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FOREIGN TRADE FINANCE IN LEBANON



ABSTRACT

Lebanon's trade sector contributes the largest share in the
National Income of the country. Because of the geographical position
and the free exchange system of the country, foreign trade activities
have increased tremendously in the postwar period. The volume of
imports has been increasingly larger than volume of exports, Thus,

a large trade deficit exists in the Balance of Payments of the country,
which is largely covered by earnings from invisible trade and capital
inflows., The increasing volume of capital funds flowing into the
country has been mainly due to the relative politicial stability

and free exchange system of the country.

‘Most of this capital, however, has been invested either in
trade or construction, contributing very little to the industrial and
agricultural development of the country. The inflow of capital funds
has been a major factor in the expansion of the banking industry, which
in turn has furthered the growth of trade,

The Government should continue maintaining the free exchange
system, at the same time maintaining the exchange rate at a reasonably
stable level through the operations of the Exchange Stabilization Fund,
In view of the fact that Lebanon is an importing country, internal
economic stability is highly dependent on the stability of exchange rates.

A detailed analysis of bank activities in the area of foreign

trade finance reveals that the terms of credit applied by banks tend
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on the whole to encourage imports of consumption goods because such
imports are generally associated with short—term, self-liquidating
transactions. The determinants of bank policies in this area include
the degree of competition, the balance of payments position which
determines the supply and demand conditions in the foreign exchange
market, and the credit standing of the customer and the type of
commodity imported.

Two significant implications of foreign trade finance
suggest themselves., The first is related to the free exchange rate.
Stability of exchange rates is found essential for the economic sta~
bility of the country, and the continuous appreciation of the Lebanese
pound which has been caused by capital inflows seems to handicap the
expansioﬁ of the industrial and agricultural sectors, on which the
country's economic development mainly depends.,

The second implication is related to the possibility of
regulating bank credit terms in view of influencing the pattern of
imports., In the interest of accelerating the country's rate of
development, the Government may introduce a regulation for a low
margin requirement for machinery and raw material imports, and high
margin requirement for undesirable imports. This would be feasible,
however, only with proper bank legislation and the presence of a

full-fledged Central Bank,
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INTRODUCTION

"There are two explanations for foreign trade, which in turn
rest on one basic economic phenomenon - individual and geographic spe-
cialization as reflected in the international division of labor. One of
these explanations is the concept of interregional cost differentials;
the other is the concept of comparative cost advantages."

All trade, whether domestic or foreign, whether between indi-
viduals and companies or governments, is essentially an exchange of goods
and services, Foreign trade is unavoidable since no nation in the world
is completely self-sufficient in wordly resources.

Fpreign trade finance concerns with the provision of'"the necessary
funds with which to carry the merchandise from the date of manufacture to
the date of delivery plus the provision of whatever credit the exporter
believes should and can be extended to the purchaser or consignee.“2

This thesis aims at making a comprehensive study of the methods
of financing the imports and exports of Lebanon through the banks, The
trade sector in Lebanon comprises about 28 per cent (largest) of National
Income, and of this over 40 per cent comes from imports and only 2 per
cent from exports, However, if it were not for income from invisible
trade, the deficit in the Balance of Payments of Lebanon would have
been difficult to cover,

A major difficulty in carrying out the study has been the collec~
tione f the material, A questionnaire was prepared3 and fourteen bankers

R

1Heck, Harold J., Foreign Commerce, (McGraw-Hill Book Co., Inc,
1953), p. 215,

2Pratt, Edward Bwing, The Foreign Trade Handbook, (The Brtnell
Corporation, Publishers, 1952), p. 534.

38ee Appendix IV,
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interviewed, as well as few importers,

Lebanon is an importing country. Hence import financing occupies
a more important part in banks' activities than export financing.

The study is divided into Three Parts,

Part I is devoted to an analysis of the development of fo reign
trade, Major sources of Lebanon's imports and major countries o destination
for its exports are determined. Moreover, the reasons for the increasing
volume of foreign trade transactions are presented.

Part II, which is composed ot two chapters, analyzes the financing
of foreign trade. Chapter II is a brief discussion of the meaning of
foreign exchange market and the development of such a market in Lebanon,
This is followed by an analysis of the Balance of Payments position of
Lebanon for the past five years, Major sources of foreign exchange
earnings to cover the large trade deficit are found,

Chapter III is a discussion of procedures and practices of
foreign trade finance by banks, This study analyzes what the banking
operations in this field are, and whether banks follow any policies and
what the determinants of these polcies are,

Part III presents the implications of foreign trade finance ensuing
from the analysis of previous chapters, and conclusions,

In Chapter IV two main implications are presented; first, impli~
cations concerning the free exchange rate and second, implications with
respect to bank terms of credit.

Chapter V presents a summary and gives the conclusions,
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Because of the importance of foreign trade to the economy of
Lebanon, an attempt will be made throughout the study, to explore the
possibilities of gearing foreign trade credit facilities to the

economic development of the country,



PART 1

DEVELOPMENT OF FOREIGN TRADE IN

LEBANON



CHAPTER 1

DEVELOPMENT OF FOREIGN TRADE IN

LEBANON

In this Chapter, an attempt will be made to give a general
picture of the development of foreign trade in Lebanon since the 1950's,
It has been divided into four parts:

First, an analysis of the importance of trade (both local and
foreign) in terms of national income estimates will be presented, with a
rough estimate of the share of foreign trade in this income,

The second part will be devoted to a presentation of the volume
and pattern of foreign trade since 1950. Prior to that date, there was
the customs union between Syria and Lebanon, and hence no separate sta-
tistical figures of foreign trade for each exist. The major commodities
imported and their source, and the major commodities exported and their
destination will be determimed.

Following this, the third part will be devoted to a brief ex-
position of the factors which have favored foreign trade; and part
four will be amn exposition of factors which have acted as limitationms

for foreign trade.



A, of Fo

Lebanon, which covers an area of approximately 10,170 sq, km,
and which has a population of about 1,5 millioms, is a mountainous country.
It is divided into four major regions; there are the coastal planes
with a Mediterranean climate and vegetation; secondly, there are the
Lebanon mountains, with heavy rainfall and wide range of altitude and
cultivation; third, there is the Beka'a valley, a central plateau
falling between the two mountain ramges, and having a fertile land; and
lastly, we have the Anti-Lebanon, the second mountain range along the
Eastern frontiers with Syria, largely barren.

Because of the mountainous topography of the country, cultivable
area is restricted, It is estimated that only about 25 per cemt of the
total surface is at present under cultivation; however, a wide variety
of crops can be cultivated because of such topography and of the cli-
matic conditions which it gives rise to. Thus, bananas, sugar canme,
and citrus fruits are grown along the coast, whereas a wide rage of
fruits of the temperate zone is grown on the mountain slopes and cereals,
grapes and vegetables in the inland valleys. Hence the highly diversified
make—~up of the Lebamese agriculture,

One characteristics of the Lebanese economy is its uniqueness in
National Income and Employment structure, 50 per cent of the population
works on agriculture, but contributes 15 per cent only to the National
Income. On the other hand, 14 per cent of the population work in commerce,
finance and rent tramnsactions, but contribute 46 per cent tothe Natiomal

1
Income,

lSee Table I, Appendix I, which ;ivu Division of Natiomal Income
and Employment by Soctors.
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There are mo official figures regarding the national income of
Lebanon, However, in 1954, such a study was carried out by the Economic
Research Institute of the American University of Beirut. It was found out
that income arising in the trade sector was the largest; being 28 per cent
of total income,

Income originating in the trade sector is defined as the "total
of incomes originating in agency, wholesale and retail transactions in
goods, net of depreciation charges, indirect taxes and miscellaneous
costs. Trade activity so defined comprises transactions in goods pro-
duced and consumed locally, goods produced locally and exported, imported
goods, goods in transit and goods in 'ent;repot:'."2 Thus, the mercantile
class in Lebanon thrives on a prosperous import and re-export trade as
well as on such service transactions as gold brokerage, transit trade,
entreposage, exchange and commodity arbitrage, exchange transactions,
and commodity transactions such as switch operations,

Since 1954, national income estimates have been refined from
time to time by the Economic Research Institute, Most recently, Prof,
Paul Klat of the same Institute has the following national income esti-
mates for the last decade, (Table I)

The increase in National Income has been continuous except for
1958, year of insurrection., This table shows an increase of about 6 per

cent a year in National Income.

2liaulr-e , Albert Y., "The National Income of Lebanon," Middle East
Economic Papers, 1956 (Beirut), p. 5.
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TABLE I

LEBANON . NATIONAL INCOME 1952-58 & 1961

(at current factor prices)
(in LL millions)

Sector 1952 1953 1954 1955 1956 1957 1958 1961
Agricul ture 216 221 226 223 231. 238 219 330
Industry 155 16l 166 175 183 189 181 218
Construction 48 47 60 60 50 41 38 69
Transportation

& Communica-

tion 45 50 60 75 78 80 57 68
Commerce 333 344 368 407 410 469 365 468
Banking 50 51 57 70 80 91 93 110
Real Estate 98 10l 112 116 130 139 155 194
Government 64 71 73 83 95 108 113 152
Services 106 122 134 165 160 148 104 180
Total 1,115 1,168 1,256 1,374 1,417 1,503 1,325 1,789

Source: Klat Paul J,, "The National Income of Lebanon", Middle East
Express, No. 5 (April 2, 1962), p. 3.

Taking percentage distribution of that income per sector for the
years 1952 and 1961 only, in order to be able to bring out the performamx e
and evolution of each sector during the decade, we see that trade or
commerce remains the principal source of income in the country, (Table 1I),

providing between 25 and 30 per cemt of total income, However, we note
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TABLE II

LEBANON — NATIONAL INCOME 1952 and 1961
(in percentages)

Sector 1952 1961
Agriculture 19,2 18,6
Industry 13,8 12,2
Construction 4,3 3.9
Transportation &

Communication 4.3 3.9
Commerce 29.8 26,2
Banking 4,2 6.2
Real Estate 8.9 10,9
Governgent 5.9 8.0
Services 9.6 10,1

Total 100,0 100.0

Source: Computed from Table I.

that it has been declining, percentagewise, in relation to other sectors.
Between 1952 and 1961, its contribution to income dropped from 29.8 per
cent to 26.2 per cent, This decline may be due to the protectionist po-
licies followed in most of the meighbouring nations, which used to be,

in the past, Lebanon's main markets, and because these nations now prefer

and have developed the means, to import their needs directly from the



countries of origin, instead of using Lebanese intermediaries, The only
gaining sectors during the decade have been the sectors of Banking, Real
Estate, Government and Services. Industrial and Agricultural sectors,
despite the rise in absolute figures, have declined percentagewise.

Beirut has been slowly becoming, in recent years, the f inancial
center of the whole Middle East, Because of its free exchange system ,
Bank Secrecy Law, and relatively stable foreign exchange rates, banking
activities have flourished tremendously, This market has helped to
attract to Lebanon part of the capital accumulated by Lebanese emigrants
abroad and a considerable proportionof the surplus funds available in
the oil rich countries of t he area. As a result, income arisi ng from
the Banking sector rose from LL 50 millions to LL 110 millions, or from
4,2 per cent to 6.2 per cent of total income, between 1952 and 1961.

Much of the capital inflow has gone into real estate, and has
resulted in a building boom in Beirut and nearby localities, Hence
income from real estate during the decade rose from LL 98 millions to
LL 194 millions; or from 8,9 per cent in 1952 to 10,9 per cent in
1961 of total income,

The Government has also expanded its activities, Income arising
from the Govermment sector rose, from LL 64 millions in 1952 to LL 152
millions in 1961, or from 5,9 per cent to 8,0 per cent,

Under services, tourism is the most important income-creating
activity., Tourism has prospered in Lebanon tremendously, with the
result that income arising from services sector rese from 9,6 per cent

in 1952 to 10,1 per cent in 1961,
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We note, therefore, that the most distinctive feature of the
Lebanese economy is the preponderance of the trade sector over the other
sectors of the economy, However, over and above "trade" proper, we can
include in a definition of the trade sector for the present purpose, income
arising from transport by sea, air and land which transport has the effect
of facilitating trade operations proper, whether through movement of
goods or persons. Furthermore, income arising from financial operations
(banking and exchange operations which are necessary to finance either
trade or transportation) must also be included in a broad definition
of the trade sector, As such, the trade sector of the Lebanese economy
accounts for about 38,3 per cent of total national income in 1952, and
36.3 per cent in 1961, the decrease being due, as mentioned above, to
the det';rease in the share of "trade" proper in national income, Therefore,
trade alone produces almost about two-fifths of total national income,
whereas, agriculture produces only about 19 per cent and industry only
12 per cent, Herein lies the most important distinctive characteristics
of the Lebanese economy: although diversified, it is predominantly
mercantile.

How much is the share of foreign trade in the National Income
of Lebanon? The only estimate we have is the one done by the Economic
Research Iﬁatitute for 1950, which gives estimates of income arising

3
from trade by category of transaction and by stage of distribution,

3See Table 11, Appendix I, which gives Income Arising from Trade
by Category of tramsaction and by stage of distribution for 1950



We note that import trade accounts for the largest share in the
total trade income, amounting to a little over 40 per cent. Ewort trade,
on the other hand, accounts for less than 2 per cent of the total trade
income, Transit accounts for 19 per cent, and entrepot, 5 per cent of
total trade income,

Foreign trade, therefore, constitutes a very important contribu-
tor to income in the trade sector, and which in turn, constitutes the
major contributor to income to the economy, Hence, we can see the im-

portance of foreign trade in the Lebanese economy,

B, Yo Pa f F ince 's

This section has been divided into:

1, Import Trade: an analysis of imports to Lebamon, the
principal merchandise imports, the principal source of
imports, and rank of each country as a supplier of the
imports will be done.

2, Export Trade: The same analysis will be done in the case
of exports of Lebanon; here, the principal merchandise ex~
ports, the principal destination of exports, and rank of
each country as an importer of Lebanon's exports will be found.

3. Imports, Exports and Trade Balamce: A comparison of the
volumes of imports and exports will be presented,

4. Reexport, Transit and Gold Trade: A brief exposition of
the development of such trade will be given,



However, before we proceed with our analysis, there are few
points which need to be taken into consideration.

The available statistical data in Lebanon starts with the second
guarter of 1950 - the year when the customs union between Syria and Le-
banon broke down, Prior to that, statistics published by the "Supreme
Council of Common Interests" made no distinction between Lebanese and
Syrian exports, imports, reexports, and tramsit trade. This is the
reason why the years after 1950 have been chosen for an analysis of
the volume and pattern of foreign trade,

Moreover, available statistics published by the Government
after March 1950 suffer from several defects among which are the following:

a, Imports are calculated on the basis of the official rate of
exchange (LL 2,19 per $ 1) while actually they have been paid for in
foreign exchange obtained from the free market, whose quotatioms differ
markedly from official rates,

b. Estimated value of trade done through smuggling is 1l eft out.

c. No data comcerning invisible receips is published; clearly
this conceals the actual position of Lebanese foreign trade and makes it
hard to draw any definite conclusiomns.,

d. Customs statistics for imports are givem CIF, and e xports
FOB. According to International Monetary Fund's standards, imports
should be valued FOB in order to facilitate comparison; this, therefore,
does not allow Lebamese imports to conform with IMF standards.

e, Under-valuation in the case of exports and imports in not

taken into consideration,
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However, our analysis will not be hampered very much by such
defects, since our main aim will be to find the volume and pattern of

foreign trade mainly through the use of percentages,

1. Import Trade
Table III gives us the principle merchandise imports by major

categories during the period 1952-1960,
We note that the growth rate has been the highest in the case
of imports of machines, electrical and other home appliances (8.7%),
followed by petroleum and mineral products (7.9%), iron and iron pro-
ducts and other base metals and products (7.5%), textiles and clothing
(6%), motor cars and spare parts (5.3%)., However, in absolute figures,
fruits, vegetables, cereals, flour, starch, coffeg, tea, spices, oil-
seeds, gums, raisins etc., constitute the largest amount of imports,
with relatively same amount imported each year (growth rate only 0.4%).
This pattern of growth reflects the increased sophistication
of the Lebanese consumer and the rising needs of the leadi ng Lebanese
activities for imports, The increased sophistication of the Lebanese
consumer has been the result of the appreciable growth in personal incomes,
the expansion of consumer credit facilities, and increased demand by
foreign resident and travelers for goods on the Lebanese market, It shald
also be noted that these import data show a rapid rate of growth in
imports of higher (in the sense that they are demanded by the r equire-
ments of a higher standard of living) goods and complementary p roducts,

such as cars, spare parts, petroleum products, household appliances, etc.



TABLE IIl

LEBANON . PRINCIPAL MERCHANDISE IMPORTS BY MAJOR CATEGORILES
DURING THE PERIOD 1952-1960Q ARRANGED IN ORDER OF RELATIVE
, IMPORTANCE
(At current prices)
(in LL million

Merchandise 1952 1953 1954 1955 1956 1957 1958 1959 1960

_lmports

1.

2.

3.

4,

5.

6.

7.

8,

9.

10,

Growth

, Vege-
tables, cereals
flour, starch,
coffee, tea,
spices, oilseeds,
gums, raisins,
etC.. 109,2 91.9 108.,2 103.,9 11l1l.4 116,8 82,3 109,6 111

Textiles &
Clothing 71.1 64,8 77.9 7,1 83,7 100.,8 81,8 1l06.,6 122,1

Machines,

electrical &

other home app-

liances 43.5 34,2 43,9 72.3 80,6 72.3 82,0 86.4 11309

Petroleum &
mineral pro—
ducts 42.3 42.3 45,7 5203 72.4 82.8 7501 88.1 106.4

Iron & iron

products &

other base

metals & pro-

ducts 353 39,9 41,0 67,0 B88.4 88.6 73,2 79.4 96,0

Live animals
& prOduct. 30.9 39.9 40.4 46,9 50.1 35.0 41.6 64.3 69.6

Motorcars &
spare parts 21.5 23.4 30.3 54,7 41,5 59,6 46,5 47,4 73.9

Chemicals,

pharmaceutical s

fertilizers

QIPlo’i"' etc. 24.5 25.1 28 .4 32.0 39.5 45,5 38,0 52,8 54,5

Sugar, beverages
alcoholic liquids
Tinegar,tobacco 23.2 19,8 22.4 2343 28 .4 36.2 32.3 31.7 40.4

Wood & wooden
proa!ct’ 12.9 11.5 13.5 19.6 21.4 22¢6 19.2 21.0 30.3

0.4

6.0

8.7

7.9

7.5

2.6

5.3

3.9

2,3

1.9

Total 469.0 432.0 492,0 651,0 694,0 714.0 633.0 762,0 924.0

e
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TABLE III continued

]'Ren.lned at the average annual free market dollar exchange rates
as follows: 1952, LP 366.25; 1953, LP 342,00; 1954, LP 321,.58; 1955,
LP 334,00; 1956, LP 322,00; 1957, LP 318,42; 1958, LP 318,33; 1959,
LP 315,50; 1960, LP 316.70, and on basis of premium of Lebanese pound
over the Syrian pound as follows: 1952, LP 1; 1953, LP 6; 1954, LP 1Q;
1955, LP 9; 1956, LP 10; 1957, LP 12; 1958, LP 12; 1959, LP 13;

1960, LP 17,5

Source: Taken from an unpublished study done by the American
Embassy in Beirut about Balance of Payments of Lebanon,

in February 1962.
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as compared with a low rate of growth of imports of basic goods such as
fruits, cereals, flour, livestock, amimal products, etc.

The major sources of our imports are given in Table IV, for
certain selected periods.

Referring to this table we note that Western Europe is our
great furnisher of imports.

An interesting point to note is that Syria, which was ranking
first as a source of Lebanon's imports, has gradually lost its importance,
and in 1959, it was ranking the third, and in 1960 the sixth. This is
most probably due to the political conditionms which took place in those
years, and due consequently to the various restrictions put on foreign
trade.

Another interesting point to note is the fact that CGreat Britain
which was ranking the fourth in 1951, has been ranking the first since
1957, Lebanon imports medicaments, paper products, spare parts, etc.
from Creat Britain, However, the most important import from Great
Britain has been gold, which accounted for about 66 per cent of total
imports for 1960,

We note, furthermore, that there is a recent rise in imports
from Saudi Arabia; this can be explained in terms of the increase in
petroleum and petroleum products imports, which accounted for about
72 per cent of total imports from Saudi Arabia in 1960,

Still a further point to note is the position of Westerm Ger-
many, She ranked eigth in 1951, fourth in 1959, and third in 1960,
This can be explained by the fact that credit has been more available

for imports from Germany, simply because she wanted to recapture some
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of its former trade with Middle Eastern countries, Major imports in
1960 were - cars — 17 per cent of total imports, wheat flour - 6 per
cent, television sets - 4 per cent, etc,

In summarizing, we can say that Lebanon imports mostly from
Western Europe and the States, which account for about 50 per cent of
Lebanon's total imports., The major merchandise imported from these
countries are industrial products, while products of the animal and

plant kingdoms are imported from the neighbouring countries.

2. Export Trade
Table V below gives the principle merchandise exports for the

years 1952-1960, We note that Lebanon's largest exports, which also
have by far the largest growth rate (2.6%) are fruits, vegetables,
cereals, flour, starch, coffee, tea, spices, oilseeds, gums, raisims,
etc, The next highest growth rate is in the exports of textiles, and
clothing, sugar, beverages, alcoholic liquids, vinegar, tobaeco, etc,
(0.6%). Other categories of exports of which represent more than 6.5
per cent of total exports, have generally registered moderate rising
trends, Some of them such as precious stones, and oils and fats show
no trends, Nevertheless, total exports still show a rising t rend of
approximately 7 per cent per year,

Table VI gives the principle countries of exports destimation
for selected periods., We note that the major marke ts for Lebanese
exports are the neighbouring Arab countries, An interesting pointto
note is the sharp decrease in the amount of Lebanon's exports to the
U.SsA. This is explained by the fact that oﬁr sale of wool to the

4
USA decreased for the past few years, In 1960, it constituted 33

4"!.0 Rapport de 1'Irfed, les Services Commerciaux ot.!'inn-

ciers au Liban", Le Commerce du Levamt, No, 12 (August, 1961), p. 19.



