANKS IN IEBANON

Name Place of Year of Nominal
registration organization capital
in Iebanon (in million)

1. BRSL wrance 1919 FF 300

2. Ccredit Eontier
dtAlgerie et du
Tunisie France 1921 FF 765

3. Banque National
pour le Commerce et

l'Tndustrie Afrique France 1927 FF 500
4. Banque Misr-Syrie-

Liban Lebanon 1929 LL 3
5, compagnie Algerienne France 1931 FFP 1500
6. panco di Roma Italy 1936 LL 1000
7. Banque Tohme Lebanon 1942 1.k 1
8. Arab Rank Jordan 194L JD 3.5
9. Rastern Commercial

Bank ILebanon 1944 LL 1
10. British Bank of the

Middle ®Bast England 1946 £ 1
11. Rafidain Bank Iraeq 1948 D 3

12. Bangue Saradar Iebanon 1948

&
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Table IT (Contd.)

THE ACCEPTED COMMERCIAL BANKS IN LEBANON

Name Place of yvear of Nominal
registration organization capital
in ILebanon (in million)

13. Bangue Libanalse

pour le Commerce Lebanon 1950 5 2
1. Banque Sabbagh Lebanon 1950 L. 2
15, Banque G. Trade-

credit Loyonnais Lebanon 1951 . 1
16. Banque du Liban

et d'outre Mer Lebanon 1951 L. 5
17. Federal Bank of

Lebanon Lebanon 1951 w7
18. Intra Bank Lebanon 1951 L, 12
19. panque Shartuni Lebarion 1951 L. 2
20, The Saudi National

Commercial Bank saudi Arabia 1952 LL 1
21. Banque Al-Ahll ILebanon 1952 L. &
22. Banque Belgo-

Iibanaise Lebanon 1953 L. b5
23, Bangque du Caire UAR (Bgypt) 1953 Eg 0.5
2ly. Nederlandshe Handel

Maa Tschappij Holland 1954 oF 75.03
25. The Chase Manhattan

pank U.S.A. 1955 $ 150.00
26. The First National

city Bank of New

York U.S.A. 1955 $ 200,00
27. The Commercial Benk

of Beirut Iebanon 1955 L 15
28. 12 Banque de Bey-

routh et des pays

Arabes Lebanon 1956 T 2
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Table IT (Contd.)
THE ACCEPTED COMMERCTAL BANKS IN LEBANON

Name Place of Year of Nominal
registration organization ecapital
in Lebanon (in million)

29. The Eastern Bank Ltd. England 1956 £ 2
30. The Rank of America U.S.A. 1956 $ 250.00
31, Bangue Samil Shukeir Lebanon 1956 IL 1
32. Banque Fonclere

Libanaise Lebanon 1957 LL 2
33. Banque Joseph 1ati

& Fils Lebanon 1957 LL L4
3. The Real Estate Benk

of Lebanon Lebanon 1957 LL 2
35. Bangue Naayam Lebanon 1958 LL
36. panque Pharoen & Chiha Lebanon 1958 L 12
37. Beirut-Riyad Bank Lebanon 1958 LL 25
38. Bangue De Credit

Netional Lebanon 1958 LL 2
39. The Industrial Credit

& Investment Company

of Iebanon Lebanon 1958 LL 15
4O. Un'lon National Benk Lebanon 1959 L 10
,1. peank of Iebanon and

the Middle Bast Lebanon 1959 L
4j2. Lombard Bank Lebanon 1959 1L
43. Middle East Banking

Company Lebanon 1959 L, 2
I4)y. Banque de lt'Economie

Arabe Lebanon 1960 LL 5

x Up to January 1961

Source; Ministry of Finance
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The eccepted banks do the ma jor part of the banking
business for they handle over 90 per cent of the banking

1 The rest is left for the non-

activities in the country.
accepted banks who are owned by Lebanese &nd Syrian nationals
and to the discount houses which are owned mainly by Iebanese
and are interested in discounting trade bills. Very few of

the discount houses engage in advancing and accepting deposits.

Besides these, several hundreds of money-lenders operate on

their own at 2 very high rate of lnterest.

2. Functions of the Accepted Cormercial Banks

Since the accepted banks are the heart of the banking
business in Lebanon for they handle the largest volume of the
banking activitles, this section will be devoted to the funec~
tions of these banks.

The accepted banks engage in commerclal banking
activities whereby they receive deposits and lend money on
short term. The rate of interest which they pay on demand
deposit differ depending on the bank itself. oOn the whole
the foreign banks pay about 3 per cent while the national
banks offer a higher rate which reaches as high as L per
cent. Time deposits do not appeal much to people even though
the interest paid on them is usually higher than that on demand
deposits. Thus, while demand deposlts were LL 742 million in

2

September 1959 time deposits were LL 72 million,” and by

1. Yafi, Opocj.to, P 78.

2. ILebanese Republic, Ministry of National Economy, Monthl
Bulletin (Beirut; central 0ffice of Statlistics, 19597,

PP. 2-D.
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pDecember 1960 while demand deposits were LL 955 time deposlts
were LL 113.1 Tn addition to the higher rate of interest,
there are other factors which sccount for the large difference
Letween demand deposlits and time deposits such as the develop~-
ment of the use of checks emong the Iebanese people, the rapld
increase in the number of banks and the rise in the number and
amount of loans advanced to businessmen.

The banks are interested 1n financing short term mer-
cantile loans which are self liquidating such as discounts,
advances on securities and overdrafts whose maturity 1s less
than & year and are usually made against property or signature
endorsements. These are the only forms of short term invest-
ments avail&ble in the banking functlions and besides BSL none
of the other banks hold Treasury papers. As a result of this
situation, the banking system in Iebanon lacks short term
investments of high liquidity which are easily marketable
and rediscountable. Also the nonavailability of Treasury
Bills in the monetary market deprives the Government and
BSL from a potential instrument of open market operations
which is so essential and vital in cerrying out the Govern-
ment's mone tary pollcy.

The absence of Treasury Bills from the banking system
is due to the fact that the Lebanese Treasury has been able

in the last few years to accumulate budget surpluses and to

1. Figures are secured from the Minlstry of Natlonal
Economy, [ebanon.
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finance itself out of accrued savings deposited with BSL.
Thus, the government has not yet experienced the need to
turn to the banks for the financing of any short term cash
requirements. Besldes, the banks do not seem to be interested
in holding government peper since the type of interest paid
on 1t would not be attractive to them.l

As for the long term credit which 1s advanced beyond
one year, the Lebanese banks do not engege in such & form of
investment and they confine themselves to extending short-
term credits to merchants and businessmen. This 13 because
of the small amount of resources which they command and their
lack of adequate experience in this field. The case is dlf-
ferent with some of the foreign banks (non-Arab) who being
branches of larger establishments, own larger resources and
have acquired & much higher degree of experience and thus
they are in a positlon to extend long-term loans beyond one
year (some times up to five years) in order to finance several
types of business in the fields of commerce, industry and
others. Thus, these foreign banks fi1l1ll & gap in the field
of long-term investment which the national banks up to now
have not been able to meet. It is hoped that some of the
ma jor national banks will be able to enter the business of
long term investment in the near future.

The Iebanese banks deal in & further transaction,

mainly gold and forelgn exchange, which is due to the geo-

1. Keesing, op.cit., p. 12.



L7

graphic and strategic position of Lebanon. Beirut being

a natural door to the Mediterraneean and an intermedlary
between Europe and the Western Hemisphere on one hand end

the Middle and Par East on the other hend, plays an Important
rols as a gold treding center. 1In the past ten years the
Lebanese banks made a good profit on gold and arbitrage trans-
actions; however, profit and such types of transactions have
been reduced to a small percentage, and the Lebanese banks

heve decressed their operations in that fleld.

The Non-Commercial RBanking Institutions

In lebenon there are only four non-commercial banking
institutions and thus they represent a very small minority
in capital and credit when compared to the commercial banks.
(See Table ITT)

The two French non-commercial banks are the Compagnie
Mediterranienne de Gestion et de Placement which is a sub-
sjdiary of the commercial bank Credit Foncler dtAlgerie et
de Tunisie and 1ts main activity is to purchase shares of
companies operating in Lebanon or outside; and the Monts
de plete Egyptiens which operete by offering advances against
securlty goods, merchandise and preclous metals. The activi-
ties of both of these companies are small and thelr scope of
operations is quite narrow.

The other two non-commercial banks are Lebanese and

they operate by offering medium and long~-term credits to
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Table III
NON-COMMERCTAL BANKS IN LEBANON

Neme Place of Year of Nominal
organization operation capital
in Iebanon (in million)

l. Compagnie Mediterran-
lenne de Gestion et de
placement France 1919 FF 6

3
4

2. Monte de plete Egyptiens France 193

3. SCAIL (Soclete de Credit
Agricole et Industriel
du Liban) Iebanon 1939 I, 1

L. BCATF (Banque de Credit
Agricole, Industrlel et
Roncier) Lebanon 195l L, 5

3ource: Ministry of Finance, ILebanon

Chamber of Commerce, Beirut

industry, agriculture and real estate and usuelly these loans
are made egainst mortgage of real property.

The loans which SCAIL offers are subject to a rate of
interest which ranges between 8 and 9 per cent. However, all
loans which are guaranteed by the government are subject to
a lower rate of interest.

BCATF offers loans at a rate of interest of about
5 per cent. oOut of its LL 5 million capital 4O per cent is
subseribed by the government. In &ddition to this the govern-
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ment has guarenteed & loan of LL 45 million advanced by BSL

to BCAIF for forty years at 2 per cent interest. The govern-
mentts objective in that is to encourage and help BCAIF in
order that it acquires enough resources and facillities to

offer long-term and medium loans to farmers and industriallsts
and thus enable them to get over their financial obstacles

and solve the problems which hinder the development and
progress of thelr business. This step has been found necessary
in the 1light of the fact that the Lebanese commercial banks

do not extend such types of loans and farmers end industrialists
might not always be able to receive their desired loans from
foreign banks. Lebanon whose 50 per cent of its population
live on agriculture and whose industrles are still 1in the

early stages of development find it very essential that the
necessary loans are extended for the development and evolu-

tion of both agriculture and industry.

Tv. Benking Reform

1. The need for reform

From what has been discussed in the previous sectlons
it becomes very clear that the banking system in Lebanon is
characterized by certain rigidities and imperfections which
are dus to the absence of & general banking law to regulate
the banking system and the lack of a central bank to super-
vise and control the banking activities. Such a situation

is detrimental to the application of 2 sound monetary policy.
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The number of banks operating in the country has been
increasing very rapidly; between 1957 and 1960 twenty three
commercial banks have been established and the commercial
banking institutions increased from 60 to 83 and the accepted
camerciel banks increased from 28 to Ll in numbar.l Thus
the introduction of & general banking law becomes very essen-
tial for the development of the banking system and for the
organization of the banking profession in lLebanon. Under the
present existing leglslation neither the government nor BSL
supervises the development of the banking conditions or control
the eredit situation. The absence of banking rules as well as
the lack o; any means of interference on the part of the
Government becomes & serious handicap which must be corrected
if rebanon is to enjoy & constantly developing and progressing

banking system.

2 ggggpstions for a Banking aw

The suggested banking law should be formed in such a
speclal way so as to organize, supervise and control the
banking system in the light of the present Lebanese conditions
which have favoured the increase in the number of banks and
led to a prosperoits banking institutions. It should be noted
here that for the perfect application and effectiveness of
the banking law the creation of a central bank is quite

neceasary.z The following are the major points and provisions

1. See Table III.

2. The role of the central bank in carrying out banking
reform will be discussed in chapter V.
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which should be included in a general banking law:

a. At present any person, ILebanese or foreign can

establish a banking institution and is considered
like any merchant doing business. It is very
essential that all banking institutions should

be sub jected to a license which will be granted
according to a provision setting up the capital
requirement for the proposed bank.

At present some banks engage in risky investments
to acquire higher returns in order to cover their
expenses and to earn a larger amount of profit.

Thus they are tempted to participate in invest-

‘ments whose liquidity and price stability are low.

Accordingly, certain restrictions on banking
activities should be made. Banks should not be
allowed to extend medium term credit whiech would
exceed & certaln percentage of their total assets.
Banks should restrict their loans on mortgages

and real estate to a certain absolute minimum.

No bank should be allowed to offer a ecredit to

a customer beyond certain proportion of the bank's
paid in capital and surplus. Banking institutions
should not be allowed to invest more than a given
percentage of their demand deposits in bonds or
any other obligations. Also banks should not
inelude real estate as part of their capital
except their premises and this should not exceed

a certain proportion of the surpluses and capital
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of the bank. On the other hand some banking
operations should be completely prohibited.
Certain loans should not be allowed such as
loans for purposes of speculation and term
loans more than one year without collateral
except under special permission of the director
of the bank. BRanks should not be allowed to
deal in business other than banking and if a
bank is permitted to run another business, this
business must be kept separate and distinct
from the banking business.?l

¢. At present the banks are under no obligation to
'keep any reserve. The law should include an
obligatory legal reserve requirement in the form
of cash kept by the bank against its deposit
liabilities.

d. The banking law should offer the monetary authori-
ties or the central bank all the possible facilities
to supervise and audit all banking activities by
examining their books and records and to obtain
any information they deem necessary to see to it
that the banking institution i1s not violating the
provisions of the general banking law. Such safe-
guards for the audit and inspections of the banking

institutions are vital in order to protect the

1. yafi, op.cit., pp. 24l-245.
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interests and properties of the depositors
and shareholders.

National banks should be required to issue
balance sheets on their activities in the
country while all foreign banks must 1ssue
distinct and separate balance sheets about
their operation in Lebanon. Publication of
all the balance sheets should be regular and
annual, This provision is important due to
the present lack of statistics and figures on

the operation and position of banks in ILebanon.

Oonce the banks are obliged to 1ssue balance

sheets one can have a clear picture of the over-
all situation of the banking system and the

figures would provide the monetary authorities
as well as observers with a useful instrument

for analytical purposes.



CHAPTER III
THE BANQUE DE SYRIE ET DU LIBAN

As no real central bank exists in Iebanon, BSI which
had obtained by concession certain privileges under the French
Mandate and which were later reaffirmed by the Franco-Lebanese
Monetary Agreement of 19&6,1 enjoys de facto certalin central
banking prerogativea.2

This chapter is devoted to a discussion and study of
BSL. Section T deals with the organization, management and
capital of BSL. In section II, the commercial banking depart-
ment is discussed and analyzed, and section ITT is on the note
issue department. Finally, some aspects of BSL, in its
function as & central bank, are appraised.

Tt should be mentioned here that at present BSL func~-
tions in accordance with the provisions of the 1937 conven-

tion which expires in 196&.3

I. orgenization and Administration of BSL

The BSL 1s a French corporation (Societe anonyme)
which in 1919 replaced the Ottoman Bank in Syria and ILebanon
and inherited its privileges in the two countries after the

1. For the Franco-lebanese Monetary Agreement of 1948 see
chapter T.

2. Business Iegislation, op.cit., p. 28.
3. The Monetary Convention of 1937 is discussed in chapter T.

54



55

French occupation. Tt was established for a period of 99
years and was constituted according to the French law, with
1ts main office in Paris.

The cammercial activities of the bank are defined
in its Statutes, but the note issue department is governed
by the Convention of 1937 and the Monetary Iaw of 1949.

According to its Statutes RBSL's main ob jective is
to promote and facilitate the economic development of Syria

1 and in order to achieve such an aim it can

and Lebanon;
engage in any type of banking activities, except in real
estate trensactions and mortgage loans.

The Convention of 1937,2 which was concluded for 25
years (stirting 1939), granted BSL the monopoly of note 1ssue
in Iebanon and the sole right to receive and hold Government
deposits and thus BSL acts as the Government's bank.

Tn 1919 the capital of BSL (paid in) was ten million
francs; however, this amount has been increased as the banking
activities were expanded. In 1940 the capital of RSL reached
57 million francs and in 1949 it was increased to 300,000
million francs and since then it has been kept at that lev=1.3
The ma jority of its shares are owned by French and English

capitalists and only & small percentage of shares (about 15

per cent) is owned by Syrian and Lebanese nationals.

1. BSI Statutes, Article 3 (paris, 1949).

2. This Convention was originally signed in 192} for 15 years
and was renewed for 25 years in 1937.

3. BSL, Exercise 1920, 1949, 1950, 1959.
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The BSL is managed by & Board of Directors which
includes eighteen members; the members of the Board are
elected in the meeting of a general assembly. The Roard
of Directors elects a President, a Vice President and a
general Managing Director. The meetings of the RBoard are
held at the call of the President or at the request of half
the members. Since the President amd most of the Directors
are not residing in Lebanon, great powers are instructed to
the General Managing Director (Administrateur Directeur
General) who acts as a representative of the President in
guiding and supervising the policy of the bank. The practical
execution of the bank's policy is carried out by the geveral
managers of the branches in Syria and Lebanon. The share-
holders have no direct and practical influence in the manage-
ment of the bank and when they meet once & year for formal
procedures, the recommendations of the BRoard of Directors
are accepted and adopted without chenges or modifications
in the General Policy. The BSL submits to its shareholders
a consolidated annual balance sheet which offers & picture
of its banking affairs in gyria and Lebanon &nd France, but
does not differentiate between the relations with the govern-
ments, other banks end with private customers. (See Table V)

At present BSI has twelve branches in Syrie and six
in Lebanon;:; Beirut, Sidon, Tripoli, Baalbeck, Tyre and zahleh,l
the main branch among them being that of Beirut where the
general management of the branches and the note issue depart-

ment are situated.

10 Ibid., p- 5'
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Table TV

X
BSL BATANCE SHEET FOR 1959

Assets FF Million Liabilitles FF Million
Real Bstate, installa- Capital 300
tion and furniture 1700
Legal Reserve premium 30
Shares and Bonds 1500 Premium Issue 14
General Reserve 1600
Reserve for Exchange
Fluctuation 300
Special Reserve for
cesh and at Ranks 11500 Revaluation 1000
Treasury Obligations 11100 Tmmobile Reserve for Syria 2000
Advances and Debit Profits and Losses 10
Accounts 30900
Reserve for Withdrawal
of Notes 18
Cheques Accounts 7200
Public administration
and current accounts 39400
pemand Accounts & others 200 Vvarious Creditors 5900
Bills outstanding 300
Rediscount of Portfolio 200
guarantee for 3rd party 2800 pividends payable 100
Demand accounts and others 100
guarantee for 3rd Party 2800
Funds avallable for pension
and provident for personnel Funds available for pension
in Syria and Lebanon 100 and provident for personnel
in Syria and Iebanon 100
60100

60100

source: BSI, Exercise 1959.

X Approved by General Assembly.
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IT. The Commercial Banking Department of RSL

Because of its statutory prerogatives (note issue
and government's bank) BSL's Commercial Banking Department
1s considered to be the most important single and private
bank operating in ILebanon. Had it not been for these privi-
leges, BSL would have been & relatively small commercial bank.
BSL's capital which was increased in 1949 to FF 300 million
i1s equivalent to LI 1.700 million; out of the Ly accepted
commercial banks operating in the country only seven Iebanese
commercial banks have a capital below LI, 2 million while none
of the foreign banks have a capital below that level.l Thus
1t is clear that it is the privileged position of RSI, which
enabled it to become the most important commercial bank in
Iebanon and to play a vital role in the cammercial banking
business providing certain central banking services such as
the bank of last resort, and the center of the clearing office.