TABLE V

LEBANON .. PRINCIPLE MERCHANDISE EXPORTS BY MAJOK LAIAULM "o EXPORTS BY MAJOR CATEGORIES

"DURING THE PERIOD 19521960 ARRANGED IN ORDER OF 60 ARRANGED IN ORDER OF RELATIVE

JIMPORTANCE

(at current pric
(in LL million

°)i)

Merchandise 1952
__Exports

1.

2.

3.

4,

Se

6,

7e

Be

9.

10,

1953

1954

1955

1956

1957

1958

1959

1960

Growth

Fruits, Vege—
tables, cereals
tea, spices, oil-
seeds, gums,
raising, etc, 25

Textiles &
Clothing 20

Iron & steel
products, other
base metals 7

Sugar, bevera~

ges, alcoholic
liquids, vinegar
tobacco, etc, 4

Machines, elec~
trical & other
home appliances 4

Precious metals
& precious stones ~

Hides & leather
products 3

Rubber & rubber
products 1

Oils & fats 3

Moteor cars &
spare parts 1

33

19

47

12

11

53

15

10

52

17

43

10

14

53

13

2.6

0,1

0.6

0.5

0.2

0.2

0.3

0.3

0,3

Total Experts 72

88

92

108

130

133

1ol

127

137

-c/o
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Table V continued

J'Revalued at the average anmual free market dollar exchange rates
as follows: 1952, LP 366.25; 1953, LP 342,00; 1954, LP 321.58; 1955,
LP 334.00; 1956, LP 322,00; 1957, LP 318.42; 1958, LP 318,33; 1959,
LP 315,50; 1960, LP 316,70, and on basis of premium of Lebanese pound
over the Syrian pound as follows: 1952, LP 1; 1953, LP 10; 1955,
LP 9; 1956, LP 10; 1957, LP 12; 1958, LP 12; 1959, LP 13; 1960,
LP 17.5.

Source: Taken from an unpublished study done by the Aerican
Embassy in Beirut on Balance of Payments of Lebanon
in February 1962,
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per cent of total exports, whereas exports of tobacco constituted about
44 per cent of total exports to USA,

There is also a decline in exports to Egypt, and this is mainly
due to the decline in apple sales., On the other hand, we note a sharp
increase in exports to Saudi Arabia, which ranks second in Lebanese
export destination countries, This rise is due to the increase in
fruit sales, In 1960, they accounted for about 9 per cent of total
exports to Saudi Arabia,

There is also an increase of exports to Jardan, due to the
increase in sales of apples, vegetables, potatoes, accounting about 50
per cent of exports to Jordan; an increase of exports to Irak, due
mainly to gold trade, apple and banama exports; an increase of exports
to USSR, mainly because of increase of wool trade.

It can be seen, therefore, that for export markets Lebanon
depends to a large extent on the Arab countries, that abeorbed about
45 per cent aml 44 per cent of total exports in 1959 and 1960

. 5
respectively.

3. Imports, Exports and Trade Balance
Merchandise trade in 1960 reached a new record high with the

increase being much more impressive in the case of imports. This phe-
nomenon is not peculiar to 1960. It rather represents a long~term
trend reflected in an average amnual rise in imports which is signifi-

cantly more than the rise in exports., Whereas none of the primcipal

5See Table LLL Appendix I, which gives Geographic Division of
Foreign Trade of Lebanon for 1950 and 1960 in percentages.
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groups of imports constitute more than 16,3 per cent of total imports,
fruits, vegetables and mimor agricultural products make up 40 per cent
of total exports; textiles and clothing, 13 per cent, and all other
exports 47 per cent, Another striking difference is the higher rate of
growth which characterizes all but one of the import groups compared
with the growth rates of exports. Fruits, vegetables, etc, are the only
exception where exports have been growing at the rate of 2.6 per cent
per year, whereas the growth rate of imports has been 0.4 percent only,
The trade balance, unfavorable to Lebamon as usual, registered
in 1961 a record high deficit of LL 632,00 millions. It compares with
deficits of LL 636,6 millions, LL 560.7 millions, LL 407.8 millions,
LL 474,2 millions, and LL 415.4 millions for the years 1960, 1959, 1958,
1957 and 1956 respectively.6 They give an average amnual increase of
12 per cent in the trade balance deficit over the period in question,
The greatest trade deficit is with Great Britain, LL 166.8
millions and LL 178,9 millions for 1959 and 1960 renpectively;7 the
next largest deficit is with the USA, LL 66,6 millions and LLSO.l
millions for 1959 and 1960 respectively. Next comes France, with
95,9 millions snd 61,7 millions, and West Germany, with LL 53,1
millions and LL 70,2 millions for the two years respectively., There-
fore, we note that Lebanon's largest trade deficits are with Western
European countries and the USA, Moreover, the few favorable trade

balances Lebanon has are mostly with Arab neighbouring countries.

6See Table IV, Appendix I, which gives Trade Deficits, 1956-1961.

TSee Table Vi, Appendix I, which gives Trade Deficits by
Countries for 1959 and 1960,
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The composition of Lebanese exports and imports clearly indi-
cate that Lebanon is still in its early stages of industrialization -
imports of industrial products from developed countries, and exports of
agricultural and animal products, raw materials and other primary products
mainly to Arab countries.

An interesting feature of Lebanese merchandise trade is that
two classes of goods assume a relatively great importance in exports
as well as imports namely: vegetal products and textiles. This may
be explained as follows: "the export and import items included under
'vegetal! products pertain, on the whole, to different commodities.
Thus, Lebanon, for example, imports to a large extent cereals ad
vegetables while it exports fruits all of which are designated as being
'vegetil pt'm:iuc:tai'."a

The fact that textiles comstitute an important section of
exports and imports may be attributed to the following three rea.:’.cms:9

1. Foreign competition in case of finished goods is too

keen to leave all of the local market to local production,

2. Quality of imported textiles differ from those produced

at home,

3, While the bulk of imports are finished or semi-finished

goods, a major portion of exports is raw materials.

As a consequence, most of the textiles exported in form of

®Makdisi, Samir A.K., Post-War Lebanese Foreign Trade and
Economic Development (M.A. Thesis in Economics, American University of

bid.
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finished goods find a market in underdeveloped areas while those imported
are mainly from Western countries,

The development of trade with Middle East countries depends
largely on measures and decisions taken by these countries, Syria and
Jordan are developing their own ports, Latakieh, Tartous and Akaba;
they are also developing their own industries., Egypt and Irak, on
the other hand are aiming at self-sufficiency.

With all these, however, Lebanon's trade is prospering,

specially with Kuweit, Jordan, Irak, Cyprus and Saudi Arabia.

4. Reexport, Transit and CGold Trade

There are two complementary aspects of foreign trade in Lebanon.
These are reexport and transit trade, Reexporting means sending to
foreign countries, either Lebanese or other imported merchandise, after
a temporary admission to the customs house or the free zone,

There are two types of reexports: those that receive a refun-
ding of duty and those termed ordimary., The latter pertain to goods
which have been reexported directly from the customs warehouses (inc-
luded in transit trade figures), while the former are goods that are
registered as imports and then reexported (included in export trade
figures). According to Government regulations, they are emtitled to a
refunding of duty provided:

"a, They are in no way similar to local industrial production

unless it was proved they originated in a foreign country.

b. They are kept in their imitial state.
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10
c., They are reexported by whoever had previously impor ted themy

This reexport trade usually does not exceed 20 per cent of total

11
reexports,

Development of reexport trade can be seen in Table VII,

TABLE VII

REEXPORT TRADE'
1951 — 1960
(in LL millions)

1951 8.2
1952 19,5
1953 12,2
1954 13.9
1955 16.4
1956 14,5
1957 25,6
1958 16.3
1959 24,0
1960 25.5

llncludel ordinary reexports and reexports with

refunding of customs duties.

Source: For 1951-1959, Ministdre de 1'Economie Nationale,
Service de Statistique Générale, Bulletin Sta-
tistique Trimestriel, 4dme Trimestre, 1959, p. 3.
For 1960, Statistique du Commerce Extérieur.

10m0id., p. 47,

lure Rapport Higgins," Le Commerce du Levant (Monthly Issue),
No, 5, (Janmary 1961), p. 19,



We note a gradual increase, except for 1958, year of insurrectim.
Because of the geographic position of Lebanon, most reexports are di-
rected towards the Arab countries, Furthermore, many of the reexports
to these countries are industrial products imported from the West.
Transit trade includes merchandise which passes through the
country without being changed in any way, Table VIII gives us

figures for the development of tramsit trade for the years 1951-1959.

TABLE VII1

LEBANON .. DEVELOPMENT OF TRANSIT TRADE
1951 ~ 1960 :
(Base Year 1951)

Year . Value (in LL 1,000) Index
1951 1,136,794 100
1952 1,038,601 91
1953 1,062,943 93
1954 1,034,014 91
1955 1,148,400 101
1956 1,100,300 97
1957 1,244,828 109
1958 980,657 86
1959 791,824 70
1960 n.a,

Source: "Le Rapport de 1'Irfed, les Services Commerciaux et
Financiers au Liban," op, cit., p. 19,



We note that the volume of transit trade is more than the import
and export trade, Moreover, years 1958 and 1959 register low transit
trade, Taking transit trade volume with certain countries, it can be
noted that there is a general decline with each c:cnmt:ry.,l2 It is
also reported that transit trade fell 25 per cent from 59,972 MT in
1960, fourth quarter, to 45,975 MT in the same period 1951.13 S uch
a decline is undoubtedly partially caused by the increasing use of
ports such Agaba in Jordan and Latakia in Syria. Moreover, these
countries are taking measures which is harming Lebanon's transit
trade., Jordan has limited its imports and exports to be carried out
only through the port of Akaba; Syria issuing restrictions regarding
the passage of Jordanian and Lebanese trucks in Syrian territery, and
cmdncfing Syrian trade mainly through the port of Latakieh,

Beirut, nevertheless, has an uncomparable asset in its free zone,
which covers an area of about 132,500 sq, meters and which includes
many different kinds of merchandise and which can be stored to up to
three years., This permits Lebanon to maintain a privileged position,
irrespective of restrictive measures taken by neighbouring countries,

Gold constitutes the most important import, Probably, part of
this is reexported, but it is not recorded because of laws of other
countries forbidding imports of gold from Lebamon, Lebanon allows the

free importation of gold, whether bullion or coins, but gold exportation

12gee Table VI, Appendix I, which gives Transit Trade Figures
with Certain Selected Countries,

L3pn Unpublished study done by the Economic Devision of the

American Embassy in Beirut on Economic Conditions in Lebanon, 4th
Quarter, 1961,
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is subject to licensing. As there is no import duty on gold, the Govera-

ment does little to enforce proper declaration and recording.

We can summarize this amalysis of foreign trade in Lebanon,
by pointing to the following main trends:

a, It reflects the early industrialization of the country
which depends heavily on the Western countries for the import of a
large variety of needed manufactured and other goods.

b. There exists a relatively large deficit in the balance
of trade which has to be covered through invisible earnings and capital
inflow,

¢, Transit and reexport trade play an appreciable role in
foreign trade activity,

d. Faeign trade of Lebanon is characterized by its diversity;
no single article forms more than 10 per cent of the value of total

imports or exports,



C. F Favor For Ir i ano

As it was seen so far, foreign trade plays an important role in
the economic life of Lebamon; it actually constitutes one of the prin-
ciple elements of National Income, and consequently of per capita income,
It was also noted the increasing volume of foreign trade. There are many
factors accounting for this, These may be divided into two broad cate-
gories: those arising from the geographical position of the country,
and those attributable to the general level of economic development,

and the economic policy of the Government,

1, Geographical Position

Viewed geographically, Lebanon occupies a central position in
the Middle East with well-equipped sea and airports; it is bounded
by the Mediterranean Sea from the West, by Palestine from the Bouth,
and by Syria from East and North., The country is considered to be a
link between the East and the West. The channelling, for centwries,
of an important part of Middle Eastern commercial and financial
operations through Lebanon created an experienced class of merdh ants,
entrepreneurs and bankers,

The large seaport in Beirut and its now international airport
have greatly contributed towards making it the center of Eastern Me-
diterranean trade, With its large seaport free zone area, Beirut has
become one of the most important entrepot centers in the Middle East,
The free zone was started by the Fremch in the thirties, But, it never

attracted considerable business due to the strong competition of Haifa,
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"Since the outbreak of hostilities in Palestine and the closing down
of Haifa to Arab countries, Beirut's free zone area has developed con-
siderably."l‘ This development is also attributable to the recent accum-
mulation ny neighbouring Arab countries, of large riches, because of the
0il industry.

Such a geographic position has placed Lebanon in a favourable
position for international trade, and this explains the relative supre-

macy of Lebanese trade whence Lebanon derives over a third of its income.

a. Riging Income in Neighbouring Countries: Ome of the

economic factors is the rising income in neighbouring countries, mainly
because. of the prosperous oil industry. With increased incomes, demand
for goods and services has also increased, with the result that trade
through Lebanon has increased, Moreover, foreign investment and capital
transfers to Lebanon have likewise increased., All these have c ontributed
towards the economic development of Lebanon.

b. Rising Money Supply: Another economic factor is the rising
money supply in Lebanon. With more money incomes, people's demand for
goods and services has increased, which has resulted in increased volume

of foreign trade.

l4gaba, Elias Sh.,
(M.A. Thesis in Economics, American University of Beirut,

1956 ), p. 125,



c. Free market and free exchange system; Beirut has developed

a relatively well established free na.rl«et,l'5 which is attracting to Le-
banon highly profitable financial tramsactions with countries having
exchange control either because these controls themselves allow co-
operation with a free market or as a way to circumvent such controls,

Moreover, the completely free exchange market in Lebanon has
materially contributed to the tremendous development of service tran-
sactions, The freedom of exchange operations has made possible ex~
change and commodity arbitrage as well as commodity transactions invol-
ving several foreign currencies, although in some cases the merchandise
in question never touched Lebanese territory.

The Government's policy, therefore, of establishing a free
foreigﬁ exchange market in Lebanon and the facilities extended to
reexports and transit trade has made out of Beirut an important com-

mercial center,

3. Other Factorg: Among these factors, the most important one
is the human factor, The mountains in Lebanon have acted, for centuries,
as refugee places for minorities undergoing religious persecution in the
hinterland. So traits of love of freedom and world outlook were develop d,
with the result that personal liberty was appreciated. Throughout his-
tory, the Lebanese have established vast relations with foreign countries;

16
they have sent emigrants to all cormers of the world, Moreover, the

154 brief analysis of the development of free market in Le-
banon will be given in Chapter II.,

165¢e Badre, op, cit., pp. 34-37. See also Sayigh, Yusif,
"Lebanon: Special Economic Problems Arising from a Special Structure,"

Middle East Economic Papers, 1957 (Beirut), p. 71,
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higher level of literacy in Lebanon, coupled with the Lebanese unusual
aptitude for grasping foreign languages, gave the Lebanese opportunity
for worldwide contacts and made of them excellent traders.

Another factor is the political stability in the country. The
Government has been able to maintain political stability, and which has
thus been one of the major reasons of the increasing amount of capital
inflows, It has also resulted in a steady increase, since 1946, in
the number of foreign and local banks operating in Beirut, This has
facilitated foreign trade, as mentioned above, and helped its deve-~
lopment, The complete freedom of bamk operations through their gran-
ting of credits and payment facilities is another reason for such a
development,

Lebanon, therefore, mainly because of its geographical position
and the special mercantile qualities of its population, has developed
to have experienced and shrewd middlemen and merchants, and has taken,

thus, a good place in the international trade of the world.



Restrictions on imports cam be imposed in two main ways:
first, by imposing a tax on merchandise imported, commonly called
"tariff", or customs duty, and second, through a quantitative limi-
tation - the quota system,

a, Customs Duties: Probably the most universal restriction is
and has been the tax or duty imposed on merchandise when it enters the
national boundary - a tax also called "tariff," The purpose of such a
tariff policy may be either reve-a-raiiing or for protection of local
industries,

Tariffs may be imposed "at the time am item enters the country,
at theltile it is entered by thé importer for consumption, on the occa-
sion of its tramsit through a country, or at the time of exportation
or reexportation."l

To acco.nédate the basis of application, three well-recognized
types of duty are used - the specific, the ad valorem, and the compound.
The specific duty is levied on a product according to some physical
measurement, such as pound or gallon. It is simple to administer, but
affords inconsistent protection, |

When duties are levied on the basis of value of the item, they
are called ad valorem, This is more logical and it offers more continuous
cushioning against foreign goods than would a specific rate in a period

of rising prices.

1‘?liuck, Harold J., Foreign Commerce (Mc-Graw-Hill Book Co., Inc.,
1953), p. 325,
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The compound duty consists of a specific duty plus a percentage
rate based on value, and it is used under certain conditions, for example,
when there are varying values of the products,

The Lebanese tariff schedule is based on the League of Nations!
nomenclature, with duties divided into three categories:

"l, Maximum duty which applies to goods imported from non-
member countries of the U.N. and usually equal to twice the
ordinary tariff,

2, Ordinary duty which applies to goods imported from member
countries of the U.N, and other non-member countries bene-
fiting from such a privilege,

3. Preferential duty which applies to goods imported from
countries that have signed special customs agreements with
Lebanon,"

An examination of the tariff schedule would reveal certain as-
pects of local industry encouragement in way of protective tariffs om
the one hand, and a relative reduction of duties on raw materials needed
by these industries on the other hand., To a large extent, however, there
exists a wniform ordinary duty of 25 per cent applicable to those goods
which neither compete severely with local production nor comstitute raw
material needed by local industries,

The value of duties are based on the whole on an ad valorem

basis, which ranges between 1 per cent and 50 per cent., Relatively few

18“&1'1, ope cit., pPP. 22-23,
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specific duties are used and this in connection with fruits, vegetables,
textiles, cotton, needle work, and vehicles,

Imported goods that compete severely with local production are
usually subjected to a duty above 25 per cent, while needed raw materials
are either exempt or receive a duty lower than 25 per cent, All other
goods are subject to a 25 per cent levy.l

The higher duties (40 - 50 per cent) are imposed on vegetables,
fruits, products of food processing industries, textiles made of natural
silk, shoes, machinery for making matches, etc.

However, tariffs have not been issued as an effective tool of
commercial policies, They have been imposed primarily for revenue
purposes, It is estimated that tariffs contribute around 37 - 40 per
cent of the Govermment's total receipts .20 Table IX gives us the total
customs receipts to the Government for 1959, 1960 and 1961,

Moreover, local industrial production is still suffering from
a keen foreign competition, and this is mainly because protective duties
are not high enough to ensure a relatively effective protection, but also
because of the relatively higher cost structure of local firms compared to
foreign firms,

However, twe important measures have been taken in the Customs in

21
view of reforming the duties,

19¢onseil Supérieur des Douanes, Tableau des Droits Inscrits ay
Tariff des Douanes, (Beyrouth, 1960).

20n10 Rapport de 1'Irfed, les Services Commerciaux et Financiers
au Liban," op, cit., p. 21.

2lohehab, Malek, "Aperqu Géméral sur 1'Evolution de 1'Activité

Economique au Liban durant 1'Année 1959," L'Economie Libanaige et Arabe V.
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TABLE IX
LEBANON .. CUSTOMS RECEIPTS, 1959,
1960 and 1961

Month 1959 1960 1961

January 8,315,705.32 9,261,599.83
February 7,613,216.52 8,272,958,52
March 9,534,353,36 10,213,782021
April 10,414,290,34 11,219,333.16
May 9,723,440,57 9,866,733.13
July 9,441,359,31 9,304,932,76
August 8,581,091.60 7,464,000,00
September 8,410,797.73 8,437,000,00
October 8,796,992.01 10,515,000,00
November 12,636,013,97 9,908,000,00
December 10,647,907,00 10, 322,905.00
Total 89,500,000,00 112,741,692.95 115,593,564,.61

Source: (Daily Issue), XXXIII Year, No,

Le Commerce du Levant
780, (Wednesday 28 February 1962), p. 7.

1, In common with other Arab countries, Lebanon adopted similar

"Cus toms Terminology"™, in order to eliminate mamy differences

in interpretation and to facilitate inter—Arab trade,

2, All Arab Countries adopted the Intermational Nomenclature of

Brussels like most countries of the world.
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These have forced readjustments in the customs duties, aml which

became effective Jamuary 1, 1960,

b. Quotas and Permits: There are, in reality, two types of
quotas, One, "the tariff quota", admits a certain volume or any quantity
within a specified season under one schedule of customs duties, with
additional volumes or with quantities imported outside of the specified
season being subjected to higher rates of duty. The other "the import
quota®,"places a definite limit on the total quantity of an article which
may be .’Llported within a specified period of time or from a particular
country, None beyond the stated amount may be brought in, with or without
the payment of dutieslzz

;\natural consequence of the adoption of a quota system by a
country is the use of import licenses as a means of parceling out to
interested importers the limited amount available under the quota. As
a general rule, it would appear that import licenses should not be ne-
cessary, if the quota is about as large as the usual import volume,

Before Lebanon established its free foreign exchange market, all
imports required licenses, but they were restrictively applied only to a
few commodities of a type produced 10ca.].1y.23 By 1951, licenses were
issued freely, often after the arrival of the goods, By 1954, certain

commodities were removed from the list of commodities subject to the

zzhck, Mt, p. 3“.