1. The Rule Governing the Operation of BSL's
Commercial Banking Department

The operations of the commercial banking department
are regulated and defined in BSL's Statute of which the
following provisions are the most important;2

1. To discount all commercial papers including
promissory notes made to order, drafts, bills
of exchange and in general all credit instru-

ments whose maturity does not exceed 180 days.

l. For details see Table ITT Chapter IT page L7.
2. BSL Statutes, op.cit.
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To offer loans and advances on negotiable or
non-negotiable obligations guaranteed by:

a) warrants, b) deposits of money or precious
coinable metals, c¢) bills of lading to order

or to bearer and d) deposits of government
securities or other securities which are
approved by the Board of Directors of the

bank, However, the bank is not allowed to
engage in mortgage security business proper.

To open current loan accounts bearing interest.
The Board of Directors 1s given the task of
determining the maximum of such accounts which
could be extended to each person.

To accept and receive for safe keeping deposits
of money, precious metals, securities, etec.,
and to open current and fixed deposits accounts.
To tender for and sell public and private debts
issued in the form of negotiable securities and
to carry out but only for the account of third
parties the issue of all transferable securities
and the receipt and delivery of all pledges and
securities.

To carry out for individual persons or for the
public or for private institutions the collec-
tion of billls or any cash or banking business
that might be asked fram 1t,

To issue, buy, sell and negotiate public securi-
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ties, treasury bills, bills of exchange, letters
of credit, and others.

8. To undertake trading activities in precious metals.

9. To carry out for the account of the government the
cashing of public revenues and the payment of
public expenses and in a general way to help the
govermment in its financial undertakings.

10. To undertake in general all financial and banking
business in Syria and [ebanon except that of land
mortgage operations proper.

Article 3 embodies certalin restrictive provisions
upon the Commercial Banking Department during the conces-
sionary périod of BSL's Note Issue Dapartment.l

1. A1l commercial papers which are eligible for discount
must have at least two signatures accepted by the
bank and bear & maximum duration of 120 days. If
only one signature is presented, the other one
might be replaced by one of the securities mentioned
above in provision two.

2. At least half of the total amount of caommercial
papers payable in Syria and Iebanon must carry
either three signatures or two signatures and one
of the securities mentioned above in provision two.

3. Advances on securities besides those of the French

Governmment and precious metals must not exceed 60

l, Tbid.
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per cent of the market value of such securities.

The foregoing provisions indicate that the banking
business of the Commercial Banking Department of BSI is not
restricted to banking and financial institutions only but
also reaches the general public and no differentiation is
made between the two.

In many respects the provisions governing the opera-
tion of the Commercial Banking Department of RSL do not differ
from those of other commercial banks.

However, one can notice that the above stated provisions
do not provide for credit facilities to finance medium and
long term loans which would exceed 180 days. This results
in a marked lack of such types of investments which are so
esgential to the Iebanese economy.1 Normally one would have
expected from BSIL to flll the gap of medium and long term
investments in Iebanese economy rather than partieipate in
its creation and persistence specilally when we take into con-
sideration that BSI is the government fiscal agent and needs
to operate for the interest of the public and its welfare.
BSI, does not extend medium and long term loans which are
essential for development of the Lebanese economy. The fact
which reveals itself is the BSL like any other private com=-
mercial bank is motivated by its own interest and profit and
in carrying out banking activities it takes two factors into

l. In chapter IT section 2, it was mentioned that only
few foreign banks engage in medium and long term
loans (BSL not being one of them).
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consideration; first, maximizing its profit and second,
insuring an adequate solvency and liquidity of its commerecial

banking department.

2. Functions of the Commercial Banking Department of BSL

BSL has a larger volume of private demand deposits than
any other commercial bank. This, as a matter of fact, has been
one of the major complaints of the other commercial banks which
consider BSI, & strong competitor and feel that BSL which com-
mands & smaller volume of capital than theirs have been able
to attract a larger volume of private demand deposits and to
enjoy an important position in the banking system simply
because of its privileged position. 7TIn addition, the govermment
deposits give it some significant amount of cash, thus enabling
it to expand further its banking activities. It seems that
more than 50 per cent of the present banking business done
through BSL would not have been possible had it not been for
the present prerogatives which it enjoys, as the bank of 1issue
and the govermmentt's bank.

BSIL does not publish nor release any separate figures
on its private demand deposits and thus 1t is quite difficult
for an observer to follow the trends of private demand deposits
at RSL. However, it has been possible for the present writer
to compute an estimate of private demand deposits at BSL.

Around 1951 it is estimated that about 38 per cent of
the total private deposits were kept by BSL. This was due to
the privileged position and prestige which it enjoyed as well
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as to the small number of banks which were operating in the
country at that time. After 1950 the number of banks estab-
lished in Lebanon multiplied rapidly.l As a result of the
increase in the number of banking institutions private deposits
at BSIL tended to decline specially as many of the commercial
banks strove to attract private demand deposits by offering
attractive rates of interest up to about 3 per cent. By 1955
only about 16 per cent of the total private deposits were held
by BSL-2 This percentage kept on declining steadily and out
of the private demand deposits (which constituted 91 per cent
of the private deposits) in 1959 BSL had 9 per cent.3

Unlike private demand deposits, govermment deposits
at BSL have been increasing steadily at a sharp rate; from
LL 69 million in 1952 they increased to II, 145 million in
1955 and kept on increasing to LI 247 million in 1960. This
big amount of government deposit compensates BSL for its loss
of private demand deposits in the past ten years.

In following the trends 1n the advances and discounts
made through BSI, one is again faced with unavailable informa-
tion and figures which could be used flor analytical purposes.

1. Retween 1950 and 1957 the number of banks almost doubled
and between 1957 and 1960, twenty three commercial banking
institutions were established in Iebanon.

2. Mikdashi, op.eit., p. 91.

3. The estimate about the private demand deposits at RSI, was
computed in the following way: From the International
Financial Statistics, figures were obtained on government
TEPosits with BS8I,. These were subtracted from the combined
figures of government and private demand deposits published by
BSL (for Iebanon) and thus getting approximate estimates on
its private demand deposits in Lebanon.




6l

Tt has been reported that around 1950 about two thirds of

the total loans and discounts were undertaken by BSL; however,
this large volume has also tended to decrease but at a mild
and slow rate due to the increase of governmment deposits at
BSLl and to the expansion of banking business and transactions
which have been marked by & large increase in the credits and
loans advanced in the money market.

Tn concluding this section one can make the following
remarks: First, in accordance with the rules governing its
operation BSL is not allowed to deal in mortgage business.
gecond, BSL's statutes restrict 1its banking business to short
term credit in the form of loans, discounts and overdrafts to
merchantQ and thus do not make any available medium and long
term credits, advances and facilities for periods extending
beyond six months. Such a handicap as has been mentioned
previously is not in the general interest of the Iebanese
public and its welfare and development. Third, the banking
activities of BSI, when compared with 1950 have shown & signi-
ficant decline which means that the share of BSL of the total
banking activities have decreased due to the tremendous in-
crease in the number of banks operating in the country; how-
ever, the fall in the amount of loans &nd discounts made
through it have been less than the fall in the amount of its
private demand deposits. only govermment deposits with BSL

have shown & significant increase creating a considerable

1. vafi, opeit., p.l23.
2. See the increase of bank loans and discounts in table VI.
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Table ¥

GOVERNMENT 'S DEPOSITS AT BSL AND DEMAND DEPOSITS
AT BANKS 1950-1960

(In LL Million)

- s Mk - epaiiear
at BSL Banks
1950 21" 185 209.7
1951 3% 221 253.1
1952 69 232 301.5
1953 105 219 324.4
1954 116 246 362.1
1955 © 145 299 Lhh.0
1956 133 307 14140.0
1957 104 L7 551.0
1958 115 L3 558.9
1959 157 621 778.1
1960 2L7 708 955 °

Sources; International Financial Statistics,
1950-1961.

Bulletin sStatistique Trimestriel,
1950-1959.

X These figures are taken from Dr. Yafits
thesis.

o This figure 18 secured from the Ministry
of National Reonomy, Iebanon.
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cash at its disposal.

TTT. The Note Issue Department of BRSL

The Note Issue Department is distinct and independent
from the Commercial Banking Department and has separate accounts
for its activities concerning the issue and withdrawal of notes.
It was established in 1919 by the French military authorities
and was given recognition by the Conventions of 1924 and 1937.
At present its activities are governed by the Convention of
1937 and the Monetary Law of 1949.

The Note Issue Department is granted the monopoly of
issuing Iebanese banknotes which are legal tender in all the
territories of the Lebanese Republic; however the issue of
metallic and gold coins is restricted to the government
‘authorities.

Tt should be mentioned here that in spite of the
de-jure separation between the Note Issue Department and
the Commercial Banking Department there exists a marked and
close relationship between the two for the former 1is con-
stantly affected by conditions taking place in the latter

as will be shown in this sectlon.

1. Barnings of the Note Cover

The earnings of the note cover were set up by the
Convention of 1937 and divided between the Government and
BSL. However, in 1951 the Govermnment gave up its legal
right to share in these earnings because it was following
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Table VT

BANK LOANS AND DISCOUNTS 1948-1960
(In million LL)

Year Total Rank ILoans and Discounts
1948 223.6
1949 222.3
1950 280.2
1951 318.3
1952 356.0
1953 357.0
1954 402.0
1955 495.0
1956 513.0
1957 600.0
1958 613.0
1959 ' 7030
1960 996.0%

Source: Bulletin Statistique Trimestriel.

x Secured from the Ministry of National
Economy, Iebanon.
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a monetary policy which aims at increasing the gold reserve

in the note cover, and as the gold does not yleld any earnings
to the Note Tssue Department those earnings declined a great
deal and thus led the Govermment to abandon its share of it

since it was responsible for this decline. (See table VII)

2. The Note Cover

Tn accordance with the Monetary Convention of 1937
the Iebanese pound was linked to the French franc. Durlng
World war IT, the Iebanese pound was linked to the sterling
and it was not until the enactment of the lebanese Monetary
1aw of 1949 that the pound acquired a separate and distinct
status.l _This 1aw stipulated that a 100 per cent cover for
the Iebanese pound should be maintained of which at least
50 per cent should be kept in gold and foreign exchange.

Ever since the [aw has been put in practice the Govermment

has been constantly instructing BSL to buy gold in order to
increase the gold reserve in the note cover, which thus in-
creased from 2 per cent in 19,48, the year before the issue

of the Law to 92 per cent by the end of 1960 (see Table VII).
This tremendous increase in the gold reserve has been possible
because the country has been dnjoying annual surpluses in

its balance of payments with which it has purchased gold.

Another interesting feature of table VIIT is that
since 1954 there has been no foreign currencies in the note

cover. This is because BSL has been instructed by the Govern-

1. For further detalls refer to chapter I, page .
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Table VII
GOVERNMENT EARNINGS OF THE NOTE ISSUE DEPARTMENT

Year Amount in LL
1948 138.811
1949 70.175
1950 1L.225
1951 -

gource: Bulletin Statistique Trimestriel

ment to buy gold with all the foreign exchange avallable in
the cover. Thus at present there 1s only gold and & very
small percentage of govermment obligations in the note cover.
This shows the policy of the Government which alms at backing
the ILebanese pound with the maximum amount of gold in order

to surround it with confidence and strenth.

3. Non Supervised Activities

BSI is under no obligation to buy or sell gold at
fixed prices and its gold purchases are determined on &n
ad-hoc basis by the Stabilization Fund.1 In December 1960
the Government instructed BSL to buy gold in order to

increase further the percentage of gold reserve in the cover

1. The Stabilization Fund was established in 1949 and
it provides a consultative framework between the
Government and BSL.
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Table VIIT
GOLD AND OTHER ELEMENTS IN THE NOTE COVER
(In thousand pounds)

Year Currency Gold % Foreign government &
in Ccircu- Exchange Obligations
lation

1948  185.000 3.707 2 123.573 67 57.720 31

1949  168.000 L2.496 25 38.576 23 86.928 52

1950 196.000 70.345 36 27.655 1l 98.000 50

1951  208.000 92.992 L5 13.280 6 101.728 L9

1952  200.000 109.179 55 - - 90.821 45

1953 205.000  126.689 62 6.566 - T1.745 35

1954  242.000 218.534 90 - - 23.466 10

1955 266.000 252.823 95 - - 13.177 5

1956  333.000  264.102 79 - - 68.898 21

1957 356.000  308.736 87 - - I47.26l 13

1958  399.000 308.736 77 - - 90.26l 23

1959  400.000 242.158 86 - - 57.842 1

1960 L437.000  399.000 92 - - 32.000 8

gources: Bulletin Statistique Trimestriel

BSL gierciae

gentral 0office of statistics

x Secured from the Ministry of National Economy,
Iebanon.
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and BSL bought 500,033 ounce and the percentage of gold
increased to 92 per cent. The gold was bought from the
markets of London and Switzerland at $35,79 per ounce and
thus the RSI paid $17,882 million or the equivalent of

LL 56,239 million for the total amount of gold. If the
same amount of gold had been bought from the Federal Rank
of America at #35,23 per ounce the whole deal would have
cost LI 55.119 million and thus & sum of LL 1.119 million
would have been aaved.l The lack of adequate government
control and supervision upon such transactions increases
the costs of purchasing gold to cover the note.

There is a significant degree of flexibility in the
circulation of notes due to the ability of BSIL to transfer
eligible assets (reserve de couverture) from the Banking
Department to the Issue pepartment against the issue of
bank notes which would enlarge its private cash funds.

Thus the note circulation could be expanded beyond its size
without any change in the rules governing the note cover and
this means that the governmentt!'s ability to supervise the
Tssue Department does not equip 1t with any efficient means
to carry out its monetary poliey. The Government can only
supervise the correct application of the rules governing

the note issue but has no other rights whatsoever to inter-

fere with any other aspect of the BSL's business.

1. Raymond Bdde, Al-Anwar (Beirut, January 13, 1961).
--=- Debate in The Lebanese Parliament, January 1961.
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TV. Some Aspects of BSL &s a Central Bank

BSL is not a central bank, but has obtalned prero-
gatives which enable it to perform certain functions of
central banking. The Convention of 1937 has given BSL the
sole monopoly of note issue and the privilege of being the
government fiscal agent and as such BSL has & superior posi-
tion and a special monetary role to play in the Lebanese
banking system of which the rest of the private commercial
banks are deprived. As the govermment bank, BSL keeps all
the govermment deposits and since these are kept in the form
of demand deposits in order to allow the govermment to draw
from them at any time it wishes, the interest earned on these
deposits 1s 1 per cent. This 1s consldered to be a low rate
of interest specially when it is compared to the rates offered
by the other commercial banks in Labanon.1 In addition, all
loans and advances to the government are made by BSL.

RSIL's dual character in some respects as a central
bank and in others as & commercial bank operating under the
profit motive has & direct bearing on the functioning of
the banking system in general and on BSL 1tself in perticular,
Thus the functions of central banking which BSL assumes are
carried out only to a certain degree. Most foreign banks

do not resort to BSL in times of need because they belong

1. Most of the commercial banks in Lebanon pay 3 per
cent on demand deposits.
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to larger institutions and always seek help from their head-
gquerters. Very few of them resort to and cooperate with BSL
in periods of difficulties and those &re the French-owned

banks which find in BSL 21l the assistance and help they
desire. Among the national banks (Arab-owned) only the

larger ones are able either to resort to their main centers

for aid or to refrain from seeking help by keeping an abundant
amount of cash at their disposal. The rest of the national
banks appeal to BSL for assistance 1ln perlods of crisis because
they have no other choice.

BSI, offers certain functions and services in its role
as a central bank among which the following are worth mentioning:

BSL undertakes overdraft services which are extended
for a period as long as 360 days; however, loans are sub jJect
to call after ;5 days' notice. Such a treatment is incon-
venient to bankers because they can never predict when BSL
would call back the loans.

Another service is the rediscount facilities which
are offered in accordance with the provisions governing its
operation. It should be noted that the discount operations
of BSIL are of particular importance, because through this
function BSL 18 expected to restrict or extend the supply
of eredit in the country. However, because BSIL 1s a competi-
tive institution, unlike central banks in general, it is
unable to play this role efficiently. Bust as many banks
rediscount with it, it practises a certain degree of control
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over the volume and quality of credit. Such & control 1is
carried out by restricting the qualities of bills eligible
for discount. The rediscounts to be eligible must carry
three signatures and their maturity is up to 120 days when
they are held in the Banking pepartment and 90 days when
they are kept in the Tssue Department and banks in general
prefer this treatment with regard to rediscount of bills to
overdrafts. This partly explains why rediscounting services
by BSL to the commercial banks have increased & great deal.l
Another reason for the increase in rediscounting services
though BSL is due to the increase in government deposits in
its bank. Table V shows that government deposits at BSL
have increased from LL 69 million in 1952 to LI 157 million
in 1959, to LL 247 million in 1960.

There 1s no official rediscount rate by which BSL
must abide and this makes BSL the only judge of the quality
of bills acceptable for rediscount. The trade bllls are
studied in each separate case and BSL is in a position of
quoting rates according to the quality of the paper which
is offered to it.

As a result, the private commercial banks can never
know ahead of time what sort of assistance and aid RSL 1s
willing and intending to provide them and this 1s one of

the main complaints of the commercial banks which need to

1. Yafi, OE.oit., Pe 126.
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resort to BSL at certain difficult periods but are never
sure of the type and kind of assistance they are likely to
expect.

As Table TX shows, the discount rates have been
lowered from 7 per cent in 1949 to about 6 per cent in 1953
and since then the rates have been fluctuating between 5 and
6 per cent. It is noticed that BSI does not change the dis-
count rate in accordance with the public interest as a
central bank would do because of 1ts commercial status which
forces it to operate under a profit motive, Thus the discount
rates were higher in periods of crisis contrary to what they
should have been. If BSL were & real central bank it would
have lowofed the discount rates during such periods in order
to stimulate investment. Thus in 1956 a period of crisis
the BSL discount rates were similar to those of 1955 while
in fact they should have been lower to induce business
activity which was showing signs of contraction. The same
applies to 1958, & period of internal crisis where the
discount rates were even higher than those of 1957 while
in fact they should have been lower to prevent contraction
in business and to stimulate expansion of ecredit.

Besides overdrafts and rediscount facilities RSL
offers inter-clearing services and that is why many banks
keep a significant amount of cash with it. Table X shows
the tremendous increase in the clearing services whiech have

taken place through BSIL since the Beirut clearing office
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Table X

NUMBER AND VALUE OF CLEARINGS IN THE BEIRUT
CLEARING OFFICE

1943-1960

Year Number Value

1943 5.610 52.381
1944 6.934 6L.697
1945 8.746 116,611
1946 7.886 90.971
1947 9.728 140.263
1948 15.778 261,737
1949 20.387 275.791
1950 27.328 363.925
1951 34.845 552,701
1952 46.763 722. 06l
1953 65.575 574.523
1954 101.360 639.506
1955 154.476 925.680
1956 220.592 1.221.850
1957 278.061 1.454.183
1958 285.221 1.369.735
1959 }§11.280 1.940.675
1960™ 536.351 2.2217.720

Source: Bulletin Statistique Trimestriel.

x Secured from the Minlstry of National Economy,
Lebanon.
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started to function in 1943. However, because BSL can
neither dictate nor manage the reserve of commercial

benks it is not in a position to control the money supply
in the country as & central bank would normally do and 1t
exercises only & limited degree of eontrol in that respect
through the limitation of qualities of bills eligible for

discount.



Chapter IV
CRITTCAL APPRATSAL OF THE BSL PRESENT CONVENTION
AND FUNCTIONS

At present BSL's prerogatives which enable it to
perform certein central banking functions are practlced
in accordance with the Convention of 192l (as amended in
1937) and the Lebanese Monetary Law of 19&9.1 The former
granted BSL the monopoly of note issue and the privilege
of being the government's bank and its fiscal agent. The
latter laid down the rules governing the note cover.