23International Monetary Fund, Second Annual Report om Exchange
Restrictions (Washington, 1951), p. 116,
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restrictive import licensing system, These were: lard, oils, hydroge-
nated oils, fatty acids, chocolate and confectionary, biscuits, macaroni,
jams, beer, paints, soap, iron tubing, copper values and tapes, In
1955, imports of a few goods were prohibited ~ apples, citrus fruits,
dangerous drugs, etc, and all other imports could be imported without
a license, except for imports of certain commodities that were far the
most part produced locally.24

In 1957, some changes were again introduced. Imports of some
agricultural products were made subject to license, such as citrus fruits,
apples, olives, pineseeds, dried figs, wheat and silkworm cocoons.

Therefore, in general, we can say that very few imports from
any source are prohibited, and all imports from Israel are prohibited,
All other commodities can be imported freely without licenses, except for
comnodities of the type produced locally,

However, there have been many complaints about the licensing
and quota system used in Lebanon, because of the frequént changes and
of its discriminatory character, So the Ministry of National Economy
and Tourism issued a decree on April 28, 196023 to appoint a special
commission to prepare a detailed report on the commodities put under
this sy tem, in view of improving the conditions in which the quota is
divided and taking into consideration the gemeral economy and view of

each interested party.

24Tnternational Monetary Fund, Seve
Restrictions, (Washington, 1956), p. 225.

25upour 1a Révision du Systdme de la License Préalable et du
Quota," L'Economie Libanaise et Arabe, v. 10, (June 1960), pp. 21-22.
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2. rictions on

In general, many restrictions are employed to accomplish direc~
tional control of exports for the very purpose of channeling sales into
areas whose currencies (or goods) are highly desired, or to ensure ample
supply of a staple commodity (e.g. olive oil, wheat, etc. in Lebaon),
It may also be used for revenue purposes; for this, export tariffs
are used,

Quantitative restrictions are usually done through the use of
quotas, and export licenses, In Lebanon, there are few commodities
which require licenses, such as livestock, wheat and wheat products, bar-
ley, jute goods, Egyptian cottom, newsprint, cement, petroleum and pet-
roleum products, industrial and agricultural machines and equipment and
certain metals, All products intended for export to North Korea are
subject to export license. Exports of a few goods - scraps of iron,
cast iron, copper lead, and tin - are prohibited. All exports to

Israel are also prohibited.

3. Irade and Payments Agreements

Under pressure of economic conditions prevailing at the time,
and sometimes as a result of politico-economic philosophies, many govern—
ments have attempted to overcome free market influences on the volume and
direction of multilateral trade by entering into bilateral agreements with
others whereby two countries agree to exchange (or to make it possible for
the exchange to be accomplished) certain products to mutual benefit, Thus,

nyhile the basis of trade is economic in that the goods are produced more



- 42 -

advantageously in one of the countries than in the other, the actual tran-
saction depends on political necessity rather than on the most economic
and profitable ;i.mpet:us."26

Lebanon, ma.inly- because of its particular position in the balance
of trade has tried to conclude many trade and payments agreements,

It has, since 1951, entered upon several trade and payments ag-
reements with foreign and Arab countries, These agreements can be
classified into three categories,

a, "Open" agreements: these have been concluded with tle pur-
pose of strengthening trade relations, They include most
favored-nation clause, but no specific clause as to the amount
and method of payment for exports and imports, Suchagree-—
ments have been concluded with USA, United Kingdom, France,
Federal Germany Republic, Italy, Turkey, Yougoslavia, Ar-
gentina, Brazil, Chile and Liberia.

b. "Clearing" Agreement: they are an attempt to balance trade
bilaterally, chiefly by providing for the settlement of pay-
ments arising from current trade between the contracting parties
through clearing accounts set up for that purpose. Such
agreements are mainly concluded with Eastern European countries,
The agreement with Czechoslavakia, recently revised, fixes the
volume of exchange at LL 12 millions anmually, It further
stipulates that 55 per cent of the proceeds of Czechoslavakia

exports to Lebanon must be allocated, on a priority basis, to
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purchase Lebanese goods including 7,500 tons at least of
citrus fruits and 20 tons of tobacco.

Another example is a trade agreement concluded with Poland
very recently. The Poles have agreed to take 5000 MT of
citrus fruits (up to 1,000 from the previous agreement) and
50 tons of tobacco, Lebanon is to purchase all types of
manufactured goods. Both Czechoslavakia and Poland have had
large trade balances in their favor in the past, and
although both treaties are aimed at correcting this, it can
be forecast that Lebanon's trade deficits with these two
countries will continue.

Still another example is the trade agreement concluded with
Soviet Russia during the fourth quarter of 1961, A LL 8
million lumber sale which is part of the LL 28 million trade
agreement between the Lebanon and Soviet Governments,
"Preferential" agreements: they are in respect of customs
duties and import and export licensing to a variety of ag-
ricultural and industrial products originating in the cont-
racting parties. Such agreements are mainly concluded with
Arab countries. They are many and varied in nature.

An example is the Agreement with Arab League countries in
January 1959 to enlarge the list of products exchanged.

It was amended in November 1959 in view of enlarging the
commercial and transit agreements among these countries,

The agricultural and animal products and raw materials im-
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ported from Irak, Jordan, Syria, would be charged no customs
duties at their entry to Lebanon, while the industrial products
of Irak, Jordan and Egypt would get 25 per cent reduction in
the ordinary tariff.z7
The only area where Lebanese imports from and exports to are
prohibited is Israel,
The main reason for the conclusion of these agreements was,
and still is, the desire of the Lebanese authorities to expandLeba~
nese merchandise exports and to reduce the large deficit in the

country's balance of trade,

Reading so far, we may conclude that these restrictions and
measures have not acted as serious limitations on the foreign trade of
Lebanon, However, much needs to be done in the way of improving

the conditions in which foreign trade is conducted.

2T Chehab, Malek, 9D, Git., Pe 15.
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CHAPTER II
THE FOREIGN EXCHANGE MARKET IN LEBANON

It was noted in the first chapter that one of the most important
reasons for the development of foreign trade has been the relatively free
exchange market in Lebanon. In view of this, the present chapter is an
attempt to discuss the development of such a free exchange market, and
its effects on the balance of payments, A large deficit of trade exists,
as noted before; however, Lebanon has an overall good balance of payments
position. It will be interesting to analyze and find out how this large
deficit is covered.

The present chapter, therefore, has been divided into three
major pﬁrts:

The first part will present, in a very brief form, the meaning
of foreign exchange market, the major elements in it and its relation
to balance of payments of a country.

The second part will be devoted to a presentation of the de-
velopment of a free exchange market in Lebanon. The main steps from
exchange control system towards exchange liberalization will be given,

The third part will be an analysis of the balance of payments
of Lebanon, 1955-1960, The major sources of foreign exchange will be

determined,

"In the course of their business, exporters collect foreign
currency which they cannot use and, therefore, must exchange for

domestic funds, Importers who start with a supply of domestic

- 46 =
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currency seek to acquire foreign currency in order to buy goods abroad.
The unacceptability of foreign money for exports and of local money for
imports is the basis for a market in which foreign moneys are bought
and sold. This is called the foreign-exchange -rket."l The basic
function of the foreign exchange market is to clear the demand and sup-
ply for foreign exchange and by so doing to effect payments into and
out of a country. Such a market is an international one; it is not
limited to a given country. It is the market for a currency. 'The
other three functions of the foreign-exchange market are to effect
transfers of purchasing power, to provide credit for foreign trade, and
to furnish facilities for hedging exchange risks.” The most important
of thesp is the transfer of purchasing power from one country to another
and from one currency to another, and this is carried out with the use
of credit instruments - telegraphic transfers, bank drafts, commercial
bill of exchange or acceptance,

If the foreign-exchange market of a country is taken by itself,
it will be seen that the balance of payments includes many more trans-
actions than pass through the foreign-exchange market. Many exports
of a country may be sold to foreigners for its local currency. These
enter into the balance of payments of that country but invelve no
foreign-exchange transaction. Similarly, many importers of a country
buy goods abroad in their own currency. These effect the balance of

payments but not the record of foreign exchange transactions in that

]ﬂndleberger, Charles, International Economics, (Richard
D, Irwin, Inc., Rev, ed,, Illinois, Pe 44,

21]:14,, Pe 45.
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country. In addition, the balance of payments includes certain kinds
of transactions in which there are no payments and hence no foreign
exchange transactions - such as donations (in kind) and barter,

The difference in valuation between the balance of payments and
a record of foreign-exchange transactions arises from the fact that the
balance of payments is kept on a consistent basis, whereas the valuation
used in foreign exchange transactions depends upon the terms of the myriad
separate deals - f.,o.b., c.i.f., f.a.s., etc..

Moreover, the balance of payments and a foreign exchange record
may differ in timing, This is the respect in which balance of payments
estimates are weakest, The method for estimating the balance of payments
requires that exports and imports be listed at the time goods cross inter-
nntionai borders., But payment may take place through the foreign exchange
market any time from years ahead to years afterward. Some goods are ship-
ped on consignment, When sold, they may be sold for credit. Some capital
goods may be ordered years in advance, with a down payment and the re-
mainder undertaken progressively and completed before delivery.

The main difficulty from the difference in timing between the
balance of payments and the record of exchange transactions occurs when
the terms of payment in foreign trade undergo alteration. For example,
if in any one year the exports of a country which were sold on three-
month credit shift to a cash-basis, the country will receive 15 months'
payments in twelve months and the balance of payments based upon export
deliveries will not give a correct figure of actual payments, The same
would be true of a shift from a cash to a credit basis. In this case

the country would receive nine months' payments, while the balance of
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payments derived from customs-house records gives a period of twelve,

The commercial market for foreign exchange may then be said to
consist of the following elements:

Sellers of exchange: exporters, travelers (currency or checks),
dealers in or sellers of foreign securities, shipping companies, in-
surance companies and banks,

Buyers of exchange: importers, travelers, buyers of foreign
securities, and banks.

Other principal participants in the foreign exchange market
are brokers and dealers, travel bureaus or agencies, and central banks -
which are very important,

‘The exchange rate is determined from day to day by supply and
demand of home currency in terms of foreign currency, The constituents
of the demand for foreign currencies in terms of home currency may be
divided into four groups: "Foreign currency may be required (1) in order
to pay for goods or senicei purchased from foreigners, that is, in order
to discharge obligations in respect to visible and invisible imports,

(2) in order to make loans or purchase securities abroad, (3) for speculative
pufposel, that is to say, in order to take advantage of an expected re-
versal in the future course of the exchange rate, (4) in order to remove
funds from a country in which political, fiscal, or business prospects

appear threatening to one in which they seem relatively secnﬂh"3

"It is obvious that there is no one rate of exchange which is the equi-
librium rate corresponding to a given state of world demands amd tech-
niques, The rate of exchange, the rate of interest, the level of money
wages react upon each other, and no one is determined unless all the

3lobinlon, Joan, "The Foreign Exchange," Readings in the
, (The American Economic Association, George

Allen & Unwin, Ltd., London, 1953), p. 83,
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rest are given."4

The rate of exchange between any two countries is influenced,
therefore, by the supply of those items for which foreign exchange is
required to be paid, "The rate of exchange between two countries is am
expression of the balance of the movements of the items entering into the
balance of international payments between these two countries, When
there is more demand than there is supply the rate will go up, and when
there is more supply than there is demand, the rate will go down."s

There are two different mechanisms whereby exchange rate changes
may be used to maintain equilibrium in the balance of payments: (1) fle-
xible exchange rates, and (2) official changes in temporarily rigid
rates, Under flexible exchange rates freely determined in open markets,
the first impact of any tendency toward a surplus or deficit in the
balance of payments is on the exchange rate,

On the other hand, "official changes in exchange rates provide
neither the stability of expectations that a genuinely rigid and stable
exchange rate could provide in a world of unrestricted trade and willing-
ness and ability to adjust the intermal price structure to external

6
conditions nor the ® ntinuous sensitivity of a flexible exchange rate ."

4Ibid., p. 103,

SPratt, Edward E., The Foreign Trade Handbook, (The Dartmell
Corporation, Publishers, 1952), p. 708,

SFriedman, Milton, Essays in Positive Ecomomics, (The University
Chicago, Press, Chicago), 1953,



B. Evolution of a "FreeExchange Market" in Lebanon

A discussion of the emergence of a free market in Lebanon does
not imply the gradual and complete absence of government interference with
respect to international trade activities, As we saw in Chapter I, tariffs
exist and certain specific commodities are still subject to the system of
prior licensing, However, the Lebanese foreign trade sector and to a
greater extent the foreign exchange market have come to be relatively
free when compared with those of other countries,

"Exchange control was first introduced in Lebanon on December
3, 1939, Significant changes were made in 1944, 1945 and 1948."7

During this period, foreign exchange proceeds were centralized,
official rates of exchange were set, and all outward capital remittances,
exneptiﬁg the Sterling and Franc areas were prohibited, Moreover, ad-
ministration was mainly in the hands of the French, All these regula-
tions were carried out by two main bodies, the "Exchange Control" and
the "Exchange Office." |

- No Syrian or Lebanese resident was allowed to sell, give up,
transfer or deposit as a guarantee outside the two countries the capital
he owned without a special permission from the "Exchange Office®, Ca-
pital which was owned by residents in the Sterling and Franc areas
could be freely kept in their places of origin. If they wanted to
keep it in other areas, permission from the "Exchange Office" was

again noeded.a

International Monetary Fund, Fifth Annual Report on Exchange
Restrictions, (Washington, 1954), p. 227.

®Makdisi, 9ps cit., p. 1l.
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Moreover, as we noted in the first chapter, all exports and
imports of goods were subjected to the system of prior licensing. Ex-
porters before they were granted permits, had to pledge to surrender to
the "Exchange Office"” all their foreign exchange proceeds. On the other
hand, importers in need of foreign exchange could secure it from autho-
rized banks after having acquired the necessary permits from the "Exchange
Office”, However, such payments of foreign exchange was authorized in
order to fulfill either of the follewing purposes: "(1) Financing of
imports, (2) Settlement of debts incurred prior to September 3, 1939,

(3) remitting it to the applicant's own family. n

The first move toward relaxation of exchange and trade control
started with the promulgation of a law on January 17, 1946, which abolished
the necc;ssity of import permits from the "Exchange Office", with respect
to certain classes of goods,

The continued existence of a Lebanese exchange control in these
years can be considered a transitional step from war to peace time con-
ditions which eventually resulted in the appearance of a free foreign
exchange and relatively free foreign trade sectors.

After 1948 (year of official relaxation of exchange control)
French influence started to weaken and a gradual relaxation of foreign
exchange and trade controls started. Lebanese authorities took over
completely the supervision of exchange control through the newly set up
"General Supervisory Body" composed of a directory for supervision, and
i‘ore:l.gn exchange office and an exchange equalization fund. New regulations

91bid., p. 11.
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for the import and export of capital and foreign exchange were issued.
Accordingly, official rates were applied to official transactions only,
whereas free market rates applied to all imports and exports. Moreover,
10 per cent of the imported foreign exchange (hard currencies) except
French francs, bad to be surrendered, on the part of the exporters, to
the "Exchange Office” at official rates and the balance could be sold at
the free current raté; the Concessionaire companies, on the other hand,
had to give 80 per cent of the foreign exchange they imported to the
"Exchange Office"” at the official rate.m

Furthermore, starting with June 1948, the import of goods with
few exceptions, not financed with foreign exchange obtained from the
"exchange Office” was not any more subject to the system of prior licensing.
A_gai.n, #cepting few commodities, exports became free from all restrictions.
Decree No. 16369 of September 26, 1949, changed the surrender requirement
concerning foreign exchange repatriated to Lebanon. 'Whereas previously
all exchange receipts in specified currencies had been subject te the 10
per cent surrender requirement, the new decree allowed export proceeds
to be disposed of wholly in the free market, so that the use of the free
market rate was extended to cover all export proceeda."n This decree was
corrected on December 8, 1949, and so export proceeds in foreign exchange
were no longer required to be repatriated but could be retained abroad.
Moreover, in 1952, Concessionaire companies were no more required to give
up 80 per cent of the foreign exchange they imported. Finally with complete

10rpid,, p. 16.

usm, Elias, S., The Fore% Exchange Systems of Lebanon and
s!!h, 1939"1957, (B'm, Po L]
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freedom extended to the import and export of Lebanese currency there
bad emerged in Lebanon a free foreign exchange and a relatively free
foreign trade sectors,

'"With the recognition of the free exchange market, the govern-
ment felt it advisable to bring about a certain degree of stabilization
in the free market rates, Accordingly, Decree No. 8 of October 6, 1949,
altered the composition of the General Exchange Control to include,
alongside the Exchange Office and the Control Department, an Exchange
Equalization Fund."™? "This was to be administered by a committee com-
posed of the Hi.n:l.cfer of Finance, as president, and, as members, the
Director General of the Ministry of Finance, The Controller General of
Exchange, the Director of the issue department of Bank of Syria and
Lebamen, snd s offiuial appeinted by the Mintster of Finanse, 3

Although the Fund was established in 1949, it did not operate
actively till September 1953, when it was necessary to prevent the ex-
ternal value of the Lebanese pound from appreciating in terms of the dollar,
because of the Korean War,

Moreover, there were some changes introduced in the exchange con-
trol administration. The General Exchange Control (including the Exchange
Office, the Control Department and the Exchange Equalization Fund) was
transferred to the Government's Commissioner at the issue department,
who was an official of the Ministry of Finance. Furthermore, all the
rights of the Committee for Exchange Control was transferred to the

comuittee administering the Exchange Equalization Fund,

121444., p. 121,
Lrvsa.,
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"The process of exchange liberalization, initiated on November 5,
1948, was accomplished by May 24, 1952, Since then, the Lebanese foreign
exchange system has remained virtually mchanged."l‘ There is, now, a
complete absence of controls and restrictions on ]Saynents and of govern-
ment interference in the free market, There is a multiple exchange rate
structure, since official exchange is reserved for governmental purposes
while non-governmental transactions are effected in the free market in
which rates remote from the par value rates are in effect,

The causes leading to such a situation may be found in "the
inability of the Government to enforce efficiently exchange regulations,
depletion of exchange resources held by the 'Exchange Office', group
pressure exerted by private interest, etc. The relaxation of exchange
control m not, in other words, the product of a pre-conceived economic
policy, but to a large extent, a recognition of an actual situation that
had come to n:lst."ls As a consequence, transit, re-export, exchange and
triangular operations have been given more stimulus, and have developed
more and more, and this have helped cover the relatively big deficit in

Lebanon's balance of trade (as we shall see in the following section).

C. Analysis of Balance of Payments of Lebanon

1. DRefinition of balance of payments
The balance of payments of a country is "a systematic record

of all economic transactions between the ruidmfl of the reporting

M1bid., p. 121
um'i, og.dt., P 18.
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country and residents of foreign eotries."]' 5 mn economic transaction
is normally an act in which there is transf& of ‘title to an economic
good, the rendering of an economic service, or the transfer of title to
assets from one party to another, w7

In theory, the balance oflptylonta is kept in standard, double-
entry bookkeeping under which each international transaction undertaken
by residents of a country will result in a credit and a debit entry of
equal size, This means that the balance of payments must always balance;
however, the fact that the balance of payments always balances in an ac-
counting sense does not mean that a country never experiences balance
of payments difficulties or that the demand for its exchange is equal
to the supply of it available.

‘The first thing to understand in studying the balance of payments
is composition of the several segments and their detailed as well as their
overall interrelationship. All types of international transactions act
and react on one another because each is influenced by a common factor -
foreign exchange,

"Two types of information may be derived from the study of balance
of payments, one informative and the other operative. The former is for
the purpose of ascertaining, if possible, what may be expected to happen,
in order that targets may be set up and that something may be done to
bring actual experience into conformity with predetermined lilitations."le

18kindleberger, op.cit., p. 17.
bid., p. 18
laﬂeck, .E:ﬁt-, Po 257
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Obtaining information for operative purposes leads to the
question of what can be done as a result of the analysis, or what can
be done: to influence the balance of payments., This means either preventing
the balance of payments from getting out of line or bringing about ad just-
ments in foreign trade to effect and maintain a desired equilibrium, Con-
sideration of controls over foreign economic relations calls for an un-
derstanding of the mechanism of adjustment and of the means by which
equilibrium in international prices is attained and maintained. 'What
one must study in order to understand the changes that have taken place
is the significance of underlying eonsidmtlons.‘ls

It is most convenient to distinguish only two major categories
in the balance of payments - payments in respect to imports and exports,

which represent the income account or balance of trade, and payments in

respect to lending and borrowing which represent the capital or balance
of lending. Since the balance of payments always balances it follows
that, for any period of time, payments in respect to the balance of trade
must be equal and opposite to payments in respect to the balance of lending.
Thus, when, over any period, the inhabitants of a country have collectively
a surplus of receipts from exports over payments for imports (or positive
balance of trade) they must over the same period, on balance be lending
to the inhabitants of foreign countries an exactly equal sum, Similarly,
a surplus of imports (or negative balance of trade) must be matched by
an equal amount of berrowing,

There is also the gold account which is separated from merchandise

(it being in the current account), because it performs a special monetary

1914,
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function in the banking system of most countries and in the balance of

payments.,

2. Balance of Pqﬂts of I-elmmmI 1955-1960

The concept of balance of payments transactions is very elastic
and there are numerous definitions and classifications. In Lebanon, how-
ever, it would be impossible to follow closely such concepts and suggested
classifications, mainly because of the inadequacy of Government statistics.
Nevertheless, the main aim of this study will be simply to present the
country's major international receipts and payments.