No doubt, the above mentioned Convention was enacted
and signed by the Iebanese Govermment in the belief that 1t
will be beneficial for the monetary and economic development
of the country and safeguard the evolution of the monetary
and banking system. Thus BSL was granted a very special
and important position in order to carry out and facilitate
the achievements of the governmentts policy which aims at
the welfeare of the Lebanese public in general. However,
after 37 years of experiences and tests there have developed
gtrong beliefs and tendencies for replacing the 1937 Monetary

convention as it expires in 1964 by & new national central

1. See chapter I for & summary of the main provisions
of the 1937 Monetary Convention and the ILebanese
Monetary Iaw of 1949.

79
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bank which would serve the interest of the [ebanese public
more effieciently. The BSL which 13 essentially a private
commereial bank motivated primarily by profit and the interest
of 1ts shareholders is not in & position to operate as a
real central bank whose main objective is the welfare of
the publiec.

This chapter will be devoted to a critical appraisal
of the BSL convention and functions in Lebanon and a demon-

stration of its inability to operate as a real central bank.

TI. Weaknesses of the BSL Convention of 1924

There are ma jor weaknesses which characterize the
present BSL convention and dominate its operation and activi-
tiea to the detriment of monetary poliey in the country.

This section will expose these weaknesses and appraise

ecritically their effects and consequences.

1. Obsolete 1in terms of Present Conditions

At present the first weakness of the BSI Convention
is that in general it does not suit the present monetary
conditions in ILebanon which have developed & great deal
since the convention was deelared. The monetary and banking
conditions which were prevailing 35 years ago and according
to which the convention was 1ssued are very different from
what they are at present. This is due to the basic evolu-
tion and development of the Iebanese economy in particular

and to the changes in the world situation in general.
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when BSL was first allowed to function in 1924 and
later in 1939 as a central bank in addition to its commercial
banking activities it was permitted to do so because of the
vital need for a central bank which would guide and assist
the development of banking activities and operations, provide
for the issue of notes and their withdrawal from circulation,
and finally act as the government bank and its fiscal agent
in the country. At that time (1924 and later 1939) the
Lebanese banking and monetary system was in its early stages
of formation and development which required all sorts of
technical assistance and services; thus the RBSL conventlon
was found to be an appropriate and suitable short-run solu-
tion as none of the national banks was in a position to
assume such & serious role and as the government lacked the
necessary experience to establish a national central bank.
In 192 when the first convention was signed there were
practically no national banks operating in the country and
when the same convention was renewed with some modification
in 1937 none of the national banks was able to take over
from BsL.l But now, things have changed a great deal and
the Lebanese economy and its monetary system are different
from what they used to be while the BSIi's Convention and

its structure and functions are still the same, &as they were

1. Lebanon at that time was under the French Mendatory
system which favored the BSL convention and operation
in the eountry.
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in 1924. The number of banks operating in the country has
increased from about fifteen in 1937 to more than eighty
banks in 1961 and Lebanon has become the most important
center for financial transactions in the area. Also the
ILebanese monetary policy which was of no significance in
the past has become an essential and vital weapon which
could be directed towards the welfare of the public. Thus
it is not in the interest of the Lebanese economy and its
developing monetary and banking system to allow & commercial
bank which is motivated by profit to function at the same
time as & central bank. Such a situation has led BSL to
compete at a comparative advantage with the other banks
causing the lack of harmony and coordlnation in the banking
system. The special position of BSL which was accepted at
one time can no longer continue becuase the country needs

a real central bank which will be motivated by the interest
of the public, supervise and direct the activities of the
banking institutions, and facilitate the development of the

monetary andbanking system.

2. The BSL Convention is Detrimental to the Applica-

tion of Monetary Policy

Article L of the 1937 Convention stipulated that the
Note Issue Department should be independent and separate from

any other department of BSL.l However, no guerantee has been

1. Al-Jaride Al Rasmiah (The (0fficial Gazette), op.cit.,
pp. 1294-1304.
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enacted o ensure the effective application of this article
and as a result there has always been close and noticeable
relationship between the Banking Department on one hand and
the Note Issue Department of RSI on the other hand and the
latter has constantly been affected by the liquidity of the
former. Thus whenever the Banking Department of RBSI is short
of cash, eligible assets move from the Ranking Department to
the Tssue Department against the issue of additional notes
which would increase the private liquidity of the BSL Banking
Department. Thus BSL is in a position to expand the notes

in circulation beyond its size in order to increase its
private liqulidity and therefore expand credit. Should this
happen during an inflationary period when the govermnment'ts
policy aims at contracting credit the activity of BSL will
hinder the application of the governmentts monetary policy
and neutralize its effect.l Tn fact this implies that the
monetary authorities cannot interfere effectively in the
market in favor of the public interest since their efforts
will be reduced by the BSL activity to increase its liquidity
and expand credit to its customers and thus increase its
profit. In more developed countries the governments count

a great deal on their monetary policies in order to direct

and stabilize the economy, and for the achievement of that

1. For a detailed analysis on the ability of BSL to
neutralize the govermmentt's budgetary policy refer

to Yafi, op.cit., pp. 142-145.
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aim they instruct their central banks to carry out certain
activities in the money market. 1In Lebanon the case is
gulte different due to the present RBRSI Convention which
deprives the country from the benefits and usefulness of

an efficient and practical monetary policy.

3. The Lack of Control and Supervision

The ILebanese govermment could have prevented the RSI,
from carrying activities which are detrimental to its mone-
tary policy had it not been for Article 22 of the 1937 Con-
vention which stipulates that the government has no right
whatsoever to interfere in the BSL's affalrs besides its
right to supervise the rules governing the note 1ssue,l
This lack of governmental control and supervision over RBSL
is an inherent weakness which dominates the convention and
gives BSL & free hand in functioning and operating according
to 1ts own intereat without any regard to the govermment's
mone tary policy and the current economic conditions in the
country. It is quite amazing that the convention which
granted RSI wide and important prerogatives should con-
comitantly deprive the govermment from practicing any sort
of control upon BSL's business and operation. For in fact
this means that the government has offered BSI & complete
and absolute autonomy to take advantaée of its privileges

in the monetary and banking system and to do business in the

1. Al-jJaridah Al-Rasmiah, op.cit., pp. 1295-1299.
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best way that would accomplish the aims of its shareholders,
A remedy for this situation becomes very urgent if the
government should need to manifest its authority and inter-

fere in the banking business to safeguard public interest.

IT. The BSI Functions in the Test

The primary criterion by which the functions of RSL
are analyzed and judged is the fulfillment of its obligations
and the execution of its services as a central bank operating
in accordance with the Convention of 1937, which granted RSL

some important aspects of a central bank,

l. BSI as the Bank of Tssue

Among all its functions as a central bank RSL fufills
its obligation und performs its duties as the Bank of Tssue,
best. The Issue Department undertakes the issue of Lebanese
banknotes as the Lebanese government deems it necessary. Tt
is also confronted with the task of withdrawing notes from
circulation which it conducts efficiently. This function of
BSL 1s well achieved except that it has not kept the Issue
Department separate from the Commercial Banking Department
as was stipulated in Article L of the 1937 convention.l In
general BSL's particular services as the Bank of Tssue have
been of benefit to the country particularly at the early
stages of development when the Conventions of 192l and 1937

1. See pages 82 and 83.
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were signed. However, it should be mentioned that in
return, BSL has gained and acquired some prestige among
the other banking institutions due to the monopoly of note

issue which it en joys.

2. BSL as the Government's Bank and its Agent

BSL's prerogatives include its function as the govern-
ment's bank and its fiscal agent and therefore all government
deposits are kept with BSL. But these deposits which are
kept in the form of demand deposits are treated at a dis-
advantage as far as the rate of interest paid on them is
concerned; while all the other commercial banks pay a rate
of interest of about 3 per cent on demand deposits BSL pays
only 1 per cent on the govermment demand deposits. On the
other hand, whenever the governmment obtains a loan from BSL
it is charged a rate of interest ranging between 2 and l per
cent. Although the Convention of 1937 allows the govermnment
to obtain loans from other commercial banks provided the
terms of the loans are better than those offered by BSL,
none of the other commercial banks are in a position teo
compete with the Rank of Tssue and the Government's Bank
and therefore all government loans are channeled through
the BSL.

BSL 1s the fiscal and financial agent of the govern-
ment; thus 1t provides certain services without any charges
for the govermment such as payments to public branches and

transfers of funds between I[ebanon and the rest of the world.
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These services have been beneficial to the government.

As the governmentt!s financial agent BSL 1s expected
to operate in harmony and coordination with the government's
monetary policy, but because it is motivated by profit and
the interest of 1ts shareholders it has not always been able
to do so. This is because in periods of difficulties and
erises BSL assumes its own private policy which safeguards
the interest of its shareholders.

Thus during the Suez crisis which had direct bearing
on the Lebanese economy, the government's policy aimed at
curtailing the contracting tendencies in the economy by
encouraging expenditure and the extension of credit, but
BSI, was inelined to follow another policy of contracting
its credit in order to protect the interest of its share-
holders, and this 1s indicated by its discount rates policy
which instead of being lower in periods of crisis to prevent
the shrinking of economic activity were increased signifi-
oantly.l

The same applies to the Lebanese internal crisis of
19568 whiech led to a general slow-down and contraction in
the economic activities in the country. The rate of invest=-
ment and the extension of credit fell sharply and the whole
position of the Lebanese economy was threatened. Again BSL
assumed its own poliey of contracting its credit to protect

the interest of its shareholders. Available statistics show

1l. 8ee Table TX.
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that BSL instead of lowering its discount rates (as central
banks usually do in periods of crisis to encourage the ex~
tension of credit) it raised them from 5.36 per cent in
March 1957 to 5.75 per cent in 1958?' Such a policy which

is followed by BSL in periods of economic fluctuation protects
the interest of its shareholders and safeguards their funds
and capital from any possible risks. This would have been
accepted if BSIL was a simple commercial bank with no other
obligations; however, this is not the case for BSL operates
as & central bank and therefore should take into considera-
tion the government's monetary policy and the interest of
the public. As & matter of fact BSL functions in favor of
the banking system within narrow limits and that is when it
rescues the banks which become short of cash in periods of
erisis. TIn general, any monetary policy followed by the
government cannot be very effective and fruitful as long

as BSL, as & central bank, does not function in harmony
with it. Here one feels the vital and urgent need for
ecreating a new structure which would operate and function
primarily and mainly for the public interest and 1n complete
harmony with the govermment's polley. The chance for estab-
1ishing a new structure is not far fram reaching and only

goodwill and intentions are needed.2

1. International Financial statistics, op.cit.

2. The chance for changing the present structure will
come in 196l when the BSL convention expires.
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3. BSL as & Banker's Bank and Supervisor

As a bankers! bank BSL functions by offering rediscount
and overdrafts services on one hand, and, by opening lines of
credit to other banks on the other hand, However, such opera-
tions undertaken by BSL are quite limited in scope due to its
dual character as a commercial bank doing business on a
profit basis and as & bank which assumes certein central
banking functions. Only some of the private commercial
banks cooperate with BSL and seek to receive its help during
periods of difficultles while the majority of the other banks
refrain from seeking 1ts assistance. As was mentioned earlier,
the forelgn banks prefer to resort to their headquarters for
any sort of ald and the big national banks consider BSL &
gserious competitor and try to have the minimum relations
with 1t.t

Tt 1s interesting to mention here that some of the
national banks prefer to remain abundantly liquid rather
than resort to BSL in difficult periods. Under such condi-
tions RSL does not play a very significant role as a bankers!
bank and it is not in a good position to control and super-
vise the activities of the banks in general as central banks
do.

1f BSI were not a privete commercial bank motivated
by profit end if 1its benking business were restricted to
the banking institutions and the govermment only then BSL

1. Business regislation in Lebanon, op.cit., pPP. 28-30.
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would have been able to supervise the activities of the
commercial banks and probably all of them would have con-
sidered it as the benk of last resort, and would have sought
its help and assistance. But as long as BSL is a competitive
institution 1t makes a great difference for the other banks

which would always try to avoid resortlng to it.

TTT. Some additional objections to BSL

There are some basic objections to BSL which make its
presence and functioning in the country undesirable. These
ob jections, in addition to the above mentioned weaknesses
and disadvantages of the Convention demonstrate the necessity
of changing the present BSL Convention and structure al-

together.

1. BSL's Dual Character

As & commercial private bank operating under a profit
motive and the interest of its shareholders BSL cannot play
its role as a central bank whose main policy and aims are
directed towards the interest and welfare of the public,
and the cooperation and coordination with the government's
fiscal and monetary policies particularly in perlods of
difficulties and crises.

The dual character of BSL as & cammercial banking
institution motivated by profit and as & bank pertaining

certain central banking functions dictates upon BSL &
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special poliey which is not alweys in the public interest.
This is because BSL 1s constantly inclined to maximize 1its
profit and safeguard the investment of its shareholders.
Therefore, it is bound %o follow & policy which is different
from that followed by the government whenever the interest
of 1ts shareholders and those of the public are in conflict.
This means that the govermment and its "fiscal and monetary
agent" do not always work in harmony particularly in periods
of economic expansion and contraction, because while the
government will be trying to expand credit in periods of
economic contractions the BSL in order to safeguard the
interest of its shareholders will be restricting credlt.
on the other hand while the government will be trying to
restriet credit in inflationary periods, the BSL seeking
the maximization of its profit will be expanding credlt.
such a situation does not provide an adequate environment
for the government to fight inflationary and deflationary
tendencies in the economy.

Thus it becomes obvious that BSL lacks the basic
and preliminary elements to act and operate as & central

bank.

2. The BSIL Represents foreign Interests

RS was first esteblished in 1919 by & French military
decree and its 192l and 1937 Conventions were signed during
the French Mandatory period. At present it is a French

corporation whose headquarters are in Paris. The position
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of RSI &s & central bank and a cammercial bank, might have
been accepted under the French Mandatory System as most of
the economy wes under French control, but in the period of
independence this condition should not last any longer.
Being a French corporation BSL represents French interest
and therefore it might be tempted to follow certain policles
in its capacity as a central bank which would be deleterious
to the ILebanese economy. In other wards, BSL could restrict
or expand credit, increese or decrease the note in circula-
tion in accordance with the interest of its shareholders.

Tn addition, it has been noticed that in periods of crisis
and difficulties it favors and assists quickly the French
banking institutions while it might be reluctant to aid

the other national banks which consider it the bank of last

resort.

3. Some Results of the BSL's Prerogatives

The BSL's privileges and special position have led
to serious consequences which are rooted in the ILebanese
monetary and banking system. Chilef among these are the
lack of harmony and cooperation between the banking institu-
tions as most of them consider BSL & dangerous competitor
and try not to seek its help and assistance. Another conse-
quence is the absence of effective and constant cooperation
between the government on the one hand and the BSL on the
other hand as far as the former's policy and the latter's

interests are concerned. A further conseguence which affects
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the BSL itself 1s the fact that although the BSI, commeénds
a small capital it has been exercising a large volume of
business activities which would not have been possible had

it not been for its privileges and prerogatives.

IV. The Monetary Policy 1n Lebanon

This section is devoted to the study and appraisal
of the Iebanese monetary policy whose application has been
constantly affected by the BSL's structure and operations.
Monetary policy which is a constructive and basic weapon
used for the development and progress of the economy has
not been utilized in Lebanon due to the absence of a real

central bank.

l. pProblems and Obstacles facing the Formation of

Monetary Policy

Among the mein obstacles which hinder the formation
of a sound monetary policy in Lebanon is the institutional
framework of BSL. This is so because its dual character
has deprived it from supervising and directing the business
of the other commercial banks and has led some of those
banks to refuse to cooperate with it. Tn as far asg 1its
banking business 1s concerned, BSL is free from any sort
of governmental control and thus it is free to follow the
pollicy which best serves the interest of its shareholders.
This situation has prevented the govermment from acquiring
the right and adequate central banking institution which
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would be in a position to adopt and carry out its monetary
poliey in accordance with its endowed power and prestige
in the banking system. BSI does not operate mainly for
the public interest and hes no control over the banking
system and therefore it is not the right institution which
could execute the govermment's monetary policy. As a matter
of fact in periods of cerisis BSL is inclined to operate
contrary to the govermmentts policy and reduces its effects.
In addition to the above mentioned obstacles there is
a serious problem which must be taken into conalderation in
any study of the ILebanese monetary pollicy. This is the
problem of unavailable statistics. At present the government
does not possess any sufficlent insight or adequate informa-
tion about the essential aspects of the economy. The infor-
mation whieh is usually collected and published by central
banks in other countries is unavailable. With the exception
of the information published on a voluntary basis in the
"Bulletin Statistique Trimestriel" which gives monthly
figures about banking conditions, there is no other statis-
tical survey of the banking system. However, these figures
are not of much use for analytical purposes as they consist
of total deposits and total advances and discounts without
any breakdown. Under this condition no clear picture of
the Lebanese economy 1s provided and thus it becomes very
difficult to form an appropriate economic and monetary
poliecy based on exact and tangible information and figures.

Thus a remedy for this situation is necessary and an effi-
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cient solution is urged in the light of the development of
the monetary and banking system in the country. If reform
and constructive measures were not possible in the past, at
present the government has at its disposal an extremely
adequate and appropriate chance namely the expiration of
the 1937 Monetary Convention in 1964 which will end the
prerogatives and undesirable position of BSL. Such e&n
opportunity should be utilized and a real central bank
should be established.

2. Aims and Practical Application of Monetary Policy

in Lebanon

After discussing the obstacles and difficulties facing
the formation of & monetary policy in Lebanon it will be
useful to go further and discuss the aims and ob jectives
which the govermment tries to achleve in terms of monetary
policy and how far it has been successful in carrying out
its monetary policy in the general atmosphere of freedom
and the absence of govermmental control which characterize
the Iebanese eoonomy.l

Among the first ob jectives of the govermment is the
guarantee of an adequate liquidity and solvency for the
banking system in general so that in periods of erisis and
difficulties the banking institutions do not find themselves

short of cash. However, due to the obstacles which face the

1. The ILebanese monetary policy i1s discussed in Keesing,
op.cit., pp. 17-22, and Yafi, op.cit., pp. 146-149.
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formation of monetary policy and due to the absence of a
general banking law regulating the banks' reserves the
government has not been a&ble to achieve this aim fully, and
whenever necessary it instructs BSL to rescue the needy banks.
Actually most of the banks arrange on an individuel basis to
remain on the safe side with an adequate liquidity. However,
the risky investment which some other banks undertake in
order to increase their profit is definitely not in favor

of banking liquidity and solvency.

Another aim of monetary policy is that of ensuring
economic stabllity through the elimination of internal and
external cyclical fluctuations. Iebanon which 1s essentially
a free trade country has practically no business cycles of
its own, and its ups and downs are imported from outside.

The country deals in international trade to a great extent
and thus it becomes wvulnerable to international business
eycles. Again, as was mentioned previously in this chapter
the BSI, does not follow & counter cyclical policy because
it 1is motivated by profit. The achievement of economic
stability in the country needs the determination of the
government to achieve such a policy and the establishment
of a new central banking organization which would work for
its success.

A further aim of monetary policy is the stabllity of
the exchange rate. At present the Lebanese pound has two
rates, an official one which is of no practical significance

and a free market rate which is used for all business trans-
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actions. The govermment's policy aims at stabilizing the
free market rate which is allowed to fluctuate only within
small limits. TIn 1956 the govermment's policy was not to
allow the dollar to fall below LI 3.20 and the exchange
stabilization fund was instructed to buy dollars in the
market whenever the dollar tended to fall below that rate.
However, since 1957 the dollar rate has been fluctuating
between LI 3.16 and LL.3.11.