The first study of the balance of payments of Lebanon was made
for the years 1951 and 1952 by ProfessorsE., Fei and P, Klat of the Economic
Research Institute, A.U.B. Since then, there have been other attempts to
eatj.utc: the balance of payments by various people; almost all are based
on the definitions and methods of the original study done by the Economic
Research Institute of A.U.B. Thus, Table X gives the balance of payments

estimates for Lebanon for the years 1955-1960.20

Table XI gives inter-
national receipts and payments for the years 1958-1960. FEach transaction

will be taken now and discussed.

zol‘:lgures have been compiled from different studies done by
different groups. Hence, there may be some discrepancies on the method
of adjustments used and figures may not command an absolute exactitude.
However, since our aim is to point out the trends, these will not con-
stitute serious handicaps to our analysis,
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TABLE X

LEBANON ~ BALANCE OF PAYMENTS, 1955-1960
~ (n LL 1,000,000)

Abridged Schedule

1 2 3 4
19551 19561 1957'1 1958 1959 1960
A, Current Transactions
1. Merchandise Trade ~45]1 .8 =462,5 =525.4 =556 =610 -768
2., Non-Monetary Gold +13.6 + 7 + 5.9 = 7 - 9 - 8
3. Foreign Travel & Tourism + 86.2 + 86.9 + 68,2 + 40 + 62 + 81
4. Transport & Insurance + 35.1 + 42,6 + 56.7 + 48 + 78 +108
5. Investment Income + 9.3 +12,4 + 15,1 + 39 + 42 + 55
6. Govermment, not
included elsewhere + 31.9 + 37.3 + 39,7 + 43 + 51 + 52
7. Other Services + 42,6 + 44,5 + 45,8 + 98 +145 +172
Total =233.5 =231.8 =294.,0 =295 =240 =310
8. Donations +131,4 +136.2 +172,0 +165 +108 +105
Total Current
Transactions -102,1 - 95,6 =122,0 =130 ~132 -205
B. Movement of Capital
9. Long Term Capital + +144 +156 +216
Total A + B ‘ + 14 + 24 + 11
C. Balancing Items '
10, Short Term Capital + 9 + 42
11, Monetary Gold - 53
Total Movements of
Short Term Capital & _
Monetary Gold - 40,7 + 5,9 - 24.4 + 9 - 11
12, Errors & Omissions +142,.8 + 89,7 +146.4
Total A +B + C - - - + 14 - -
Source: 1?01};6 1955-1957, Saliba, Nassim, "La Balance des Paiements u Liban et

thode de son Etabiissemen{ " le Conmrce e du Levant,

No. 6, (February 1961) p., 25.

¢

Monthly Issue) ,

2i"ar 1958, "Le Rapport Higgins," Le Commerce du Levant (Monthly Issue)
f gﬁlstp. %gi Y i ’

January 1

3ror 1959, "La Balance des Paiements du Liban en 1959," Le Commerce du
]

Levant (Monthly Issue), No. 8, (April 1961) p. 30,
4gor 1960, from an unpublished study on Balance of Pa

nts of Lebanon
done by the American Embassy, Economics Division, in February 1962,
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TABLE XI

LEBANON - BALANCE OF PAYMENTS, 1958-1960
(in LL 1,000,000)
Standard Schedule

1958 1959 1960
Credit Debit Credit Debit Credit Debit
A, Current Transactions
1. Merchandise Trade 117 673 152 762 162 930
2, Non-Monetary Gold 43 52 128 137 189 195
3. Foreign Travel &
Tourism 62 22 87 25 102 21
4, Transport & Insurance 59 11 93 15 119 13
5. Investment Income 49 10 55 12 67 12
6. Govermment, not included
elsewhere 47 4 55 4 57 5
7. Other Services 98 - 145 - 172 -
Total 477 772 715 955 B66 1,176
8. Donations 167 2 110 2 107 2
Total Current
Transactions 644 774 825 957 973 1,178
B, Movement of Capital
9. Long Term Capital 144 - 156 - 216 -
Total A + B 788 774 981 957 1,189 1,178
C. Balancing Items
10, Short Term Capital - - 9 - 42 -
11, Monetary Gold - - - - - 53
Total Movements of Short
Term Capital & Monetary
Gold - - 9 - 42 53

TOTAL A +B +C 788 774 990 990 1,231 1,231

Source: IFor 1958, "Le Ra Higgins," Le Commerce du Levant, (Monthly Issue
=" \No. 5, (Jmuary 1581 5. §5." . )

2For 1959, "La Balance des Paiements du Liban en 1959," I.w
Levant, (Monthly Issue), No, 8, (April 1961) p. 30.

3For 1960, from an unpublished study on Balance of Payments of Lebanon
done by the American Embassy, Economic Division, in February 1962.
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A, Current Transactions
1. Merchandise Trade
As we say in chapter I, data on foreign trade have been taken
from the customs' records, which includes all merchandise trade except:
"a. Goods not constituting exchanges between Lebanon and a
H foreign country, such as sea food, caught off coastal waters.
b. Travellers' baggage, immigrants' and emigrants' belongings,
and other such items not possessing the characteristics of
commodity trade.
€. Minor imports and exports of nominal value, especially those
sent by post, such as merchandise samples, gifts, and goods
valued under LL 5.00.
d. Special governmental purchases, including imports of military
equipment ,
e. Goods imported by foreign embassies and missions and by the
United Nations Relief and Works Agency (UNRWA).
f. Imports of specified eoncoss.lonnairea."n
The figures presented in these tables for merchandise trade do
not conform with figures given in tables of the first chapter, simply
because of the different methods of adjustments used.
The major adjustments which have been made to the customs figures
for balance of payments purposes have been for coverage and valuation,
Adjustments for coverage have been done with respect to re-exports » Eold

concessions, and smuggling., Only re-exports which have paid a duty upon

z:li'e:l, Edward, & Klat, Paul J,, The Balance of Pa s of
Lebanon 1951 and 1952, (American University of Beirut, iﬁm, 1954)
Pe Te
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entering the country and have thus been recorded as imports, the duty
being refunded when the goods are re-exported, have been added to the
Customs export figures.

The value of gold has been deducted from foreign trade figures,
its quantity by weight determined, and revaluation made on the basis of
quarterly free market gold prices. Moreover, foreign banknotes and
motion picture films values, which are also included in merchandise
imports, have been isolated and the first has been included under capital
movements, and the second excluded from trade returns.,

Ad justments for valuation have been done with respect to CIF
values, exchange rates, multiple rates, timing, and conversion factors,

As mentioned in chapter I, the value of imports is almost always
converted into Lebanese currency at the official rate, which varies
substantially from the open market rate., "In general, it can be said that
goods from the Sterling Area, the Franc Area, and the U.S.A, are paid for
in their respective currencies, while the bulk of goods from other countries
are paid for either in dollars or in Sterling. w22 It is on this basis that
conversions into local currency are made.

A further adjustment has been made for undervaluation by importers
(to reduce tariff payments). A 2 per cent revaluation has been used. More-
over, exports have been undervalued by 15 per cent,

Therefore, the merchandise trade balances show increasing trade
deficits, It rose from LL 451.8 millions in 1955 to LL 768 millions in

1960, which represents a 70 per cent increase over 1955,

221044, , p. 12.
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2. Non-Monetary Gold

Non-monetary gold movement includes private gold imports and
exports. Government gold transactions and gold transit are given else-
where. As it was noted before, Lebanon allows the free importation of
gold, but gold exportation is subject to licensing.

Figures of imports of gold are then LL 52 millions » LL 137 mil-
lions and LL 195 millions for the years 1958, 1959 and 1960 respectively,

Smuggled gold exports, on the other hand, are estimated to be
LL 45 millions, LL 128 millions, and LL 187 millions for the years 1958,
1959 and 1960 respectively. So the net movement has been a net inflow
of LL 7 millions, LL 9 millions and LL 8 millions for the three years

respectively.

3. Ford.m Travel and Tourism

'Foreign travel covers, on its credit side, all expenditures
in Lebmén of visitors whose permanent residence is outside Lebanon,
and, on its debit side, expenditures abroad of travellers whose permanent
residence is in Lebanon, e

Receipts from foreign travel come from : a, sumner resorting,
b. schools, c. hospitals, and d, tourism, including business.

Tourism is by far the most important category. Table XII gives
the total amount spent by tourists for the years 1956~1961. The total
number of tourists, who visit Lebanon, has declined very much after 1956 ’
when Syria restricted travel to Lebanonj since then it has been increasing

slowly, but it is still below its 1956 level. From an income point of

Bvid., p. 21,
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view, however, the 1961 level has been well above the 1956 level, as

the Syrian tourists were replaced by more freely spending visitors from

other countries,

TOURISM IN LEBANON

Year Total Number of Tourists
1956 843,825
1957 541,354
1958 224,445
1959 489,508
1960 611,000
1961 675,000

TABLE XTI

Source: Paul J. Klat

Estimated Amount S
iin LL ;ﬂﬂomi
100
86

48
79

110

» 'The National Income of Lebanon, "

Middle East Express, No. 5, (April 2, 1962) p. 4.

A comparison of earning and expenditures indicates a net credit

on foreign travel account of LL 86.2 millions in 1955 » falling down to

IL 40 millions in 1958 (mainly because of the political disturbances)

and rising since then to attain LL 81 millions in 1960, still being

lower than its 1955 level.

4. Transport and Insurance

"Transportation includes freight charges, passenger fares, and

port earningp » whereas insurance transactions may include insurance on

account of international trade, life insurance, and other kinds of



mll.lra.m:e."24

He—note a considerable increase in this item, It rose from
LL 35.1 millions in 1955 to LL 108 millions in 1960. The increase has
been continuous except for 1958, year of political distarbances. This

considerable increase is mainly due to Lebanon's International Airport.

5. Investment Income

Investment income includes, on its debit side, the yearly earnings
that are transferred abroad, of foreign businesses established in Lebanon.
Income from Lebanese investment abroad, on the other hand, may be divided
into four categories:

a. Many residents in Lebanon hold large portfolios of foreign
securities (mainly in France, but also in Great Britain, U.S.A. Switzer-
land, etc.

b. A few Lebanese nationals own also large tracts of land abroad
(mainly in Syria and Egypt), and the revenues of these are included under
investment income.

c. The interest earned on private bank balances held abroad
(mainly in France and the U.S.) should also be included.

d. Finally should be mentioned the earnings of Lebanese businesses
abroad, especially in Syria and the other Arab countries.

These show a net credit balance of LL 9.3 millions for 1955 3
rising up to LL 55 millions in 1960.

%1bid., p. 30, & p. 33. See also Saliba, N., "La balance

des paiements du Liban et la méthode de son établissement," Le
Commerce du Levant, (Monthly Issue) No. 6, (February, 1961) p. 25.
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6. Government (not included elsewhere)

Here are included all service transactions of the Lebanese Govern-
ment and of other government and international agencies in Lebanon, not
already mentioned elsewhere, 'Specifically are included as a debit the
Lebanese Government's expenditures abroad on diplomatic and consular
representation, its contribution to international institutions, its scholar-
ships to Lebanese students abroad, and its foreign debt payments; on the
credit side, are listed the receipts from government credits abroad, con-
sular receipts, royalties paid by concessionnaires, local expenditures
of international agencies, and the diplou.tic,' consular and cultural
expenditures of foreign governments in Lebanon."zs

There is for this item an increase of from LL 31.9 millions in
1955 to LL 52 millions in 1960. However, the increase from 1959 to 1960
is small compared to previous years. This slow increase is due to the
decision taken by UNRWA to import all goods destined for consumption in
Jordan through only the port of Akaba.

7. Other Services

Under this item are included all transactions which could not
be included elsewhere, "namely the earnings from transit and entrepot
trade, and from exchange operations, the local expenditures of foreign
companies whose center of interest is abroad, and other sundry l"e&:oj.pts."z6
Here too, there is a net credit increase from LL 42.6 millions in
1955 to LL 172 millions in 1960. This increase reflects mainly a growth
in foreign payments for Lebanese financial services and a rise in profits

zsmido, pp 37-380

%1vi4d., p. 4.
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of the free zone industries and in the expenditures of foreign companies
in Lebanonm,

Net earnings from all services are estimated to be LL 261 millions,
LL 370 millions and LL 418 millions for the years 1958, 1959 and 1960
respectively. It has increased from LL 218 millions in 1955 to LL 370
millions in 1960, about 70 per cent increase over 1955, These earnings
have covered as usual the greater part of the deficit in the trade ba-
lance. The balance of goods and services has been increasingly un-
favorable, registering a record high deficit amounting to LL 295 millions,
LL 240 millions and LL 310 millions for the years 1958, 1959 and 1960
respectively, It has increased from LL 233,5 millions in 1955 to LL 310

millions in 1960, about 33 per cent increase over 1955,

8. Donations

"Dono..tions may be defined as unilateral transfers or, in other
words, transactions for which there is mo Quid pro guo whatever, They
would include such items as emigrants' remittances, private donations
to schools and hospitals and foreign government grants.“ﬂ

Donations, decreasing from LL 172 in 1957 to LL 105 millions in
1960, financed about one~third of the goods and services balance and left
a substantial deficit in the current transactions estimated at LL 122
millions, LL 130 millions, LL 132 millions and LL 205 millions for the
years 1957, 1958, 1959 and 1960 respectively, This decline in donations
has been due mainly to the decline in the U,S. aid to Lebanon which

was not compensated by a rise in other sources of donations or assistance,

ZTMO: Pe 46,
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In view of an anticipated further fall in the U.S. aid to Lebanon, it
would appear that the country's earnings from donations will decline
further in the coming few years. Hence the country's dependence on foreign

capital to maintain its current growth rate is expected to increase,

B. Movement of Capital and Monem Gold

As long as there is no proper and official bank reporting system
any estimate of capital flows cannot be more than a guess, especially since
most panks are extremely reluctant to reveal privately any information on
their business. So, data on the capital movements are the least reliable
estimates in the country's balance of payments. This entry does not con-
sist of capital only. It includes in addition to the net movement of
private capital the net balance of illegal and unrecorded trade, the total
value added to goods admitted under the temporary entry regime, and errors
and omissions. Hence the behavior of the movement of capital cannot be
statistically analyzed with any reasonable degree of confidence.

Table XIII gives external capital movements for the years 1957-
1960. According to the table, the net movement of private long-term
capital constitutes the greater part of thé net inflow of capital. We
note that the total long-term capital proper would approximate 80 per
cent of total net capital movements for the period 1957-1960.

The movement of official long-term capital consists entirely
of Lebanon's withdrawls from the IBRD loan for the Litani pro ject which
amounted to LL 31 millions during this period.
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TABLE XIII

LEBANON - EXTERNAL ' CAPITAL MOVEMENTS, 1957-1960

1957 1958 1959 1960
Net Inflow of Capital 190 144 165 258
A, Net movement of
short~term capital + 7 + 14 +9 + 42
B. Net movement of
official long-
term capital + 1 + 7 + 12 + 11
C. Net movement of
private long-
term capital + 182 + 137 + 144 + 205

.Sowcez From an unpublished study done by the American Embassy
on Balance of Payments in Lebanon, in February 1962,

Therefore, a net inflow of capital estimated at LL 216 millions
in 1960 served to carry the deficit on current accounts » to finance with
the help of some drawings on foreign exchange assets the official gold
holdings, and to leave a surplus in the overall balance amounting to ap-
proximately LL 11 millions.

This analysis shows us that there is substantial and growing
deficit in the trade balance, a considerable and growing dependence on
services and yet, a favorable overall balance of payments position,

However, the balance of payments of Lebanon suffers from several
weaknesses,

First, there is heavy dependence on sources of revenue which are
highly unstable and which, if reduced, may be reduced appreciably. Many
of such services are the result of disparities in the exchange control
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regulations of the various countries and as such cannot be regarded as
a continuing or at least, stable source of revenue, Others such as
tourism and estivage cannot be depended, since they are affected by
factors beyond Lebanon's control,

Secondly, there is dependence on capital movements, Such capital,
as mentioned above, is essentially 'hot'; it usually comes from Arab
countries and the oil countries of the Persian Gulf, Saudi Arabia, Kuwait »
Bahrein, and Qatar. So such capital is transient which comes first to
Beirut and then leaves the country in search of more secure or renumerative
instruments. Moreover, the capital which remains in the country has two
outlets; they are either kept as bank current accounts or else invested,
predominantly in real estate, both of which have inherent dangers,

However, the balance of payments enjoys certain signs of strength,
First, we notice there is an increase in Lebanon's export trade proceeds
and this is mainly due to developments in agriculture and to the conclusion
of various trade agreements,

Secondly, services rendered to non-residents, such as tourism
and estivage, are being developed and stabilized, with the result that
there are increasing revenues from these. The geographic position of
Lebanon as a national intermediary between the Middle East and the West
is also a reason for this development,

We may conclude by saying that the relatively wide discrepancy
between the value of Lebanese visible exports and imports indicates the
ma jor dependence of the Lebanese economy upon invisible receipts to
cover the existing deficit in the balance of trade. Such receipts come
from mamy sources, main ones being: emigrant remittances and capital



inflow, foreign travel, expenditures by foreign bodies in Lebanon (U.N.,
IPC, Tapline, cultural institutions, diplomatic mission, etc,) and ex-
change and triangular operations.

As long as the Lebanese economy is greatly dependent upon in-

visible receipts, the case for a free commercial policy is obwious.



CHAPTER III
PROCEDURES AND PRACTICES IN FOREIGN TRADE FINANCE

Credit for foreign trade is mainly given by banks, It in-
volves two or more countries and different currencies, and payments
or receipts are effected mainly through banks, The present chapter
provides an analysis of the amount and types of credit facilities
extended by banks to importers and exporters, However, before this is
discussed, it is important to find out the main characteristics of
the banking system in Lebanon,

Therefore, first will be presented the features and defects
of the Banking system,

This will be followed by an analysis of the methods used by
banks in extending documentary credits,

The third and last part will be a short discussion of the

determinants of such methods,

-T2 =
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A, Commercial Banking System in Lebanon
Till 1939, the banking activity was limited to few French banks

founded because of the French Mandate in Syria and Lebanon -~ Banque de
Syrie et du Liban (BSL), which had also access to government funds, and
Crédit Foncier d'Algerie et de Tunisie. The only foreign (non-French) bank
was Banco di Roma., An affiliate of BSL, "Société de Crédit Agricole,
Industriel du Liban" (SCAIL extended credits to agriculturers, with the
authorities' guarantees, The domestic sectar was represented by small
banking houses, some of which were establ ished before the First World
War; (Banks Trad, Pharaon, and Chiha, etc.); their activities were
restricted to interior operations, especially the discount, whereas the
foreign banks used to take care, almost exclusively, of financing the
operations of foreign commerce.

The structure of the Lebanese banking system has undergone a
noticeable change since the Second World War., The difference between
foreign banks and the larger local banks have tended to become less pro-
nounced, After 1945, mostly because of the liberal economy of Lebanon,
the number of banks increased rapidly. Their activities extended not
only financially, but also geographically, They do now, in addition to
banking and financing operations, commercial amnd industrial operationms,
guaranteed loans, comstruction loams, etc, No law limits their activi-
ties, Also, most banks now, Lebanese or foreign, open branches not only
in the different quarters of the town, but also in the different town and
summer resorts of Lebamon, Some other banks have opened branches in
Europe and Africa; for example, Intra Bank in Geneve, Banque Libanaise

pour le Commerce in Paris, etc.
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At present, there are three types of banking establishments in
Lebanon:

a, Approved banks, first class incorporated commercial banks,
whose guarantee is accepted by the Lebanese Government,
Their number reaches 43.1 These account for over 90 per
cent of banking business in Lebanon of which at least fifty
per cent is transacted by the foreign banks.

b. Non-approved banks, second class incorporated commercial banks
whose guarantee is not accepted by the government, because
of their limited banking transactions, Their number reaches
to 18.

" ¢+ Discount houses, which are mostly individually owned es-
tablishments and whose operations consist of discounting
paper at 8 — 12 per cent interest though a few of them
accept deposits and make advances., They rediscount these
at a rate which varies between 5 and 63 per cent, "The
impertance of these discount institutions and 'bmqﬁiers'
is very clear, since they chahnel credit from commercial
institutions to leading Imnks."2 Their guarantee is not
accepted by the government, Tﬁey operate on their own
capital resources and partly on capital berrowed from
commercial banks, especially the BSL,

lvLes Banques au Liban," L'Economie Libanaise et Arabe, (March
1961), p. 18, : -

Zanna, Armand, Banking and the Economic Organization of Lebanon,
(Beirut, 1953), p. 10, -
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The most recent banking statistics available is shownin
Table XIV. Because of the continued and uncontrolled increase in the
number of banks, the Council of Ministers has decided lately not to

3
grant any licences for the opening of new banks,

TABLE X1V

LEBANON — NUMBER OF BANKS BY NATIONALITY OF
CAPITAL AND PARTICIPANTS

Nationality Number Number
Lebanese Banks 44
Arab Banks 5
Foreign Banks 12
= French 5
= American 3
- British 2
~ Hollandish 1
~ Italian 1
TOTAL 61

Source: L'Economie Libanaise et Arabe, (March 1961), pp. 19-21.

Banks now accept deposit money and lend it on short term to

commerce and industry. They pay 23 - 4 per cent on demand deposits; the

3"1.“ Banques au Liban," op, cit., P. 18,
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French and American banks pay 25 - 3 per cent. It is because of this
high interest rate that banks in Lebanon do not usually care to attract
time or saving deposits, Thus, time deposits are about 10 per cent of
total private deposits, whereas in the more developed economies time
deposits with the banking system are becoming as important as the de-
mand deposits.

Moreover, the structure of Lebanon's free economy permist banks
to indulge in lucrative gold and foreign exchange operations, though now
this is declining, The same applies to exchange operations especially
those applying to tdangular trade, switch operations and arbitrage.

The earning assets of the Lebanese banks are almost exclusively
concentrated in the financing of short term self-liquidating mercantile
loans, against securities, signatures, property, etc., and are mainly in
the form of discounts, decumentary credits, advances on securities and
overdrafts., Their maturity periods rarely extend to a year and in most
instances fall due within six months, Most of the direct a dvances are
usually made by overdrafts to business and industrial establishments
either on a secured or unsecured basis, extending to a year, "The in-
terest rates on these ranges between 5 and 7 per cent, Trade discounts
are for three months, and interest on prime bills ranges between 5 and
55 per c:ent."4 "The maximum interest rate allowed by law is 9 per cent,
to which must be added up to 2 per cent any commission, charges, etc,
However, when a customer is of good standing, rates as low as 6 or even

5
5.5 per cent are reported to be charged currently.”