A fourth aim of monetary policy is the development
of the economy in general and for that aim the government
has established a Development and Planning Board in order
to study and advice the various progrems which could improve
the economic conditions in the country. So far the govern-
ment has not actually used the monetary policy for economic
development purposes and this seems to be due to the absence
of practical and efficient means and instruments of monetary
policey.

Tt is very likely that the govermnment would have to
resort to inflationary measures in order to carry out its
economic development policy. This is because the govern-
ment's deposits at BSL are not sufficient to finance all
its programs and plans. Although inflation might achieve
economic development such & policy should be resisted at
present due to the lack of adequate means of controlling
inflation and keeping it within reasonable limits.

From what have been discussed above one can see that
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the government has not achieved the aims of monetary policy
fully. This might be partly due to the fact that it is
ill-equipped with the necessary measures and lnstruments

of monetary policy and therefore 1s unable to achieve these
aims efficiently. The solution for such a situation seems
to 1lie in the obstacles facing the formation of monetary
poliecy in Lebanon, chief among which is the necessity of
establishing a real central bank which could supervise amd
control the monetary and banking system and act as an effi-

cient monetary agent for the government's policy.



Chapter V

TOWARDS A CENTRAL BANK FOR LEBANON

This chapter is devoted to & study of the remedy for
the undesirable situation which was created by the BSL's
dual character in the monetary and banking system. This
suggested remedy is mainly the establislment of a new
national central bank which will operate and function in
accordance with the public interest.

With that respect, it is worth mentioning two approaches
to monetary and banking reform in Lebanon. The first is that
of Mr. Keesing who believes that Lebanon should develop its
statistical departments and should acquire a higher degree
of statistical information before it undertakes measures of
monetary reform. This approach is based on the belief that
the country lacks accurate statistical information about
the monetary and banking system and therefore it is not in
a position at present to carry out effective monetary reform.
The second approach is proposed by the ILebanese economists,
pr. Talha vyafi and Professor Paul J. Klat who believe that
although the country lacks accurate statistical information
about the monetary and banking system, the government should
go ahead and carry out its schemes of monetary and banking
reform which are so essential to the development of the

country. This approach is based on the belief that monetary

99
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reform could be achieved simulteneously with the gathering
of statistical informeation and therefore Lebanon should not
delay its plans of monetary reform until the development of
statistical information for the latter could grow with the
execution of the fonner.l

section I of this chapter presents & manifestation
of the urgent and vital need for a real central bank.
gection IT discusses the various proposals for the forma-
tion of & central bank which would replace the BSL in 196l.
gection ITT deals with some of the organizational problems
of the proposed central bank, and Section IV exposes its

expected achievements.

T. The Need for a National Central Bank

As was previously shown in this paper, Iebanon has
no central bank of its own and its bank of issue, the BSL,
which exercises same central banking functions is quite
different from & real central bank. The BSL is a commercial
bank motivated by profit and the jnterest of the shareholders,
i1t engeges in commercial business activities and competes
with the other banks in the market. Also, it accepts

deposits and grants advances and loans to private customers

1. This approach 1s the normal procedure which has been
adopted by other countries where monetary and banking
peform have been carried out. It is interesting to note
that decree Iaw 154 of July 1959 which created the Mone-
tary and Ranking Board visualized implicitly the second
approach which is unquestionably the more logical and
practical. :
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in addition to banks and the government. These functlons
of the RSI have led to a lack of cooperatlon and harmony
among the banking institutions, created an unorganized money
market and hindered the formation and application of an
effective monetary policy and reduced its effect. Such
results are obviously expected when the country lacks the
adequate and proper central banking organization which
brings about the desired harmony in the operation of the
banking institutions, organize the money market and ensure
the success of the govermment'!s monetary policy. Thus, the
present situation must be corrected and the right solution
is the establishment of a central bank whose motives and
operations are different from those of the BSL.

Unlike the BSI, the new central bank must neither
perform ordinary banking business nor campete with the other
commercial banks. It must not accept interest bearing deposits
or grant loans and advances to private customers., It must
always be motivated by the public interest and must never be
swayed by the profit motive. 1Its activity should not be
like the commercial banks; to earn and seek profit for its
shareholders, but to safeguard the stability of the monetary

1

and credit system of the country. Such a wide difference

between the activities of the BSI, and those of the propomed

l. 8.N. Sen, Central Banking in Underdeveloped Mone
Markets (cEIEEffE?"B33EIéﬁE‘fIﬁIfEHT"IQSZTT'§§T'¥-12.
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new central bank indicate the urge for the creation of the
latter and the abolishment of the former.

The need for the creation of & new national Central
Bank emerges from the belief that Lebanon is an independent
country whose govermment is mainly concerned with the wel-
fare of its citizens and the progress of the country. The
BSI, convention and functions have led to serious problems
in the monetary and banking system which are detrimentel
to the interest of the public and the govermnmentt!s policy.
Thus it becomes essential that a new central bank be estab-
1lished not only to remedy the defects created and left by
RSL but also to work for the achievement of a better monetary
and banking system in the country and to direct and protect
the development of the economy in general.

Tn addition the Central Bank would bear good results
by gathering important statistical informetion which are
unavailable at present. Through its rcle as a director
and supervisor of the commercial banks it would collect
and publish figures and information on the conditions of
the monetary and banking system which would enable the
government to build up sound economic and monetary policies
besed on facts and not on estimates. Tt will also provide
the financial experts with adequate figures for analytical
and constructive purposes.

Besides the vital and essential need for the estab-
lishment of a Central Bank, it is worth stating a general
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rule which has been adopted by almost all sovereign countries
in the world today and which applies to the Iebanon as well.
Basically [ebanon is an independent country and therefore
i{ts esteblishment of & national central bank is & "symbol

of the country's economic independence“,1 and its abllity

to manifest its authority in the monetary and banking system
and to play its role in the development of the economy with-
out any foreign influence or pressure which might delay or
hinder the achievement of its policy. This general rule 1is
an acknowledged right which has been utilized by almost all
countries end recently by many of the neighbouring Arab

countries.2

IT. Alternative Proposals for the Establishment of a

central Bank in Lebanon

1. The unsound Proposals

Among the first unsound proposals which have been
suggested (probably by agents of BSL) 1s the prolongation
of the present B3SL conventlon with some modifications which
would meke it more acceptable to the government and the
public opinion. Regardless of the argunents for or against
this offer such a proposal should be ruled out completely

1. Ibido, Pe 5.

2. In the past ten years Egypt, Iraq and Syria have
established central banks of their own.
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because it will maintain and allow the organizational
structure of the BSL to presume its functlions in the country
and this means the continuation of the BSI defects and dis-
advantages in the monetary and banking system. The main
objection against BSI, as a Central Bank is the fact that

it is a commercial bank operating for the interest of its
shareholders and motivated by the maximization of its profit.
No matter how the RSL convention of 1937 could be changed,
altered and modified it will still retain the RBRSIL's dual
character which can never function in accordance with the
public interest. TIf for no other reason that proposal should
be re jected. The proponents of this proposal have tried to
give some standing to their arguments by maintaining that
BSL's experience gnd ablility to run the Iebanese monetary
affairs would not be available should the govermment decide
to establish a new Central Bank. The answer to this argument
is that first of all BSL's experience (which is not necessar-
ily adequate because it has not performed a full and complete
role of a central bank) is not indispensable for the estab-
lishment of a new (Central Bank. The experience could be
acquired by the Central Bank when it starts to operate and

it should never stand as an obstacle for its creation par-
ticularly as the government could rely on Iebanese monetary
experts and bankers who are familiar with the TLebanese
monetary affairs. Besides, the govermnment could make use

of the RBRSI experience (if it deems it necessary) without

the need of prolonging its convention and that is mainly
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by attracting highly qualified personnel who are working
for BSI &t present, and induce them to work for the Central
Rank by offering them better terms and salaries. Thus the
government could make use of the BSI, experience together
with the knowledge of the ILebanese monetary experts. The
experience of BSL in the Lebanese monetary affairs is of

no significance to the country unless it is directed to
serve the interest of the public and not those of its
"gshareholders."

Another proposal offered by those who oppose the
establishment of & new national Central Rank, is the ILebanl-
zation of BSI, which is in fact partial nationalization.l This
plan implies that the government should own more than 50 per
cent of the BSI, stocks and thus command control upon its
policy and activities. Thus the government would gain the
experience offered by BSI and at the same time would super-
vise 1its activity. Again this suggestion 1s re jected on
the ground that BSL would remain fundamentally & commercial
bank motivated by profit and as such it cannot play its role
as & Central RBank operating for the interest of the public.
It is true that when the government has majority control it
could nullify the profit motive, but then, of course, the
other shareholders would want to beg out, since the bank

would not be opersting with the purpose of maximizing its

1. pr. T. Yafi who proposes the establishment of a central
Bank for ILebanon regards the [ebanization of BSL @s a
second alternative.
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profit.

A third suggested possibility 1s the nationalization
of BSL by the govermment. This suggestion although more
acceptable than the first two 1s based on almost the same
grounds, i.e., to make use of the BSI experience and avold
the complication of establishing & new central bank. How-
ever, since nationalization would retain BSL's dual character
this suggestion is re jected. The government could nationalize
only the Issue pepartment and thus eliminate BSI's dual
character; but this means that the government is not able
to establish a Central Bank of 1ts own and therefore has
to rely on BSL. In fact there is no need to nationalize
BSI, since the govermment can establish a new Central Bank
of its own and provide it with the right and efficient
persons to manage and direct its activity. Furthefmore,
it is not very difficult for the new central pank to acquire
adeguate experience once it starts to operate in the market.
However, this suggestion remains to be the best among the

unsound proposals.