4

I‘ffi’ Tdh‘-’ : y and Ban 12 DYS i DL € 0 AL Wl L1Ll
, (Ph.D, Thesis, University of Wis-
consin, 1959), p. 79.

Ssee (Economic Research Institute,
American University of Beirut, Beirut, 1955), p. 29.
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Other than these advances and discounts to business, there are
no other types of short term investment, that is Treasury bills or call
loans which are held in the asset portfolio of the banking system. So,
the banking system lacks short term investments of high liquidity which
are easily marketable and which can readily be rediscounted as the need
arises, in the open market, without much loss,

Another feature of the banking system in Lebanon is the absence
of a central bank, It is the Bank of Syria and Lebanon which performs
some of the functions of central bamking. It is a joint stock company
having its headquarters in Paris, and therefore is constituted in accor-
dance with French Law.

The BSL has two main departments: the Note Issue Department
and the Bamnking Department, The Banking Department has the following
divisions: (a) Commercial Credit Operations, (b) Banker's Bank
Operations, (c) Banker and Fiscal Agent to the Government. The Note
Issue Department, the Bankers' Bank Division, and Banker and Fiscal
Agent to the Government operations constitute its central banking
functions., |

The Note Issue Department: The monopoly of note issue was
given to BSL by the Fremch Mandatory authorities mainly in order to
facilitate the financing of French army expenditures. The concession
will end in May 1964 according to the 1937 Convention, The assets which
are eligible as elements of the note cover are well in excess of those
actually needed for the purpose of backing the currency, and the excess

is held in the Banking Department. So the mecessary flexibility of the
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note circulation is provided by the fact that the BSL is free to move
such assets from the Banking Department to the Issue Department against
the issue of additional notes, thus expanding the note circulation
without the necessity of resorting to amy special arrangements,

Banker's Bank: BSL is given this title because it renders two
central banking functions to the banking system; (a) it extends over-
draft facilities to commercial banks, and provides rediscounting faci-
lities to them; and (b) it gives interclearing bank services and so
has a certain volume of commercial bank deposits with it,

The rediscounting facilities are regulated by the provisions of
the bank's bylaws, Notes eligible for rediscounting must bear three
lignai:ures, two private and one the rediscounting bank's acceptance,
Maturity periods are maximum 180 days if held in the Banking Department,
and 90 days if held in the Issue Department,

The rediscount has been increasing lately, but it is mainly to
French owned or controlled banks or to discount houses, since foreign
banks have resort to their home offices, and the large national banks
are afraid of losing their customers to BSL., The rediscounting facilitis
by BSL, therefore, are based on its commercial interest, liquidity
position and public demand for funds, and cannot be and have not been used
as an effective tool of monmetary policy.

BSL also provides interclearing bank services; so banks are
obliged to keep sizable cash balances with it. However, there is no
banking law to require these banks to keep a certain percentage of their

demand deposits as legal cash reserves with the BSL.



privileges by virtue of the 1920 and 1937 monetary conventions, "Ar-
ticle 3, Section 2 of BSL's statutes gives BSL the power to lend and
advance funds to the Govermment, and section 11 empowers the Bank to
undertake for the Central Authorities the cashing of public revenues
and the payment of public expenditures, and to aid the government in
its financial operationa.6

BSL as a Commercial Bank: BSL's Banking Department has the
largest volume of private demand deposits in Lebanon and extends the
largest volume of loans and discounts to the private sector of the eco=
nomy, Article 3 of its statues empowers the bank to discount all com-
mercial paper such as promissory notes made to order, drafts, bills of
exchange, whose maturity does not exceed 180 days; to discount and
grant loans or advances on negotiable obligations; to open current
interest-~bearing loan accounts and to carry on all financial and ban-
king activities in Lebanon except land mortgage operations proper,
However, commercial paper for discount must have at least two signatures
acceptable to the Bank and with a maximum maturity of 120 days., Fur-
thermore, advance on securities must not exceed sixty per cent of the
market value of such securities. No distinction is made between business
with other banks and business with the public. According to statisti~
cal information, about 10 - 15 per cent of total private deposits are
with BSL, though prior to 1950 the proportion was about 70 per cent,
This large volume of banking activities is mainly due to BSL's privileged

position of being the banker and the only holder of government funds.

Syafri, op. cit., p. 13l.
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The main defects of the Lebanese Banking System are as
follows:

1, Lack of Bank Legislation: All banking and exchange operatioms
are considered by law as mere acts of commerce; "any person or legal
entity, whether foreign or Lebanese, can establish and operate a bank
and will be considered as a nerehant."7 There are few provisions per—
taining to the contractual aspects of deposits, but no provision for
reserve ratios, no central bank to carry out open market operations, and
no government supervision, There is only the Banking Secrecy Law of
September 5, 1956, and only 15 banks so far have agreed to use the law,

2. Inter-Bank Relationship: There is complete absence of
orgmhed inter~bank relationship, The banks are highly individualists;
they seldom negotiate bills with each other, The reasons for this
are that banks are in a very competitive state and hence are suspicious
of each other, Moreover, the absence of a central bank, which could
facilitate movements cf funds from one bank to the other, is another rea on.
Only two things have been done so far m this respect, The first is
the organizationdo the Clearing Service, in 1943, which is handled for
most of the approved banks by the BSL, It has now 30 banks as members
to it, The second has been the organization of the Central Risk Office
in 1953 for the purpose of collecting and exchanging information on the
credit worthiness of their customers, Membership is made optional; it
has only 25 banks as members so far,

3. Lack of Statistical Information: A peculiarity in the Le-
banese bankiig system is the absence of law requiring banks to present
or publish regular information en their activities, It is clear that

no monetary policy is possible as long as the Lebanese Govermme nt does

"Ibid., p. 101,
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not have at its disposal the detailed information on the banking con-
ditions, The only data available is that on total bank loans and total
deposits, which banks submit on a voluntary basis., Moreover, what is
published is either unreliable or incomplete.

4, Predominance of Commercial Credit: Commercial banks confine
their operations to short term self-liquidating tramsactions. Though
such short term activities are regarded as less essential in the States,
where financial institutions invest in long term securities, here it is
considered to be the most important and profitable banking activity.
Term credits from one to five years are absent due to the scarcity of
capital, absence of central bank and absence of specialized credit
information services. It is also due to the limited number of the cor-

porate companies,

In the light of these general activities and defects of the
Lebanese Banking System presented above, the next section will be an
explanation of the procedure followed by these banks in extending

documentary credit for foreign trade.
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B, Bank Credit Facilities for Foreign Trade

"As used in foreign trade, the word 'credit' has two entirely
distinct and in some respects, unrelated meanings: (1) It may refer to
the amount of financial assistance which the exporter requires in the
conduct of his export business; or (2) It may concern the moral and
financial responsibility of the foreign customers of the manufacturer
or exporter. In the first of these two senses credit is based, just
a2s in domestic trade, on what is popularly known as the three 'C's -
Character, Capability and Gapitalo'e

In view of this, it will be interesting to start this section
by pointing out the major sources from which banks in Lebanon gather

credit information on their clients,

1. Sources of Credit Information

"The question of where to get accurate, reliable and complete
credit information on risks in foreign markets is the crux of the fi-
nancial credit problem in all foreign trade."gAn important point to
note is that there is lack of trust in Lebanon, This is why banks in
Lebanon use a combination of different sources to get sufficient cre-
dit information on their clients before granting any credit to them,
Their prime aim is to find out whether the applicant is solvent;
whether he will be able to pay back the loan without any guarantees, and
to determine his line of business and amount of competition in the field.

The different sources resorted to are as follows:

aPra.tt, Mo’ Pe 617,

bid., p. 622.
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a, Information Form: When a client comes for the first time to
the bank, he is asked to fill a certain form where he gives all required
credit information on hinself.lo After the form is filled, the bank
checks very carefully whether what is reported is true. Thus, the
past experience of the client is amalized. This form is kept in his
file and constitutes a ready reference on the client,

b, Bank's Information Center: Each bank has a special In-
formation Center, where are gathered and compiled all possible credit
information about merchants in town, whether they are customers of the
bank or not, So, when the bank is interested in finding out about a
certain customer or merchant, it can refer to its Information Center.
The Notary in town sends daily the names of merchants having cases or
protests, be they customers or not of the bank,

¢, Other Banks: Banks have concluded a "Gentlemen's Agreement"
by which they are to help each other in supplying’credit informe tion on
the merchants they are interested in.

d., Direct Contacts with People who know: The bank gets in
contact with people who are likely to know about this customer. These
may be, for example, merchants in the same field of busimess as the
applicant, Or, they may be the references the applicant has supplied,
or well=known persomalities in town,

e, Supplier or Exporter: The banks always resert to ithis source,
They check with the exporter, who naturally, is in a position to know most

on the customer he is dealing with,

105¢¢ Form No. I, Appendix II.
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f, Central Risk Office of BSL: Some banks resort to the
Central Risk Office at Bank of Syria and Lebanon, However, this is not

very reliable for the very simple fact th_at not all banks are members to
this Office, so the informatien supplied is mot complete,

g. GChamber of Commerce: Some banks ask information from the
Beirut Chamber of Commerce about merchants, However, this is mot an
official source, and banks who want to refer to this have to pay a
certain sum for the information received.

Having compiled emough information on the applicant, and if
it is proved to be satisfactory, the bamk comsiders him a customer and

proceqdn with granting him the credit.

2. Finance for am Importer
"The importer's approach to the financing of his trade is

conditioned by his psychological reactions to the circumstances under
vhich he is operating, either as those circumstances actually exist,

or as he imagines them to bo.'u Thus, there are three major determi-
nants: (a) tradition; that .‘il, what is 'usual in the trade's (b) re-
lative bargaining strength of the importer in relationship with his
exporter; (c) external factors, such as the ruling conditioms in the
special trade, political conditions, and so om,

The "Letter of Credit" method of financing imports have come
to be the nut common method used in Lebanon, It is roughly estimated
by most bankers that 60 per cent ndioro of the financing
procedure for imports are dome through

Ugyrett, W.W., Finance of Overses Trade (Sir Isasc Pitman ¥
m’ ud., WOI, 1’57' P. “.



-85 -

opening letters of credits. Hemce this will be discussed first,

a. Procedure under letters of Credit

When the importer and exporter are net very well known to each
other, the exporter asks the buyer to "open a credit", That is, suppo-
sing a buyer in Lebanon has received the offer of certain goods at a
certain price and on certain stipulated conditions; one of these con-
ditions is that he must provide for payment by "opening a credi" through
a bank, This opening of a credit in some form is the first step to-
wards payment, an initial step which precedes the export of the goods.
By this means, the bank takes over the responsibility and certifies
the good reputation of the importer.

'nms, the importer comes to his bank and asks for the opening
of a commercial letter of credit. It is in order to note that if the
importer is mot already a customer of the bamk, he has first to open
an account in the bank and then ask for the opening of a letter of
credit, To do this, he has first to sign a certain form usually
entitled "Conditions for opening Documentary Credits" .12 This form
puts down certain conditions which the importer undertakes to comply
with asd which the bank keeps in file, It mainly defines what the importer
is supposed to do under certain conditions, and what the bank's res-
ponsibilities are in the matter. In short, the importer accepts the
credit and guarantees to the bank in comsideration of its openimg the

credit as requested:

123¢e Form No. II, Appendix IT,



1, that he will provide the bank with funds before maturity of
the acceptance or sight credits, in time to meet the sight
drafts presented to the issuing bank;

2., that he will pay whatever commission is agreed upon and assume
the cost of all cable charges, and

3. that he will not hold the bank respomsible for the genuine-
ness or validity of the documents presented under the credit
or for the quantity or quality of merchandise,

Once this is signed, then the importer has to fill iman

"Application for Documentary Credit" form, where all the conditions
of sale are mﬂmcl.'l3 "

‘Based on the information received on this form, the bank
opens a leter of credit. A specimen of such a letter is given in
Appendix II (Form No. IV )., The wording of most commercial letters
of credit used in Lebanon follow the same general pattern,

"A commercial letter of credit is an instrument or letter issued

by a bank in behalf of and for the account of a buyer of merchandise,
By this instrument the bank agrees that the drafts of the seller may be
drawn on the issuing bank, and when so drawn within the conditions in-
dicated in the instrument, such drafts will be duly honored by accep-

tances and/or payment, depending upon the usances of the drafts."

135ee Form No. ITI, Appendix II

1431"“1'1&, William S., Export-Import Bagking (The Roland
Press Company, N. Y,, 1956), p. 362, ; _
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1. Analysis of a Letter of Credit

Let us analyze the contents of the letter in some detail, The
commercial letter of credit is a letter addressed to the seller or to
the correspondent bank and signed by the writer, the issuing bank, It
is dated as any other letter, It discloses the name of the individual
or concern for whose account it is issued, who is the beneficiary (i.e.,
the exporter).

Form of the Commercial Credit: It can be seen that the bank is
opening an irrevocable letter of credit, Most of the commercial letters
of credit opened by banks in Lebanon are irrevocable. There are very
few other farms used, and these will be discussed further below.

What is an Irrevocable Letter of Credit? "Irrevocable credits
are definite undertékinga by an issuing bank andl constitute the engage—
ment of that bank to the beneficiary or as the case may be, to the bene-
ficiary and bona fide holders of drafts drawn thereunder that the pro-
visions for payment acceptance or negotiation contained in the credit,
will be duly fulfilled provided that the documents or as the case may
be, the documents and the drafts drawn thereunder comply with the terms
and conditions of the credit."ls

Sometimes, when the exporter is mot very well acquainted with
the issuing bank, he asks for the correspondent bank's confirmation., In

such a case, the issuing bank instructs its corrupo_ndent to confirm

lshfinition as given by the Thirteenth Congress of the Interna-

tional Chamber of Commerce, in m?mmmmim
Fﬁg_mnm?_mn‘ 1951 (to which Lebanon is a member ),
See Appendix III). !
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jts irrevocable credit and when this is done, wthe confirmation implies
a definite undertaking of the confirming bank as from the date on which
it gives conﬂmtion.'l

Other forms of credit: Other forms of credit in uwse vary. They
are very few in Lebanon, mainly because there is lack of trust all over
the country. Such forms as used are mainly revocable, nonconfirmed and
circular credits.

Revocable credits: these are mot legally binding undertakings
between banks and bemeficiaries, Such credits may be modified or cam=-
celled at any moment without motice to the beneficiary,.

Non-confirmed credits are used when the correspondent or
any other bamk than the issuing bank is mot instructed to confirm the
credit,

Circular commercial credits: the circular credit is the
irrevocable credit im trument of a bank which is addressed to the bene-
ficiary and placed in his hands without the intervention of anmother
pank, The required drafts are to be drawn on the opeming bank or
on another bank designated in the credit. They should alwayste irre-
vocable, simply because the jdentity of the bank which may purdch ase
the beneficiary's drafts is not known. However, such circular credits
are issued only'by the larger and best known banks, of which Lebanon

has few,

For account of the importer. His name or his company's name
is given here,

16114,

s s
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For a sum of: When it is "about" this will mean that the given
sum can be varied within a margin of only 10 per cent less or 10 per cent
more., If it is ™ot exceeding"”, then the given amount cannot be increased
by any means.

Time limit: Usually the beneficiary is given a certain time
limit, within which he has to ship the goods. This time limit is al-
ways given in the letter of credit as per the agreement of the importer
and the exporter,

Draft: A draft is a bill of exchange, which is defined as "an
unconditional order, in writing, addressed by one person to another
signed by the person giving it, requiring the person to whom it is ad-
dressed to pay on demand or at a fixed or determinable future time, a
sum certain in money, to order or to bmer.']'? The drawer or maker of
the bill is the person who has issued it; in this case, the beneficiary.
The drawee is the person to whom the bill is addressed - the importer.
The payee is the person to whose order the bill is drawn payable, the
issuing bank or the correspondent bank. The endorser of the bill is
any person who has placed his name on the back of the bill thus indicating
that he has acquired title to the bill and is to receive the payment -
in this case, it is usually the correspondent bank.

Banks in Lebanon ask beneficiary's draft in almost all cases.
There is a very important legal reason for requiring this: a draft is
the only commercial instrument by the grace of which the bank can pre-
serve its right through protesting. Another important advantage with

a draft is its negotiable power. An instrument is negotiated when it

178haterim, op.cit., p. 49. See Form No. ¥V, Appendix II.
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is sold to someone or discounted with someone, The party to whom it
is negotiated takes the paper free from any counterclaims which the
drawee may have as against the drawer.

In most of the cases, the bill of exchange required is a sight
draft. However, there are times when a time draft (90 - 180 days after
sight) is accepted, In such a case, before taking the documents, and
after acceptance, the importer has to sign a guarantee letter, promising
to pay the sum after a certain time, This is done just for the security

of the bank,

Documents required:
1., Invoicet The first document required is the commercial invoice., It

is madée out by the seller, is addressed to the buyer and gives a state-
ment of the transaction. It is issued in triplicate, and as stipulated
on the letter of credit, "certifying at the same time origin of goods,
contents are true, and auihmtic, prices correct and current, and that
it is the only invoice issued for the merchandise described 1'.heroin."18

The original and/or the copies should be certified by the Chamber
of Commerce of the exporting country, and legalized by the Lebanese Con-
sulate in the city of the exporter, if available.

Invoices should be made out in the name of the applicant for the
credit, and payment for them may be refused, if they have been issued
for an amount in excess of the credit amoumnt. |
2. Shipping Documents: The most commonly used shipping document is the
Bill of Lading. It is made out by the 'shipper', and it acknowledges the
goods as so many packages and states what the goods are, in somewhat

1850¢ Form No. VI, Appendix II,
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guarded tcrm.lg It is usually issued in three copies, only the original
being negotiable., Banks in Lebanon always prefer it to be in their
order, or issued to order and endorsed’ to the bank. This way, the bank
becomes the sole owner of the goods and will remain the sole owner until
such time as it may be quite willing to endorse the bill of ladings to
the order of the importer. Moreover, they never accept "Claused Bill of
Lading" or "Received to be Shipped", or "Unclean Bill of Lading"; the
Bill of Lading should be clean "on board", and should indicate if freight
is prepaid or payable at dutim—ttion. -

Sometimes an inland Bill of Lading is required if goods, for
example, have to be imported from Germany, they have to come by rail
to Italy and then from there to Beirut. An inland Bill of Lading will
be required from Germany to Italy.

3. Insurance Policy or Certificate: This document is a signed contract

to cover the risks of damage to, or less or destruction of, goods or

other property. Banks in Lebanon accept mainly a separate policy for

each lot, and very rarely accept "Floating Pc»l:lu:y".20 It should be is-

sued in negotiable form for the Miee amount plus a certain percentage

of the invoice - usually 10 per cent; all claims are to be payable in

Beirut. Risks covered differ depending on the type of transaction and
sgreement between buyer and seller. The usual risks covered are War, S.R.C.C.

Strikes, Riots and Civil Commotions Clauses), T.P.N.D. (Theft, Pilferage,

195.¢ Form No. VII, Appendix IL.

”h importer or exporter interested in a series of shippments
makes use of this floating type, taking out one large policy for the
total of all his expected shippments. As shippments are made, he will
declare them under the policy; thus reducing the total available cover.

(‘” Syrett, .Enci.to’ p. 35.
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Non-Delivery), Institute Cargo Clauses, F.P.A., (Free of Particular
Average), W.P.A. (With Particular Average).n

Minless otherwise specified, such insurance must be issued in
the currency of the credit and Banks may, in their discretion, refuse
any Insurance Policies or Certificates presented if they bear a date
later than the date of shipment as evidenced by the shipping docucnts."zz
Moreover, insurance should be made with a well-known insurance company, :
having a good reputation.
4. Other documents: When other documents are required, "banks may ac-
cept such documents as tendered without responsibility on_thei.r part.” 3

The number and type of such documents vary according to the type
of commodities involved or the countries of origin.

There is the Certificate of Org;_.g.z‘ "The essential feature is
a specification of the country of origin, uyi;:g where the goods were
originally grown and /or nnufncttrod."zs This is always required because
of the Arab-Israeli Boycott., As it cm be seen, on the back of the letter
of credit there is a clause to the effect 'Shipment on Israeli means
or calling at Israeli ports is not allwed;, and documents should contain
a certificate to that effect.”

Sometimes a Consular Inoice is required. This is essentially

a copy of the commercial invoice, made out by the seller on an official

m'see Form No. VIII, Appendix II.

22, stipulated in the Uniform Customs and Practices for Com-

mercial Documentary Credits. (See App III).
B1bid.

“s« Form No. IX, Appendix II.

Bgyrett, opscit., p. 41.
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form, and taken by him to the consul of the country to which the goods
are being sent. The consul signs over a fiscal stamp of his own country.
This document facilitates the clearing of the goods through the customs,

In other times, a Certificate of Weight is required, This is

an important document where buyer and seller have agreed that the price
shall be so much per 1b., or ton; the particular goods may be sub ject
to loss in weight by evaporation so that it is most important for the
seller to get a check on the weight for which he is to be paid,

Other certificates are: Veterinary Certificate (e.g. for cattle),
Sanitary Certificate (e.g. for canned foods), Specification List, Hygienic
Certificate, Fumigate Certificate (e.g. for used cloth), Certificate of
Surveillance?® (esg. for black pepper), Packing List, Phyto-Sanitary
Certificate (e.g. in case of crops), Certificate of Analysis (e.g. in
case of margarine), and so on.

Therefore, the number and type of documents required depend on
the type of commodities and the laws of the importing countries. One
last point to note is that when the country of origin is Germany, the
invoice must certify that "goods are not connected with German-Israeli
reparation agreements,"” and this clause is printed on the back of all
letters of credit,

Terms of Contract: Prices of goods quoted by a seller in one
country to a possible buyer in another must always state how and where
delivery is to take place; that is, where the buyer is to take over the

xcort:lficatu of Surveillance issued by Swigs Companies are
said to be the most dependable. On the other hand, those issued by
Indian Companies are the least dependable, and they are never accurate,
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property in the goods, if he accepts them at the price offered. The
most commonly used terms in Lebanon are F,0,B. (Free on Board), C.I.F,
(Cost, Insurance, Freight), and C & F (Cost and Freight).

F.0.B. Contract: When the contract stipulated for an F,0.B.

sale, the name of the port and name of vessel should be mentioned. In
such a case, the seller's duties are: to supply the goods in conformity
with the contract of sale; to deliver the goods on board the vessel named
by the buyer, at the named port of shipment, at the date or within the
period stipulated, and notify the buyer without delay, that the goods
have been delivered on board the vessel. Therefore, it is the buyer's
responsibility to charter a vessel or reserve the necessary space on
board a vessel and give the seller due notice of the name, loading berth
of and delivery dates to the vessel, Moreover, he has to bear all costs
and risks of the goods from the time when they shall have effectively
passed the ship's rail at the named port of shipment, and pay the price
as provided in the contract.

C.I.F, Contract: In this contract, the seller is responsible

for the original cost of the goods in his own country, for placing them

on a vessel proceeding to the buyer's port, for payment of the necessary
freight to the shipping company for their services in carrying the goods,
and for providing the necessary insurance., '"The insurance shall be con-
tracted with underwriters or insurance eonpm.u.es of good repute on FPA
terms and shall cover the CIF price plus 10 per cent."z’ One very important
point about the CIF contract is that the exporter retains some measure

of control over the merchandise. '"In the case of refusal he regains

nln The International Chamber of Commerce, Incoterms 1953.

They are a set of international rules for the interpretation of trade
terms, thus providing some uniformity in foreign trade contradt inter-

pretation.
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control over the documents of title to the goods, and in the case of
insolvency he has the rignt of stoppage in transitu, which he puts into
effect by instructing the shipping company to hold up delivery of the
merchandise, "%

C & F Gontract: Sometimes the buyer and seller agree that the

former is to effect the insurance, but the latter is to pay the freight,
For example, if the buyer finds out that it is cheaper to effect insurance
in Beirut, then this form of contract is used.

Trans-shipment: The letter of credit should stipulate whether
transhipment is allowed or not. This dependson the wish of the customer,
Sometimes goods are sold on their way to destination. In such cases,
transshipment should be allowed so that the vessel may stop at certain
specified ports, and part of the merchandise sold there, Otherwise, the
buyer usually does not allow any transshipment.

2, Mechanics of Commercial Credits

After the letter of credit is filled in and duly signed, it is
then forwarded by airmail to the bank's correspondent in the exporter's
country. Sometimes the transfer of the notification of the opening of
the letter of credit is done through a cable, in which case it is always
confirmed by mail. The cable gives the important particulars of the letter
of credit, and thus is not very much in detail,

The correspondent bank notifies the exporter of the opening of
the letter of credit and its contents, Within the stipulated time

(usually 3 months) the exporter has to prepare all documents and ship

%’l‘.ﬂ, °E=dto' Pe 18.
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negotiating
the goods. On presentation of the documents and the draft to the/bank,

and after the bank examines all documents and finds them satisfactory,
he gets paid the full value of the bill. This way he has completed his
duties and is now finished with the operation for all practical purposes,
The correspondent bank debits the account of the issuing bank, if there
is one, 1If not, then interest is charged on the amount thus paid to the
beneficiary, which interest charge will be paid by the issuing bank,

Moreover, if the payment should be made in, for example, dollars,
and the issuing bank has no dollar balances with the correspondent, but
has dollar accounts with other banks either in the same locality or in
other localities, then in such a case, the correspondent bank is asked
to draw the money from one of these banks, which is usually called the
covering bank, In such cases, a copy of the letter of credit is for-
warded to the covering bank.

The correspondent bank then forwards all documents to the is-
suing bank in Lebanon. This bank also examires the documents., The Uni-
form Customs and Practice for Commercial Documentary Credits stipulates
that the examining of all documents and papers with care so as to ascertain
that on their face they appear to be in order is a direct liability of
banks, It is also stipulated that "if the documents, on their face, are
not as stipulated by the terms and éonditions of the credit, the issuing
bank must, upon receipt of the documents, determine, on the basis of the
documents alone, whether or not to claim that payment,. negotiation or
acceptance not made in accordance with the terms and conditions of the
t::'oclit.'29

29800 Appendix III.
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If, for example, the Notifying Bank finds out that the documents
lux-remdefed by the beneficiary have some discrepancies with the letter
of credit terms, it pays only a certain percentage of the amount to the
exporter and informs the opeming bank of the discrepancies, thus issuing
a bank guarantee to the effect that payment is withheld until they hear
from the opening bank, If the importer does not accept the goeds with
these discrepancies, the notifying bamk is informed amd is reimbursed by
the bemeficiary., If on the other hand, the importer accepts the dis-
crepangies, the beneficiary is paid the balance.

If the bill of exchange is a sight draft, them the importer
has to piy the amount of the draft amd them get hold of the documents.
If however, it is a time draft, the documents are surrendered to the
importer (drawee) upon his acceptance. The acceptance is indicated by
writing across the face of the bill "Accepted, Name of Company, Date."
The date is indispensable as it will indicate that the maturity of th&
draft is to be some ninety or onme hundred eighty days later, Some
banks ask the importer to sign a certain guarantee form, to the effect
that he is indebted to the bank for a certain amount, and that he will
pay it on a certain future date. This is done for the security of the
bank, The accepted bill is then sent to the correspondent bank so that
they will pay the bemeficiary, after which the draft is mailed back to
the issuing bank and held there till maturity.

Most of the bills used in Lebamon are sight drafts.

It can be seen that there m be different parties involved in

a cc-lrd:lal letter of credit.
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First, there is the buyer, who initiates the operation.

Secondly, there is the seller, who is the beneficiary of the
credit instrument.

Thirdly, there is the issuing (or opening) bank, which actually
issues the instrument.

Fourthly, there is the notifying bank, which is the correspondent
bank in the locality of the seller. It merely acts as the agent of the
opening bank in bringing the instrument teo the attention of the seller,

Fifth, there may be a confirming bank; whenever the beneficiary
stipulates that the obligation of the opening bank shall also be made
the obligation of a bank local to himself, then this bank becomes the
Confirming Bank; it may be the notifying bank.

Sixth, there may be a negotiating bank; if the draft is to be
drawn on the opening bank or on another designated bank not in the city
of the seller, any bank in the city of the seller which buys or discounts
the graft of the beneficiary becomes the Negotiating Bank. The notifying
bank may be the negotiating bank also.

Finally, there is the paying bank, the bank on which the drafts
are to be drawn; this may be the opening bank, it may be a bank other
than the opening bank and not in the city of the beneficiary, or it my
be a bank in the city of the beneficiary.

The use of commercial credit financing has advantages from the
seller's and buyer's point of view. From the seller’s point of view
commercial credits give the seller credit security, by eliminating the in-
herént credit risk. Moreover, it gives the seller the required credit
facility which enables him to receive payment as soon as he has made the



shipment.

From the point of view of the buyer, credit facilities are ex-
tended to him by his bank in the form of commercial credits, which faci-
lities the bank may not be willing to extend to him on other terms.

It is no doubt that the primary purpose of commercial credit
financing is to give the seller the greatest possible degree of credit
gecurity; as such it is more advantageous to a seller than to a buyer,

3. Bank Charges

The banks, in performing letter of credit operations, charge
the customers for all expenses plus commission, Almost all these charges
constitute pure profit to the banks, since they do not use any of their
funds, but they just lend their good name.

Let us examine the different charges in some detail.

1. Mar Requirements: First and foremost, before the letter
of credit is opened, the importer is asked to make a certain down-
payment, usually lnown as a margin or a cash collateral. This varies
between zero and hundred per cent. depending upon the credit standing
of the customer and the type of commodities or merchandise imported,

If the goods are of perishable type, a higher margin is required. In
case of raw material imports, 100 per cent margin is required, If the
goods are of the type the prices of which fluctuate quickly (e.g. coffee),
again a very high margin is required, wsually 100 per cent., For imports
of machinery and capital goods the margin required varies in between 30
and 40 per cent, depending upon the marketability of such goods; usually
they are not easily marketable. Moreover, sometimes, even if the goods

are of perishable type, but the credit standing of the customer is very
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good, and the bank has had no previous bad experiences with him, a lower
margin is required.

2, Commission: The rates here also vary depending upon the re-
putation and financial position of the client. It is calculated usually
for a period of three months (which is the validity period). If the
period exceeds by one day of this stipulated three months period, the
commission charged is doubled. The rates vary in between % to 3 per mil,
(1000). If the customer is of very good credit standing, they charge the
lower rate, sometimes less than a § per mil, However, there is a minimum,
irrespective of the amount or rate, and that is that it should not be
less than LL 10.

3. Interest: Interest is charged as of the date of negotiation
- of the credit; that is from the date the exporter is paid by the corres-
pondent bank. The usual way is to count the number of days it takes
from the date of negotiation to payment date. That is, if it is nego-
tiated in London at a certain date, it is calculated that it takes five
days to reach Beirut and five days to pay the negotiating Bank. How-
ever, the interest rate charges vary depending on the credit standing
of the customer and the balances the bank holds in correspondent banks,
and also on the currencies in which payment is effected, For example,
if the opening bank's balance in the correspondent's bank's account is
overdrawn, then the correspondent bank, by paying the beneficiary, is
actually opening a credit in faver of the issuing bank and thus chariges
interest., Thus, the issuing bank tends to charge a higher interest rate
to the importer, this way leaving a margin of profit,
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Good customers are charged low rates of interest. Rates vary
between 7 ~ 9 per cent, Very few customers get a rate of 6 per cent.
As noted before, 9 per cent is the maximum legal rate.

Moreover, rates vary according to the currencies in which pay-
ment is made. For example, payments in Sterling are charged a higher
rate, about 8 per cent; those in dollars, 7.5 per cent, and those in
Lebanese pounds about 6.5 per cent.

The amount on which interest is calculated depends on the amount
of the margin payments and charges made. For example, the bank adds all
charges (commission and others); these are deducted from the margin pay-
ment which the importer has made, and the balance deducted from the
total amount of credit, On the balance, interest is charged.

4. Other Charges: These include cable expenses, if any, postal
charges, which usually amount to PL 150, telephone expenses, correspondent
bank's charges, such as confirmation, interest and commission.

There is also the exchange commission; this usually happens when
the opening bank has no branches or correspondent banks in the locality
of the beneficiary, so payment is usually effected through a third bank
in a different locality; thus, this includes certain exchange charges,
and which usually amounts to a rate of 3 per mil,

There may also be some warehouse charges, Moreover, if the
importer wishes to amend certain of the points in the letter of credit
after its issue, the importer is charged about LL 2.5.

It will be noted that the bank has no direct expenses in the whole
procedure, and more than 90 per cent of the receipts constitute pure
profits to it,
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b. Other Methods

Among other methods of fimancing imports where banks are in-
volved, the most commonly used are the "collection basis" and "over-
draft" facilities.

 Another method: of finance where banks are not involved is the
Open Account Finance, This happens when the importer and exporter know
each other very well and have accounts with each other. As and when the
importer receives the shipping documents, he credits the exporter 's ac~
count with the invoice amounts - always assuiiing that the documents are
found to be correct after checking - and the running conduct of the ac-
count gives rise to various debits and credits. Both parties may agree
that settlement should be effected periodically. When settlement date
comes, it is the duty of the buyer to compute the net amount for which
he is debtor at that point of time, and take steps to transfer that
balance to the creditor, usually through a bank.

However, this type of finmancing is not in common use in Lebanon.
Therefore, first will be considered "Collection Basis” facilities, fol-
lowed by a short explanation of "verdraft" facilities.

1. 'Egllection Basis": This takes place only when the importer

and exporter knew each other well, The importer, not wishing to open a
letter of credit and thus paying all the expenses involved each time he
wants to import, writes directly to the exporter and agrees with him to
import without the use of commercial letters of credits. The terms of
the contract, the price, and the documents required are agreed upon.

The exporter proceeds with preparing all documents, shipping the goods,
and drawing a bill of exchange. All documents are attached to the draft,
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and through the exporter's bank forwarded to a bank in Lebamon (usually
the importer's bank), The bank informs the importer, who comes and
examines the documents in detail, If found satisfactory, he pays the
amount and gets hold of the doemnfa. Here, two circumstances should
be distinguished. The first is when the bill drawn is of "Documents
upon Payment" (D/P) type, md the second is when the bill drawm is of
"Document s uj.nl'lccoptneo' (D/A) type. In the former case, the imstruc—
i'.iona of the bamnk are not to hand in the doemts to the importer unless
he pays, In the latter case, the importer cam get hold of the documents
if he puts his acceptance on the bill, Thus payment will be effected
at the maturity of the bill,
Sometimes, when the customer is of a good reputation and has
good credit standing, and when the bill drawn is of D/P type, and the
importer will not be in a position to pay before selling the goods,
then the bank may depart from the instructions received from the ex-
porter's bank, and may allow the drawee access to the goods before he
pays. Then it is on the bank's own respomsibility emtirely, and it
does it becamse it trusts the drawee, However, it may ask, if it wishes
to preserve its interest, the drawee to sign a certain trust receipt
' form., In this way, the bank retains its security in a legal manmer, ~
and the customer is able to dispose of the goods and get payment be-
fore he himself has to pay., However, this is mot much practiced here.
It can be seen that the bank is simply acting as a postman,
However, it has both fimancial and so-called "intangible" gains, It
has financial gains because it charges the customer with all expenses
(such as postage) and gets commission of about 1 - 13 per mil. Its
intangible gains are that through the use of the documentary collection
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method, where the importer may not have been the customer of the bank,
it attracts gradually the customer towards working with that bank, thus
the bank is gaining a customer,

The turnover in this method is also high, though not as high
as in the use of the commercial letters of credit.

2. Overdraft Facilities: Sometimes a customer or the bank

is given overdraft facilities; the customer may use it the way he wishes.
He may use it as payment for imports. The bank usually has nothing to

do with it and does not interfere, It is simply that the customer asks
for overdraft facilities, and uses it in payment for imports. This is
an indirect method used by banks of financing imports, and such faci-

lities are usually granted to very good customers of the bank.

3. Finance for an Exporter
Lebanon is an importing country. As it was seen in chapters I

and II there is a very large trade deficit. Because of this, export do-
cumentary credit departments in banks are either nonexistent, or are
very small compared to the import documentary departments.

The methods used in financing exports are similar to those used
in financing imports, but with the parties reversed.

a. Proeedure Under Letters of Credit: After theeporter and
importer agree on the terms of the contract for the export of certain
goods,and when the exporter is not sure of the credit standing of the
importer abroad, he asks the importer to open a letter of credit. When
the exporter receives advice through his bank of the opening of the

letter of credit, he proceeds with preparing the documents required
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and with shipping the goods within the validity period. Before he parts
with his documents he should check on several points, such as:
- that the invoice is properly made out,
-~ that all the documents refer to the specific shipment, and
to nothing more or less,
- that the bill of lading and insurance policy are endorsed
where necessary,
- that the documents and their contents are checked to ensure
conformity with what is stated in the bank's advice of credit.
After checking these, he draws a bill of exchange, and attaches
all documents to it. On presentation of these to the bank, he gets
paid the full value of the bill and is thus finished with the trans-
action,
However, there are times, when the exporter needs some morney
in order to manufacture the goods and ship them before the validity
period is out; in such cases, the bank can give a certain percentage
of the stipulated amount on the letter of credit (usually 30 - 40 per

30

cent) according to the Red Clause,” In order to ensure the safety of

the bank, the credit must be irrevocable, However, this method is

3o‘l‘he application for a credit of this type to be signed by
the buyer will contain a paragraph which reads as follows: "In the
event of the beneficiary informing your foreign branches or corres-
pondents that he requires temporary advances to enable him to pay for
the merchandise for the purpose of shipment of which this credit is
opened, your branches or correspondents are hereby authorized to make
such advances, which are to be repaid, with interest, from the payment
to be made under this Credit. We undertake that should such advances
not be repaid by the beneficiary in terms and during the currency of this
Credit, we will repay them with interest accrued to date.

It is understood that the making of the temporary advances or the

payments to the above mentioned beneficiary shall be optional on the part
of your branches or correspondents.” (See Shaterian, opucit., p. 434.)
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rarely used here, and in cases where the credit standing of the customer
is exceptionally good.

If the bill is a time draft, the beneficiary is paid after the
draft is accepted by the importer,

b, Other Methods: Here three methods can be distinguished:
bill finance, lending and overdraft facilities and "Collection Basis".
In all these cases, banks are involved.

1, Bill Finance: Banks perform a function here which is

vital to modern trade, They finance exporters by lending money against
the security of bills or by discounting those bills, The exporter at-
taches all required documents to the bill and discounts it with his
bank. In such a case, the bank has to examine the documents very care-
fully. However, such facilities are accorded to customers of very good
credit standing.

2, Lending: The bank may lend money to the exporter against
some security, usually bills, and charge him with all expenses. This
also is rarely done.

3. Overdraft Facilities: In this case, the exporter asks

his bank for overdraft facilities, and when granted, he may use it for
manufacturing his goods and making them ready for export.
4. "Collection Basis": This is the most commonly used

method; the bank holds payment until it receives advice that the im-
porter has paid and its account has been credited with the same amount
in the correspondent bank in the importer's country. On this basis,
the bank pays the full amount to the exporter,

The bank charges are for interest (7 - 9 per cent) and com-
mission (1 - 13 per mil,).
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4. Clearances With Communist Countries:

The procedures outlined above for financing imports and ex-
ports are the same for all countries, except for the Communist Bloc.
The governments of Lebanon and these countries have concluded trade
and payments agreements, stipulating that payments or receipts are to
be effected thnough certain named banks in Lebanon, which will act as
clearing agents for the different countries in the Communist Bloc, and
where the accounts of these countries are kept, For example, the fol-
lowing banks are assigned as clearing agents each for one of the countries
in the Communist Bloc:

Arab Bank - Hungary
Bank Beirut Riad -~ (Czechoslovakia
Banque Libanaise pour

Le Commerce -~ East Germany
Bance di Roma - Rumania
Federal Bank of Lebanon - Poland
Intra Bank - U.S.8.R.

No other bank can open a letter of credit or affect payment
without informing the clearing bank., For example, if a bank is asked
to open a letter of credit for imports from Poland, it can do it but
adding the following clause on the letter of credit: 'Payable in Le-
banese Pounds through Bank Beirut Riad, according to the Clearing Agree-

ment," and a copy of this sent to Bank Beirut Riad. Morover, the
:lnport;r cannot take delivery of goods imported from Communist countries
unless the clearing agent (bank) issues a certificate to that effect,
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In case of exports, the clearing bank is not supposed to pay
the beneficiary the amount of the invoice before sending the documents
over to the respective Commmist country bank, and receiving advice

from it that its account is credited with the same amount,

5. Steps Followed by Banks in Case of Default:

There are two circumstances which lead to default on the part
of the importer. The first one is after the arrival of the documents
to the bank, the importer refuses to come and receive the documents from
the bank, and thus refuses to pay. He may do this for a number of reasons.
Thus, for example, the prices of merchandise being imported may have fal-
len very much, and the importer may not be any more interested in selling
it, The bank in such a case can follow all or some of the following
steps:

a. It may inform the beneficiary or exporter and ask him
what his instructions are. If he has certain instructions, then the bank
follows them, if possible, If the exporter has no definite instructions,
then,

b, the bank may warn importer through a letter, that if he does
not come and pay within a certain period of time, the bank will sell the
goods at public auction.

¢. The bank may extend the period of payment.

d. If it is possible, the bank may sell the documents, and
thus receive the full value of the invoice.

e. The bank may sell the goods by auction, since the Bill of
Lading is in its order. In such a case, the bank usually takes a paper

from the client to the effect that he refuses to take the documents.
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If this is not possible, then the bank sends a letter through its
lawyer, giving the client a time limit to produce such a statement.
If no answer is received, naturally it will show that the client's
intention is not to pay for the goods.

The sum of the amount received by the sale of the goods at
auction plus the margin (if any) which was paid when the letter of
credit was opened are deducted from the full value of the invoice,
and the balance is swed from the importer through the commercial court.

Usually, the bank loses at such sales, because it cannot find
ready buyers for the goods, prices may change, and also because of the
storage charges involved.

f. As a last resort, the bank may initiate bankruptcy proce-
edings against the client, sell the goods, and get the unpaid balance
as a general creditor in a compromise, This is avery tiresome and
difficult procedure, and it may take years, Moreover, banks are usually
there to help their customers in any way possible. So this is rarely

resorted to and when it is really the only way out.

The second circumstance arises when the drafts are drawn on
an Acceptance Basis. In this way, the importer gets hold of the do-
cuments through accepting the draft. When maturity arrives, he may
not be able to pay. The bank, in such a case, may wait to see if the
client will pay. If not, the bank may discount bills for him, or ex-
tend: ' period of payment. On the other hand, the bank, which has the
bill in its hands, may protest, #wough the notary. This way it will

hurt the credit standing and good reputation of the client,
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As a last resort, again, the customer may be declared bankrupt,
and the bank will be considered like other creditors in a compromise,
and get paid on that basis.

C. Determinants of Bank Policies in the Field of Foreign Trade Finance

Reading so far, one should ask at this stage, whether the banks
follow any policies in documentary credit procedures, and if they do,
what their determinants are.