2. The Sound and Logical Proposal

After re jecting the unsound proposals it becomes
obvious that the establishment of & new Central Bank by the
government 1s the most adequate and appropriate solution
for the central banking problem in Lebanon. Such & step
would end the BSL's prerogatives and defects. The new

central pank will function in accordance with the govern-
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mentts monetary policy and will be motivated by the public
interest. All the arguments against the establishment of
& national Central Bank focus on the assumption that the
government cannot manage and direct the central Bank effi-
ciently and that, sooner or later it will be sub jected to
political pressures and governmental interferences which
would hinder its proper operations. To those who do not
trust the governmentts management of the Central Bank it
should be said that at present there are efficient monetary
experts whose services and advices could be of great help
and value. The government could use those experts and give
them & full hand in directing and managing the Central Bank
and with their present knowledge and experience 1t is hoped
that they will run the Central Bank efficiently particularly
after they acquire enough practical experience. "Some
people have been spreading rumors about the inablility of
the Iebanese to run and manage the new Central Bank...
these rumors are against the public interest and should be
fought aeverely.“l

The other argument against the establishment of a
national Central Bank is that it will be exposed to political
pressures and government interferences. Thils problem could

be overcome and avoided as much as possible by setting up

1. Rafik Na ja, Al-Tngar and Al-Talegraph (Beirut),

January 2, 1
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a separate management for the Central Bank which would

make it independent from governmental interferences and
away from all political pressures. The assumption that

the Central Rank might be exposed to governmental inter-
ferences and political préssures is not samething which
cannot be overcome. It is expected of the monetary experts
who will be in charge of the Central Bank to be conscious
of their responsibility and to work with the sole aim of
safeguarding the public interest and executing the govern-
ment's policy. Again it should be emphasized that the
cholice of persons is very important. The ILebanese monetary
experts who have handled the monetary problems so far effi-
ciently should be induced to run the Central Bank by being
paid high salaries and offered free hand in order to manage
and direct the Central Bank efficiently.

TTI. Some organizational Problems of the Proposed Central

Bank

Oonce the establishment of & new Central Bank is
decided certain problems with regard to its ownership and

organization would appear that would need adequate solutions.

1. ownership

With regard to its ownership it seems that there has
been a tendency all over the world to shift the ownership
of Central Ranks from private to public. This is manifested
by the fact that most of the Central Banks which originally
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started operating as private commercial banks have been
turned to the government and are now owned by it in order
to operate solely and mainly for the public interest. At
present only few countries have central banks which are
privately owned (such as Union of South Africa, Switzerland
and U.S.A.) and in general all the new established central
banks are owned by the governments particularly in under-
developed countries.1
For Lebanon it seems that & central bank owned by
the government 1s the best alternative for it will operate
mainly for the public interest and execute the govermment's

monetary policy, with secondary concern to profit.2

2. Management and supervision

A central banking Board should be set up which would

manage, direct and supervise the activities and policles

of the Central Bank. Such & board would be also charged
with the task of ensuring the necessary harmony and co-
operation between the government's policy and the acti-
vities of the Central Bank. This will eliminate the problem
of exposing the govermment and the Central Bank of following
different policies. The Board should be provided with

adequate autonomy to function in accordance with the

1. For a study on the ownership of central banks see
M.H. De Koch, Central Banking (London: Staples Press
Limited, 1956), pter Viil.

2. The central banks in Egypt, Iraq and Syria are owned
by the state.
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circumstances of the current situation. The following are
recommended to form the central banking Board:

1. The Minister of Finance (Chairman)

2. The Governor of the Central Bank (Chief Executive)

3. The Director General of the Ministry of Finance

(Member )
li. A member of the Economic and Planning Board
(Member)

5. A Iebanese Monetary Expert (Member)

Other members (if necessary) would be chosen from
emong university professors and highly qualified government
officials who are specialized in the monetary field.l The
Governor should be appointed by the Council of Ministers
for a period of five years and should be responsible to the
central banking Board.

All monetary decisions taken by the govermment should
be subjected first to the recommendation of the Board. In
that respect the Board should also advise the government on
the monetary policy which it should follow. The Board
should also be given freedom to decide upon the discount
rate, the rate of interest and the reserve of the commer-

cial banks and other measures which would direct the

1. pr. T. yafi suggests that a university professor, &n
experienced person in the field of commercial banking,
and an experienced person in the field of industry
and commerce to be included in the central banking
Board. See Yafi, op.cit., p. 227.
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volume of credit and give the Central Bank a full control
over the credit system in the country.

The capital of the Central Bank should be subscribed
by the government and should be adequate to ensure the
proper functioning of the Central Bank. To start with a

sum of LL 5 million is recommended.l

IV. Expected Achlievements of the National Central Bank

As a national Central Bank established in [ebanon
for the first time, high hopes and expectations would be
built upon its role and contribution to the welfare of the

S ountry.

1. The Monetary and Banking System

In the monetary and banking system the Central Bank
is expected to play a constructive role. As it will gain
the respect and leadership of all the commercial banks, it
will bring about the necessary harmony in their activitles
and coordination in their business. Through 1lts power
and prestige it will conduct and supervise the activities
of the commercial banks and prevent them from delving into
risky investments which would risk the deposits of their
ecustomers. In its function as a bank of last resort it
will operate in periods of crisis in favor of the banking

institutions and would rescue the needy ones without any

1. This sum is suggested by the Rconomic and Planning
Board.
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hesitation by discounting thelir papers (provided, of course,
they are acceptable papers) and thus provide them with the
needed cash. This would safeguard the banking system from
corruption and ensures one of the eims of monetary policy,
namely the liquidity of the banking system. The Central
pank would offer discount services for the commercial banks
and thus enable them to resort to it whenever they need to
do so. Tt would offer loans and advances to the banks for
periods extending as long as one year. Through its control
of loans, discount rates and rates of interest it 1s ex-
pected to direct and supervise the credit system.

However, there are practical difficulties with that
respect. TUnllike more developed countries, the Central Bank
in Lebanon cannot depend on indirect means (such as open
market operations) in order to control the credit system in
the country and this is due to the absence of an organized
money market and the lack of treasury bills and govermment
securities which could be used to affect the expansion or
contraction of credit. It is true that the Central Bank
could use the discount rate and the rate of interest to
achieve its purpose in controlling eredit but this alone
does not seem to be sufficient. Therefore more effective
direct and lega?7ggguld be used. The Central Bank can act
directly upon the amount of bank credit by varying the cash
reserve of the commercial banks; it may be given the power
of controlling the lending operation of the commercial banks
by fixing certain ceilings on their lending activities which
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will not only affect the gquantity of bank credit but also
its quality. Qualitative control would be used to channel
financial resources into the developing sectors of the
economy. Also the central bank may be given the power to
control the interest rates paild by the banks on their depo-
sits and the rates charged by them on loans and advances.
This will enable the Central Bank to bring the lending
activities of the commercial banks within its polliey. Fur-
thermore, it is very necessary that the central bank should
have the right to audit, supervise and control the fineancial
records of the commercial banks to have a full knowledge over
their activities. .

The new Central Bank will act as the govermment's
fiscal and financial agent and thus it will direct the sales
and purchases of government's securities whenever these are
issued and made available to banks and the public. Also it
will undertake financial deals on behalf of the government
and would buy and sell foreign exchange, and would purchase
gold to cover the notes. It will also take care of the
reserves of the country in a way so as to protect the value
of the Lebanese pound from serious fluctuations. It will
handle and manage the govermment's deposits and will extend
loans and credit for 1ts necessary investment and expendl-
tures. Tt 1s expected that all these activities will be
carried out in accordance with the public interest and the

government's monetary poliey. These functions, the new
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Central Bank would be able to carry out, since it would not
be hindered by the interest of its "gshareholders™ and the
maximization of its profits.

"As no organized money market can be worked effec~
tively in the absence of a Central Bank“lthe new national
bank will facilitate the growth of & sound and organized
money market and will encourage the growth and use of
treasury bills in the future.

Tt is expected that the new Central Bank willl assume
the responsibility of eventually declaring & new par value
to the Lebanese pound instead of the old official one, which
was declared in 1914.7.2 To achleve this, the Central Bank
would have to refrain from interfering in the market for
a couple of years in order to declde upon the new rate which
will be officially recognized, declared and maintained. This
actually means that the government should abandon its policy
of purchasing gold to cover the notes for some time in order
not to disturb and effect the rate of exchange. Once the
new official rate of exchange is established the Central
pank would have to maintain it within the prescribed limits
gset by the T.M.F. and will acknowledge the full convertability

of the Lebanese pound. This step will give Iebanon & more

1. sen, op.cit., P. 6.

2. The present officiel rate of the Lebanese pound is
405.512 milligrams of gold or LL 2.20 = 1 U.S. dollar.
This rate was accepted by the I.M.F. in 1947.
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important position and prestige as a financial center in
the Middle East. In return, the goverrment should be will-
ing to lose gold sometimes in order to stabilize the new

rate whenever it depreciates in terms of the dollar.

2. The Development of the Economy

Besides its primary dutlies in controlling the credit
and regulating the activities of the cammerclal banks, it
is expected from the Central Bank to play an important role
in the field of economic development., This is because "a
Central Bank operating in an underdeveloped country cannot
confine its activities merely to the task of regulating
the operation of commercial banks if it is to carry out
its primary duties effectively.“l one of the main conditions
which restrict the operations of the Central Banks to regu-
lating credit only is the avallability of a medium and long
term capital market catering to the needs of all classes
of enterpreneures whether they are engaged in agriculture,

2 pue to the lack of sufficient medium

commerce or industry.
and long term credit extended in the money market and par-
ticularly to agriculture and industry in Lebanon, the new
central Bank is expected to extend such forms of credit
in order to encourage the development of agriculture and

industry. Although it has been generally recognized that

1- SBn, OE.Gito, pt 207.
20 Ibid-, ppo 208-212-



116

in most of the underdeveloped countries central Banks have
been pushed to finance economic development through in-
flationary means such & tendency should be resisted in
ILebanon and the central Rank should extend loans to govern-
ments for development purposes only as far as they do not
contribute to sharp inflationary tendencies. This is not
only because the pesults of inflations are not in favor of
a developing economy but also because inflation will affect

the country's reserves and its exchange rate.
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