The banks in Lebanon, as noted before, are in a very competitive
state, They undertake large risks at the expense of safety and liquidity
and compete on attracting customers,

Hence, they do not follow any clearly set policies in the area
of foreign trade financing., As one of the bankers rightly noted: "Com-
petition is so severe that we are not allowed to follow any sort of
policies,”

H;nevor, the volume of foreign trade credit and its feasibility
is determined by a variety of factors. Each bank follows these to a dif-
ferent extent and in different degrees. These factors can be divided
into three major groups:

The first group of factors concerns the structure of the banking
industry. As was noted above, the banking industry in Lebanon is
characterized with increasing competition. The establishment of new
banks are free, and banks are not in any way restricted legally in
their operations. In the absence of all these, and in view of the
increasing number of banks, competition is very severe. Thus, banks
compete on the charges they make for foreign trade finance. As such,

competition constitutes a very important determinant of bank policies
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in the area of foreign trade finance.,

The second group of factors concerns the conditions in the

foreign exchange market; that is, demand and supply factors for funds,

Supply of foreign exchange, as was noted previously, comes from different
sources, such as export sales, capital inflows, invisible trade and
speculation., As it can be seen, these are not dependable sources, and
the bank has to be careful in extending credits in a currency in which
its balance is lacking. For this purpose, the financial position of the
bank is taken regularly., The amount of funds and deposits available in
different currencies are determined, and on that basis credit is granted.

The demand for funds, on the other hand, depends on the policies
or customs of the bank. Demand depends on the amount of funds required
for payment for imports and foreign investments., If the bank has in-
vestment policies to follow, then it will not be free to give its
available funds for foreign trade finance only; a certain amount has
to be invested, according to its policies., However, this is truer in
the case of foreign bank, which follow clearly set policies, than local
banks,

The third group of factors concerns the credit standard of each

bank.

The first determinant is the customer himself. If he is a de-
positor in the bank, he has first choice in getting documentary credit.
His margin requirements may be less, he will get information on matters
he needs from the bank (such as ‘cxelungo matters, or information on the
exporter abroad). If his credit standing is very good, he may even not
be charged any commission, and get a very low rate; moreover, he may get



- 112 -

facilities.

Thus, if the applicant for documentary credit is a well-known
depositor of the bank, he is looked at more favorably than non-depositors .

Moreover, the 4 C's (Character, Capital, Capability and Collateral)
play a very important role in foreign trade finance, However, foreign
banks pay much more attention to these than local banks,

Another determinant of foreign trade policies is the bank's
limits on credits., Each customer is given a risk limit, which varies
again according to the credit worthiness of the customer, and management
of the bank. If he has used up his limit, then he will not be allowed
any other credit unless he cleans his line of credit.

A third determinant is the amount of credit required by the

customer, If the amount is a large one, the bank may not be willing teo
grant it lest it will endanger its liquidity position. However, banks
undertake large risks and are not very prudent on such matters.

A last point to note is that there are no legal restfictions
on the bankd ' operations in foreign trade finance. The Government in-
terferes only as far as import and export licences are concerned, of
which there are only very few., It also regulates the import and export
trade through Communist countries and all trade with Israel is forbidden,

Moreover, it cannot interfere much because of the Banking Secrecy
Law, Therefore, the banks carry on their operations freely. without
any legal impositions of any sort,

This chapter may be concluded by pointing out to the very fact
that though foreign trade credit is granted like in any other developed
country, but such operations are not carried out in a healthy atmosphere.

The following chapter will be an attempt to analyze the possibilities
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of creating such an atmosphere for the well being of the customers

and banks,



PART III
IMPLICATIONS AND CONCLU-

SIONS



CHAPTER IV
IMPLICATIONS OF THE EXISTING STATE OF FOREIGN TRADE FINANCE

The amalysis of the previous chapters helps to bring out two
main features of foreign trade financing, namely the fact that the
foreign exchange rate used in foreign trade fimance is a free-market
rate and the fact that the terms of credit im application in foreign
trade finance in Lebanon tend to create a bias in favour of certain
imports as against others.

As regards the former feature, a number of questions pose
themselves at this stage, How far is it permissible and advantageous
for a country, which depends heavily on invisible trade for its foreign
exchange earnings, to carry on its foreign trade (and as a matter of
fact, all exchange tramsactions) at the free foreign exchange rate?

Is this harming industry and agriculture, and if so, what should bo the
best exchange system to follow by Lebanon?

The second feature, which is conle'ctod with the terms of
credit used in foreign trade, raises a question regarding the possibility
of using the terms of credit im foreign trade finance for the purpose of
influencing imports in a mammer favorable to economic development,
Should the Government interfere with the terms of credit used by banks

for such a purpose?
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A, Implications with Respect to the Free
Foreign Exchange Rate

As noted several times previously, Lebanon has a large trade
deficit which is mainly covered by earnings through invisible trade and
capital inflows., Moreover, it was moted that one of the major reasons
contributing to the increase in the volume of foreign trade and capital
transfers has been Lebanon's free exchange policy, The results of
such an inflow of funds have been briefly the following:

a, Orowth of Banking Industry: Deposits in banks have increased.

Table XV shows that demand deposits have increased, for the
past five years, by about 127 per cent, With increased de-
posits, and because of the ease of estalbl ishing new banks,
the number of banks has increased tremendously, The growth
of the bank industry has contributed to the growth of the
National Income of Lebanon, It was seen in Chapter I that
the contribution of the Banking Sector to the National Income
TABLE XV
LEBANON . BANK DEMAND DEPOSITS

1955 = 1961 . .
(in LL millions)

Year Demand Deposits
1955 444
1956 440
1957 551
1958 559
1959 778
1960 955
1961 (first 3 months) 1,006

Source: Pringuey, Roland, "Une Opinion sur le Probldme des
Liquidités Monétaire au Liban," h_hﬁsr_gg_n
Levant, (Monthly Issue),.No., 11, (July 1961), p.29.



of Lebanon increased, both in absolute figures, and in per-
centages. Thus, it rose from LL 50 millions in 1952 to

LL 110 millions in 1961, which is an increase of from 4,2
per cent to 6,2 per cent in 10 years,

b. Orowth of Trade Activities: Much of the capital that was
attracted into Lebanon from the other Arab countries has been
invested in commercial undertakings and construction rather
than in agricultural and industrial pursuits. This is due,
as was seen before, to the fact that trade is the traditional
activity of the Lebanese merchant, and that the turnover in
trade "is relatively quick and returns high, Moreover, most
of the institutional set up around the Lebanese merchant, es-
pecially in the field of banking is geared towards trade, and
particularly international trade."l Investment in agriculture
and industry are considered secondary investments, So, ac-

tually the growth of the banking industry has furthered the

growth of commercial undertakings.

Co

Currencies: Lebanon's payments and receipts are effected
through the free exchange rate, This implies that under
conditions of a rising exchange rate of the Lebanese pound,
imports will be favored and exports will be discouraged,

On the other hand, under conditions of a falling exchange rate,

exports will be encouraged and imports will be discouraged.

lﬂat, Paul J., "The Future of Economic Development in the Arab
World," Middle East Economic Papers, 1956, (Beirut), p. 6l.
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According to this, and in view of Lebanon's attempt to inc-
rease the volume of exports, a lower exchange rate will be
more beneficial to the economic development of the country
than a falling rate.

However, Table XVI shows that the exchange rate to the dollar
has been appreciating since 1955, thus increasing the volume

of trade through an increase in the volume of imports,

TABLE XVI
LEBANON . EXCHANGE RATE 10
THE DOLLAR
(LL/US Dollar )
19481962

Year Exchange Rate
1948 3.60
1949 3025
1950 3.74
1951 3.80
1952

1953 3409
1954 3424
1955 3425
1956 3420
1957 3.16
1958 3416
1959 3.16
1960 3.15
1961 3,02
1962 (January) 3,01

Source: Internstional Financial Statistics, Vol. XY,
Ho. 4, (‘prﬂ 19‘2), pp. 1“'181.
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| It can be seen that the free foreign exchange systeanhas been a
significant factor in the increase in Lebanon's foreign exchange earnings
and foreign trade,

The question is whether the Govermment should try to channel such
funds into industrial and agricultural investments, instead of the tra-
ditional commercial undertakings. It is said that "it may be a mistake
to attempt to alter the Lebanese mentality basically. Lebanon's economic
vocation has been for centuries in commerce, and not in production, and
to try to force artificially new directions on investments could be det-
rimental to the whole economy."z Nevertheless, the country should take
all steps for the development of industry and agriculture., The main way
to encourage such development is to make capital available to imvestors.
There is the BCAIF (Banque de Crédit Agricole, Industriel et Foncier) ,
which was established in view of supplying capital for such development;
the scope of operations of this bank, however, has been limited. The
Government may consider taking measures to channel part of the c apital
funds attracted to the country into investments in industrial and
agricultural enterprises, which will increase production, and ultimately
the country's exports. This can be done more effectively if the Go-
vernment wai:ches the banking activities in the country. This pre-

supposes the presence of a Central Bank and of bamking legislation.

2m., pp. 61-62,



In order for the Government to encourage the economic development
of the country, a wide variety of measures may be adopted. Full discussion
of these measures would certainly fall beyond the scope of this paper.

It would be appropriate here, however, to emphasize the roles which a free
exchange system inevitably plays in the country's rate as well as pattern
of development,

As has been pointed out previously, the f ree e xchange sytem
applied in Lebanon has been one of the most important factors in att-
racting capital funds from other Arab countries and in promoting the
country's invisible foreign exchange earnings. It seems to the writer,
therefore, that any measures which may be adopted by the Government to
further the economic development of the country should include steps to
maintain the free exchange system and boost the country's invisible
earnings. .

It was seen that the Lebanese exchange rate in terms of the
dollar (and in terms of other foreign currencies) has been appreciating
and thus furthering the growth of trade at the expense of industry and
agriculture, How can the Government interfere to induce the ecomomic
development of the country?

A solution to this was suggested by Mr, Higgins, the Am rican
expert who was asked by the Lebanese Government to come to Lebamon and
make an economic study of Lebanon, He recommended that Lebanon estab-
lish two exchange rates to the dollar, The first, LL 4 = § 1 rate to

apply for merchandise and service trade, and the second, the free exchange
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rate, to apply to capital movements. Accordingly, such a move would
encourage exports of the country, thus making it more profitable and
cheaper to foreigners, and it would discourage imports, making them
more expensive, Moreover, tourism would be encouraged thus increasing
the country's foreign exchange earnings,

However, this recommendation was rejected by most economi sts in

the country for the following main reasons:s

1. Mr, Higgins found that there was a complete separation
between the trade and services sector and the capital
sector, which, he thought, were completely independent of
each other. He considered, in fact, that capital influx
in Lebanon favors the maintenance of a parity for the Le-
banese currency which limits the country's possibilities
for exports of merchandise and services, However, it is
contented that this duality which Higgins shows is vani-
shing, and hence his theory is wrong.

2, It is important to consider the effects of such a de-
valuation on the exchange earnings and volume of exports
of the country. Will the institution of two rates increase
Lebanon's earnings of foreign exchange, even if such a dua-
iity exists? It is true that such a measure will increase

the volume of Lebanon's exports, However, the amount of

‘See, for example, Tueni, André, "Le Gouvernement Rejette toute
Idée de Dévaluation de la Monnaie Libanaige," !
Arabe, (February 1961), pp. 31-33; and "Les Milieux Economiques et
Financiers du Liban Répondent & 3 Questions sur le Rapport Higgins,"
Le Commerce du Levant, (Monthly Issue), No. 6, (February 1961), pp.l0-23.
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4.
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foreign exchange earnings will not increase unless the volume
of exports are increased, percentagewise, by more than the
amount of the devaluation., That is, if devaluation is about
27 per cent, exports should increase by more than 27 per cent,
Can exports increase? Can production increase? Can quality
of exports be improved? Can Lebanon find markets for its
exports? These are questions which need to be answered first,
before the institution of a fixed rate.

The institution of a fixed rate will raise the cost of

living through the highering of import prices, These in

turn will increase the export prices, and all possible bene-
ficial effects of the higher exchange rate is nullified.

If Higgins' recommendation is adopted, the State has to
ﬁrovide a complicated system of contral, to centralize all
foreign exchange operations and to maintain the two ex-
change rates, However, the institution of any exchange
control will be detrimental to the country. This is for

two main reasons: first, as was mentioned several times
before, the country's prosperity is dependent on its free
exchange system., A slight restriction is apt to endanger

and decrease aﬁpreciably the foreign exchange earnings of

the country. Secondly, even if an exchange control is found
necessary, the country lacks administrators and techmicians
strong enough to enforce the proper imporsition of such re—

gulations, In the absence of such qualified people, much



fraud is apt to take place, and the country's prosperity
endangered accordingly. It will be wiser for the State to
first train its Government Officials and employees in this
respect, and then think of the possibility of instituting
an effective system of exchange control,
Higgins' suggestions, therefore, seem to be highly objectionable,
Lebanon owes its prosperity to the free exchange system, and to destroy
this in view of increasing the volume of exports will not be wise. It is
much more beneficial for the country to maintain its free exchange sys—
tem, but at the same time preventing the exchange rate from considerable
appreciation or depreciation, This will be the job of the Stabilization
Fund, When the exchange rate falls appreciably in terms of the dollar,
for example, the Stabilization Fund can interfere and buy dollars from
the market, On the other hand, when the exchange rate rises to an ex-
tent which may harm foreign exchange tramsactions, then the Stahi lization
Fund may sell dollars in the market, This way, though there is a free
exchange system, the stability of the exchange rate will be maintained.
Such a situation will be more encouraging to the economic development
of the country,
Furthermore, increase in the volume of exports may be obtained
through other means,
The first and foremost means is the tariff system, It was

noted in Chapter I that the tariff system has been mainly used by the
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Government for revenue purposes, All imports which compete directly
with local industries may be charged a higher tariff thus having a
protective policy. All those imports, on the other hand, which en-
courage local industry and production, be it machinery or raw materials,
should either be exempt of customs duties or have a very low rate, de-
pending on the desirability of that particular industry. Moreover, it
can stimulate productive activities by adopting a preferential tariff
system with respect to imports from countries with which Lebanon has
trade agreements, and which also will give certain facilities to Le-
banese exports,

With each trade agreement, an agreement for technical assis-
tance can be made, and to send foreign technicians to Lebanon,who can
be of great help in organizing industrial work, and thus increase pro-
ductive efficiency,

Another step which the Government can take in this respect is
the exploitation and conservation of its natural resources,

Once local production is increased, export possibilities may
increase, However, the export problem is not only a problem of having
a large production. It is also a problem of impswing quality (very
important ), and of finding new markets in different parts of the world,
It is said that Lebanon will profit much if it orients its foreign

4
trade towards the African markets, There are already several banking

4Cheha.b Malik, "L'Expansion Economique Libanaise OQutre-Mer,"
L_Egnms_ubsmum_m (April 1961), p.
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activities being undertaken there, and the facilities of air transport
are being offered.

The argument presented above for a free exchange system as being
essential for a country like Lebanon which depends on invisible exchange
earnings, is convincing except for one reason, Under a system of free
exchange system, the economy may suffer from fluctuations in its exchange
rates., A decline in an exchange rate produced "by a tendency toward a
deficit in the balance of payments tends to make the prices of foreign
goods higher in terms of domestic currency than they would otherwise
have been."5 Such a situation stimulates exports and discourages im-
ports, This rise in prices of foreign goods will mean a rise in the cost
of living,

Conversely, a rise in an exchange rate produced by a tendency
toward a surplus makes foreign goods cheaper in terms of domestic curren—
cy; this tends to increase imports and reduce exports. Friedman pre—
sents a case for flexible exchange rates. He argues that "the ultimate
objective is a world in which exchange rates, while free to vary, are
in fact highly stable. Instability o f exchange rates is a symptom of
instability in the underlying economic st.ructure."6 He further discusses
that automatic adjustments are made to exchange r#te fluctuations through
ngpeculative" transactions, which wprovide the country with reserves to

- 7
absorb temporary surpluses or to meet temporary deficits.,” Moreover,

Sfriedman, ops cit., Pa 180,

®bid., p. 158.

Ibid., pe 162.
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he bases his argument on the grounds that internal prices are highly in-
flexible, some prices being more rigid than others, such as wages,

In view of the fact that Lebanon is a large importing country,
stability of its exchange rates is highly desired to promote general
economic stability in the country. Yet, the case for flexible exchange
rates in Lebanon, where "internal economic stability depends in a sig-
nificant measure upon stability of exchange rates, is conditional upon
the validity of the hypothesis that speculative tramsactions have a sta-
bilizing effect on exchange rates."8 Speculative transactions are not
carried out in substantial amounts to maintain the stability of exchange
rates, One of the most important factors for the relative stability
of exchange rates has been the fact that banks consider foreign exchange
reserves as part of their cash reserves; thus they stand ready to buy
or sell foreign exchange to meet an excess supply or demand for foreign
exchange,

Moreover, fluctuations in exchange rates may be a result of
the "pace of capital inflows which is independent of the monetary or
treal! conditions of trade between Lebanon and the outside world."9
So, adjustments in exchange rates are brought about by other than the
means of the theoretical speculative transactions,

Thus, though Lebanon should maintain its free foreign exchange

system, but at the same time it should maintain the stability of the

®Hoss, Salim, The Roles of Central Banking in Lebanon, (Ph.D.
Thesis, Indiana University, USA, 1961), p. 121.

?Ibiﬂ°n pe. 122,
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exchange rates. However, this stability should be achieved not through
a rigid exchange system, where there is need for some sort of exchange
control, but through monetary policy of the Government and through quan—

titative control of foreign trade tramsactions,

B. Implications with Respect to Pattern of Imports

An analysis of the banks' credit facilities for foreign trade
finance (Chapter III1) reveals important implications. First and fore-
most, it can be noted that banks tend to favor the financing of consump-
tion goods imports, rather than capital goods imports, though tlere is
no definite pattern, This is for several reasons; consumption goods
are usually short-term self-liquidating transactions, which banks always
favor; moreover, such goods are more readily marketable than capital
goods, which in case of default helps the banks to maintain their se-
curity. So, trade activities are more encouraged than industrial and
agricultural activities,

Furthermore, margin requirements are lower in case of consumption
goods than in case of capital goods, which also further the growth of trade.

It was, moreover, found that banks do not follow any clearly
set policies in their foreign trade activities; this resulted to
favoratism and discrimination, The rich traders, who usually are of
the best credit standing, are given most of the credit facilities ex—
tended by banks., This tends to enhance the position of the rich people,

which actually aggravates the inequality in the distribution of income

among people.
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Can the Government interfere in banks' activities for the purpose
of influencing imports in a manner favorable to development? More
exactly, what measures can the Government take to increase capital goods
imports rather than consumption goods imports?

Before this is discussed, it is in order to note that it would
be unusual for the Government to interfere directly in bank activities,
When the Government sets about regulating banking activity in the
country, it does that usually by establishing a Central Bank and enacting
banking legislation, In 1964, BSL's concession will end, and there will
be need to institute a full-fledged Central Bank which will be super-
imposed on the commercial banking system by law, Once this isinstituted,
then the Government can, by legal measures and rules, prescribe certain
regulations on the banking system aimed at promoting the economic de-
velopment of the country, and supervise their proper enforcement,

However, assuming that there is a proper Central Bank and there
is bank legislation, in what ways can the bank induce capital goods
imports which are so essential for industrial and agricultural deve-—
lopment?

IOne way to achieve this end will be for the Government to

10
prescribe margin requirements for imports which would be favorable to

lo'rem of credit for foreign trade fimance are mainly composed
of the different bank charges -~ margin requirements, commission and
interest, However, the one the Government can make use of profitably
is the margin requirements for imported goods,
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development. Thus, for example, in order to encourage the industrial and
agricultural development of the country, the Government may facilitate the
financing of machinery and raw material imports. In both cases, margin
requirements of banks are very high, since these goods are not marketable,
and their prices fluctuate much, By i'educin,g the margin requirements on
imports of capital goods and increasing them on imports of consumption
goods, the Govermment would be in a position to influence the pattern

of imports in a manner conducive to a more rapid rate of economic de-
velopment.

On the other hand, the margin requirements for goods, imports
of which are undesirable, may be raised in view of preventing such imports,

We note that such regulations will be exactly the contrary of
what the practice is now in banks., Hence, banks may be reluctant to
accept such regulations (specially in the absence of bank legislation)
in view of the fact that these measures may endanger their safety and
liquidity position. However, with proper bank legislation, this prob-
lem can be solved easily,

Moreover, such a measure may harm the trade activities of the
country by reducing the volume of trade, This might be of dubtful
immediate value; but in view of the country's long-run objective of
achieving the em nomic development of the country, it may be worthwhile
to undergo some difficult, yet essential alterations in the basic struc-
ture of the economy,

Such credit facilities for machinery imports will tend to

increase the volume of these imports, which in turn will encourage the



industrial and agricultural development of the country,

The organization of the banking system in Lebanon and the
institution of a Central Bank will further oblige banks to prescribe
policies to be followed in all fields of the banks' activities, espe-—
cially with regard to foreign trade finance,

The Government, further, can encourage the establishment of
credit institutions to grant long term credit for industrialists and
agriculturers,

With such measures the Government can gradually gear bank
activities towards financing of such imports in a manner favorable

to the economic development of the country.



CHAPTER V
SUMMARY AND CONCLUSIONS

The main aim of this thesis has been to explore the main features
of foreign trade finance and to investigate the possible relationships
between foreign trade finance and the country's object of accelerating
its rate of economic development,

In order to do that, amalysis was conducted in a number of di-
rections, To start with, an attempt was made to assess the importance of
foreign trade in terms of National Income Figures, It was found that
Lebanon, mainly owing to its geographic position and the mercantile
spirit of its population, is a country where the trade sector cont-
ributes the largest share in the Natiomal Income of the country, namely
about 28 per cent, However, the share of trade has been declining
lately due mainly to the protectionist policies followed in most of
the neighbouring nations, The gaining sector has been the Banking
Sector, its contribution to National Income increasing from 4,2 per ceat
in 1952 to 6.2 per cent in 1961 (Cf, Table II, Chapter I). It was further
estimated that the share of the foreign trade proper in National Income
figures was about 12 per cent,

An analysis of the development of foreign trade revealed impor-
tant findings. Imports of Lebamon are much more tham exports, thus re-
sulting in a large deficit on trade balance, which has been increasing

year after year, The highest growth rate as far as imports are concerned

- 13l =
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was experienced in the case of imports of machines, electrical and home
appliances., However, the largest imports are fruits and vegetables, The
main sources of Lebanon's imports are Great Britain, U,S.A., West Germany
and France,

On the other hand, the largest exports are composed of fruits
and vegetables, which also marked the highest growth rate. Such exports
are directed mainly toward the Arab countries, which absorbed about 45
per cent and 44 per cent of total exports in 1959 and 1960 respectively,

The increase in the volume of foreign trade is attributable mainly
to the geographic position of Lebanon and its free exchange system,

The financial background of foreign trade finance is the balance
of payments position of a country. Since a large trade deficit exists
in the Balance of Payments of Lebanon, it was important to determine
how this deficit was covered.

Thus, in Chapter II, after a brief analysis of the devel opment
of a free exchange market in Lebanon, the main sources of foreim exchange
were investigated. The Balance of Payments analysis revealed tlat
Lebanon's large trade deficit (increasing from LL 451,8 millions in
1955 to LL 768 millions in 1960) is covered mainly by foreign travel
and tourism, investment income transfers, donations, expenditures by
foreign bodies in Lebanon, and emigrant remittances., However, all such
sources are highly unstable, and cannot be depended upon. It seems that
as long as Lebanon depends on such unstable sources of foreign exchange,
it would be highly desirable to maintain the free exchange system currently

in application,



This discussion was followed by an analysis of the credit pro—
cedures and practices in foreign trade finance, A brief expostion of
the banking activities in Lebanon revealed that banks indulge p imarily
in short term and self-liquidating transactions, Demand deposits are
about 10 times the time dt=.spos:'n:al.1 A most interesting feature of the Le-
banese banking structure is the absence of a Central Bank. It is the
Bank of Syria and Lebanon which performs some of the functions of
central banking, It has two main departments: the Note Issue De-
partment and the Banking Department which is in turn divided into
(a) Commercial Credit Operations Division, (b) Banker's Bank Operations
Division, and (c) Banker and Fiscal Agent to the Government Division,
However, its commercial activities come frequently in conflict with
its central banking functions, and it has no jurisdiction over the
commercial banking system,

In the absence of any kind of regulations and laws affecting the
banking system, the banks indulge in highly risky operations which en-
danger their liquidity position. Thus, in the field of foreign trade
finance, none of the banks follow any clearly set polic ies, and the
credit facilities extended depend on the policy of management and the
customer himself. Because of the strong family ties in the country,
credits are granted, even if the applicant is not of a sound credit stan—
ding; in other words, there is some favoratism and discrimination in
granting credits,

Thus, the determinants of the bank policies in the area of

foreign trade finance include the structure of the banking system, which

-—--_'.':_
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is characterized by increasing competition, conditions in the foreign
exchange market, and the credit standards of each bank.,

The procedure followed by banks in foreign trade finance is the
same, Under letters of credit operations, the applicant importer fills
in an application form for an opening of a Letter of Credit, supplying
all the required information., The bank issues its own Letter of Credit
to its correspondent bank, which gives notice to the exporter, On pre-
sentation of all required documents and a sight draft the exporter gets
paid the full amount of the invoice, When the documents arrive in Le-
banon, the importer is informed, who comes and pays the full value of the
invoice and gets hold of the documents,

Sometimes, the exporter forwards through his bank all documents
to a local bank here; this bank on its receipt, informs the importer,
who comes and upon payment gets hold of the documents. Here tlere is
no opening of a Letter of Credit, and it happens only when the importer
and exporter know each other well. This procedure is usually referred
to as "Collection Basis" Items.

Such operations are profitable to the banks, since they collect
a variety of charges from the customer, with no increase in their out-of-
pocket expenses, First, there is the margin requirement which varies
between 0 - 100 per cent depending upon the credit standing of the cus-
tomer and the type of commodities imported. Second, there is the commissbn
charge, which varies between § to 317-21, again depending on the customer's
credit standing and the type of commodities imported., There is, thirdly,

the interest charge, which varies between 6 - 9 per cent for the period



of credit starting the date it is negotiated. Other charges include postal
and cable charges, correspondent bank's charges, and telephone e xpenses,

Thus, two implications of foreign trade finance were presented,
The first was with respect to the free exchange rate, It was found that
the free exchange rate encourages capital inflows which results in ban-
king expansion and the growth of trade activities, perhaps at the expense
of industrial and agricultural developments, Moreover, the free exchange
rate resulted in a steady appreciation of the Lebanese pound in terms of
foreign currencies, which also furthered the growth of trade activities.
Here, reference to Higgins' suggestions was made,

In view of the fact that stability of the foreign exchange rate
is essential to the general economic stability in Lebanon, and further,
in view of the fact that exchange control is undesirable in Lebanon, it
was suggested that Lebanon keeps its free exchange system, and at the
same time maintains the stability of exchange rates mainly through the
use of the Stabilization Fund.

The second implication was with reference to regulating bank
credit terms in view of changing the pattern of imports. It was suggested
that the Government introduces a regulation for a low margin requirements
for machinery and raw material imports, and high margin requirement for
undesirable import goods, It was noted, however, that this can only be
done with proper banking legislation and the presence of a full-fledged
Central Bank, which will put the Government in a position to interfere
in bank activities,

The disadvantages, however, will be the dissatisfaction of traders

and bankers, who may be hurt to a certain extent. However, with proper



regulation, in view of encouraging the economic development of the country,
this may be solved,

It may be concluded that in order for Lebanon to attract foreign
funds in the country, it should maintain its free exchange rates, Yet,
in order to reduce its great dependence on invisible trade for its
exchange earnings, the country should take measures to increase the
volume of exports and improve the quality of exports; this can be done
mainly through measures taken for the encowr agement of the industrial and

agricultural development of the country.
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TABLE

I

I

LEBANON ~ DIVISION OF NATIONAL INCOME AND EMPLOYMENT

BY SECTORS (1956)

Sector Employment (Percentage National Income (Percen-
tage)
Agriculture 50 15
Industry 11 15
Construction 8 L
Commerce, Finance & Rent 14 46
Transport 5 5
Govermment -4 7
Other Services 8 8
100 100

Source: "Le Rap
o. 5, P

ns n

Le Commerce du Levant, (Monthly Issue)

Janmuary 1961) pP. 32.
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TABIE II
LEBANON -~ INCOME ARISING FROM TRADE BY CATEGORY OF
AC BY S D Q.
1950
Commission Wholesale Retail Total Percentage of
Total Income
Agricultural
Production 19.8 25.1 44.9 16
Industrial
Production 20,8 29.6 50.4 18
Imports 23.6 40,1 54,5 118,2 41
Exports 5.2 - - 5.2 1
Transit 53.5 - - 53.5 19
Entmpot 13.3 - ] 13.3 5
Total 95.6 80,7 109.2 285.5 100
Source: Badre, Albert Y,, "The National Income of Lebanon,"

Middle East Economic Papers, 1956, (Beirut) p. 21,
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TABLE III
LEBANON - GEOGRAPHIC DIVISION OF FOREIGN TRADE
1959 & 1960

(in percentages)

Imports Exports
1959 1960 1959 1960

Eurcopean Common

Market 25,25 27.0 8,75 4,5
Free Exchange Zone

of Seven 30 26.6 5.25 10.0
Eastern Europe 3.5 4,0 5.75 4,5
Other European

Countries 4 4.4 3.0 2.4
Total Europe 62,75 62,0 22,175 21,4
Arab Countries 18.5 18,2 45.0 44,0
Other Asian

Countries 2.5 2.8 6.75 6.0
Total Asia 21.0 21-0 51:75 50.0
North America 11,25 10,7 6.5 -
South Mmerica 0.5 0-3 - 4‘1
Total America 11,75 11,0 675 & 4,1
Oﬂler COI.u:ltries 4.5 6.0 18. 75 24.5
TOTAL 100,0 100,0 100,0 100,0

Source: "Les Conséquences du Marché Cormun Européen sur le Commerce
Extérieur du Liban," Le Commerce du Levant, (Monthly Issue)
No. 12, (August, 1961) p. 32.




- I41 -

TABLE IV

LEBANON - MERCHANDISE IMPORTS, EXPORTS AND TRADE BALANCE
(in LL million)

1956 1957 1958 1959 1960 1961
Imports 561.2 62645 518.3 699.8 854.6 1,050,0
Exports 145.8 152.3 110.5 139.1 218.0 418,0
Balance 415.4 474,2 407,8 560.7 636.6 632.0

Source: 1956-1960, Statistiques du Commerce Extérieur.
1961, Le Commerce du Levant, (Daily Issue) No. 780,

(28 February 1962) page 6.
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TABLE V

ANON - MERCHANDLSE IMPORTS, EXPORTS, & TRAUE BALANCE

LEB
BY COUNIRIES, 1959 and 1060

zin LL millionsj

Imports Exports Trade Balance
1959 1960 1959 1960 1959 1960
Austria 7.4 8.1 o2 .08 - 7.2 - 8,0
Belgium 15,5 21.8 8 .6 - 14.7 - 21,2
Brazil 3.2 2.9 . 004 .01 - 3.2 - 2.8
Canada 2.7 2.5 .008 .06 - 2.6 - 2.4
Czechoslovakia 5.8 8.7 4 2,2 - 5.4 - 6.5
Cyprus 1,0 1.2 3.0 2.3 + 2,0 + 1.1
East Germany 2.8 3.2 .5 1.9 - 2.3 - 1.3
West Germany 55.9 71.9 2.8 1.7 - 53.1 - 70,2
Egypt 12,1 32,1 2.2 1.9 - 9.9 - 30.2
France 97.2 64.2 3.3 2.5 - 95.9 - 6l.7
Great Britain 171.2 185.4 4.4 6.5 ~166.8 -178.9
Greece 1.8 2,9 2.9 3.4 + 1.1 - 0.5
Holland 14.6  18.4 .9 4 =137 - 18.0
India 1.5 3.4 o4 o5 - 1.1 - 2.9
Irak 15.5 9.4 9.7 16.1 - 5.8 + 6.7
Iran 2.5 3.6 0.5 8.4 - 2,0 + 4,8
Italy 37.8 49,0 4.4 5.4 - 33.4 - 43.6
Japan 9.7 11.1 o4 «05 - 9,3 - 11.0
Jordan 4,7 5.8 12,1 17.4 + 7.4 +11.6
Palestine 03 «6 «3 o5 + W0 - Ll

e/
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TABLE V CONTINUED

Imports Exports Trade Balance

1959 1960 1959 1960 1959 1960

Poland 1.3 2.3 o2 o3 - 1.1 - 2,0
Rumani a 4.0 5.2 ol od - 3.9 - 4.8
Saudi Arabia 33.7 56.6 17.4 43.4 - 16.3 - 13.2
Spain 2.9 3.6 .02 02 - 2,8 - 3.5
Sweden 9.5 12.7 " § o3 - 9.4 -12.4
Syria 62.7 52.6 20,6 18.6 - 42,1 - 34.0
Turkey 19.7 28.6 o3 o8 - 19.4 - 28.3
URSS 5.4 10.2 6.5 5.5 + 1.1 - 4.7
USA 75.9 88,3 9.3 8.2 - 66.6 - 80.1
Yougoslavia 3.7 3.3 1.1 o2 - 2.6 - 3.1
Other Countries 50.4 72.4 26.8 54,5 - 23.6 - 17.9

Source:

Computed from figures in Statistiques du Commerce Extérieur,

1959 and 1960.
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LEBANON — DEVELOPMENT OF :rﬁnlgnnmm: WITH CERTAIN SELECTED
COUNTRIES
(in tons)
1951 1954 1957 1959

Jordan 58,436 51,400 106, 544 27,105
Syria 209, 740 215,862 253,077 91,044
Irak 28,957 56,337 165,937 63,368
Saudi Arabia 16,979 27,807 30,874 15,079
Iran 3,434 14,518 33,240 31,422
Turkey 4,959 303 512 526

Source: "Le Rapport de 1'Irfed, les Services Commerciaux et Financiers
au Liban," op.cit., p. 19.



- 145 -
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DOCUMENTARY CREDIT FORMS
FORM NUMBER 1

INFORMATION REWUIRED FOR CREDIT FACILITIES

Nam in Ml s % % & % 8 = & = s @ s & ® & & 8 ® & ¥ 8 & ® & & & & & @ & @
Mdress s & 8 ® & & & & & ® & & & ® s W& & &4 &« = = = Telephone NO. o o 8 ®
Nature of business; date established . . + + « &« ¢ « ¢ o ¢« o ¢ ¢ s & « o &
Banks with whom business transacted . . . « « o« « o o ¢ o = s s a2 o o » »

Interest in other companies . . « + o &« s o « o s o s s = s s s s o s s s

- ° - - - L . - . - - . - - . - - - Ll - - . - - » - . - - - . . . - - . . -

ASSETS

Cash on hand . . ¢« + & & o o & o ¢ & s o 5 s s s & s 8 s s s 8 & s s s &
Cash with bankers . . « « ¢ + ¢ ¢ ¢ o o o o o o o s s o s o « e o s o o o
Stock Of Z00dS « o « o 4 o o o« o s ¢ o ¢ s 8 & s ¢ s s s s v s 8 s s o s »
Claims from merchants . « « o « o« o & « & s s s & s s s s s s 58 = s = @
Claims from sundri@s . o« « « « o o o & o « o o o o o o » o o s s s s o »

- . . . - . - e ae

PROPERTIES (Give description, registration number, location, annual
income, value)

1. & & % & & & & & & & 8 % & 8 & & & & & & 8 S & 3 2 s e = & & & & & s
2. 4 & & & % & & & 8 & & ® 8 & 8 3 & @ & & 8 % & B 8 B & & 8 = & 4 & s o
3- s 8 # @& @ ® ® & * & =8 8 8 & B 4 B S & & & & s e s e+ 2 s & s & & @+ s
4. @ & & ® * & % ® " 8 8 8 e 8 8 & & 8 8 8 * @ s s s &+ s s = . s 8 =
5- e ® % @ ® & ® € 8 8 € 8 & 8 8 & 8 & 8 8 @ & & & s * s, & & s s & @ s s

e
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LIABILITILS
D“e to Banks . . - - . . . . . . - - . - . - . . - - - - Ld L] L - . - - - L]
Due tO othErs . *® & ® & e ® & @ @ ® & & © & & @ » & o > . @ « & & » & & @

me on mrtgages @« & & & & 8 @ . & s . & s @ LI T T * ® = % & @ . 2 ® &

(Inlast 3 months o + & « o o o s o ¢ o o« o o o o & o0
TOTAL TRANSACTIONS

(InlastlZmnths P T I R

COMPANLES & PARTNERSHIPS

1., Type of company or partnership « « « « o o o o o o o o o o s s & o o &

2. Names of directors or partners and shares held . . « « « « « ¢« o « « &

- . - - . - . -~ - . . . . . - - - - - . - . Ll - - - - - . . - - - . . - L

3. Registered capital . « « o o o « s o o ¢ o o & o o s s s 0 2 0 0 0w

4. Authorised Signatures Ll . L - - L] L] - - - - - . - . - . . . - - . - .

5. m‘mches - L] - - . - - - - - - - - - - - - Ll - - - . . - L - - - - -

ADDITIONAL INFORMATION

« & @ & & & ® @& & & @ ® & & ® & & ® & @ & & 2 2 =

.« & & & « & o = @ . = "« & & 8 & & = @ « & & & 5 = & « & @ & & & & & = »

I/we certify the information given above is correct .« . . « + + « « + « &

Date - - L o« @ « & & & siglature - - . = s @ . - LI

qusﬂwwom‘xono-.-nno-occon--non--oono.

L L - - - L] L] - L . . Ll . - Ll . - L - . . - - L] . - . . . . L] - - - . - ..
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FORM NUMBER I1

CONDITICNS FOR OPENING DOCUMENTARY CREDLITS

To: (Name of Bank)
Beirut

a & & & @ = 8 & @ .19 * * @

Dear Sirs,

With reference to all documentary credits which you will open
in my/our name from time to time I/we hereby agree to the following con-
ditions:-

1. I/we undertake to reimburse you on demand with all disbursements
or drafts whether incurred directly by yourselves in local currency or its
equivalent or indirectly by your Branches and/or your Correspondents in
connection with these credits together with all charges including freight,
insurance, storage, telegrams and any other expenses plus interest at the
rate of . . . . « % per annum, as from the date of the opening of the cre-
dit / of payment until the date of full settlement. Further I/we authorize
you, if you so desire to debit our account with the value of any draft,
disbursements etc.... drawn or made under these credits.

2. All documents or the goods represented thereby will be held by
you as security against recovery of all your disbursements and other amourts
becoming due by you, or any liabilities whatsoever, that I/we have or may
have towards you in present, future or at any contingency until full liqui-
dation thereof by us, and as long as I/we are indebted to the bank in any
sum or in any way. You have the full right to attach and sell the goods and
to collect the full insurance proceeds and attach or dispose of any other
security you hold, in the way you think best to preserve your rights and to
apply the proceeds in settlement of amy or all liabilities due or that may
become due whether arising out of any documentary credit or from any other
debit or responsibility, and any debit balance thereafter I/we undertake

to pay on your first demand and without any delay on our part, I/we dec-
lare that you shall not be under any obligation whatsoever to sell the

goods or to claim any insurance, moneys or otherwise in connection therewith
and I/we shall have no right of claim against you for delay or failure to

do so.

3. I/we authorise you to purchase for my/our account or to sell me/us
at your current selling rate the necessary foreign currency equal to that

of the credit to be opened. I/we undertake to pay at your option a deposit
in local currency which you will utilise for the purchase of foreign ex-
change. If the amount of this deposit is less than the value of the required
foreign exchange the difference shall be debited to our account.
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4. I/we agree that you or any of your branches or correspondents
assume no liability or responsibility for any matter concerning the form,
sufficiency, correctness, genuineness, legal effect, falsification, mis-
representation, endorsement or validity of any documents or papers; or

for the description, quantity, weight, quality, condition, packing or de-
livery of goods represented in the documents; or for the general and/or
particular conditions stipulated in the documents; or for the good faith
of the consigner or any other person whomsoever, or for their disposition,
and solvency, and the solvency or otherwise of the carriers of insurers of
the goods. I/we also undertake and consent not to raise any claim against
you or against any of your branches or correspondents regarding any error
or discrepancy or insufficiency or any thing of the like as mentioned there
above, whether it be in the documents or the goods, which may have any effect
on the postponement, refusal or withholding repayment to you as aforsaid,
or of modifying in any way my/our engagement towards you whether prior to
such repayment or subsequent thereto,

5. I/we agree that neither you nor your Branches/Correspondents

shall be responsible for any loss or damage that may be caused by delay or
loss of cables, letters, or other documents nor my any errors in transmission,
interpretation or translation of same, nor for the choice of Insurance or
Shipping Companies nor by any clause or clauses, stipulations or reserves,
either printed written, or implied in any or all of the documents delivered,
or shall you or your Branch/Correspondent be responsible for any errors,
ommissions or oversights occurring in connection with these credits.

6., You are entitled to pay (but without it being obligatory upon you)

any sum you may deem necessary to insure the safe arrival of the goods at
their destination or their preservation and I/we undertake to repay on de-
mand all such expenses expended by you for these purposes.

(i The goods relating to all credits may be insured against marine
and/or war risks either by the beneficiary or at you option (but without
any obligation upon you) by yourselves if such insurance is not covered to
your entire satisfaction and I/we undertake to pay all the insurance ex—
penses and to repay any sums you may have expended in this connection.

8. In the event of the goods being discharged, diverted or delayed
by reason of war and/or sanctions and even in normal times and or for any
other reasons whatsoever, I/we nevertheless agree to pay to you on first
presentation of the documents to us or on your first demand all amounts dis-
bursed by you, in accordance with paragraph No, 1 of this agreement and

I/we shall be estopped from raising any objection and/or claim whatsoever
its nature may be,

9. Any entry in your looks that an amount has been disbursed or lia-
bility incurred under the credit shall be conclusive evidence against me /us
in respect thereof,

ool o
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10. In the event of war time conditions, I/we absolve the Bank from
any or all responsibilities including the following:

a) In case of non delivery of goods or invalidation of the war
risk insurance etc ...

b) In case the bank or its Agents do not fulfil their obligation
such as partial or total cancellation of amny or all credits,
or refusal to honour any drawing made under any credit etc .. .

11, Any or all sums blocked by your correspondents from you account
against any credit opened, in my/our names will be on my/{our responsibility,
and the mere advice by you to us that such an amount is blocked will be
sufficient proof to this effect.

12, These credits shall not be transferable either by the beneficiary
or by me/us. Payment hereunder may be made either by you or by your Branch/
Correspondent at your option.

13. I/We agree that you or any of your branches or correspondents
assume no liability or responsibility for any loss or damage arising out

of the interruption or stoppage of your business, either by decision of a
public authority or by riots, strikes, lockouts, wars, acts of God, or other
causes beyond your control,

14, In case a dispute occurs between me/us and the beneficiary; bet-
ween you and the bemeficiary; or between your correspondents and the bene-
ficiary in respect of any matter connected with these credits, I/we hereby
give you absolute authority to take, directly or through your correspondent
or through one or more advocates as you or your correspondents may empower
to act on your or your correspondents behalf, any administrative or Ju-
dicial proceedings against any person wherever he may be; and to enter
directly or through your correspondent or through you or youre correspondent's
advoeate into any judicial or administrative proceedings instituted against
you or against your correspondent by any person whosoever in any country
whatsoever irrespective of the fact as to whether such proceeding instituted
by or against you take place in courts or by arbitration or by experts as
you may deem suitable and as the case may be. I/we undertake to accept the
sequences of such proceedings whatever they may be. I/we also give you
absolute authority to defray all expenses fees and advocates fees, arbit-
rator's fees, and experts' fees (wherever they may be) and all travelling,
board and lodging, translation of papers copying, typing and taking pho-
tostatic copies thereof and any other expenses incurred in this connection
no matter what such expenses may mount to without referring to me/us. You
are authorised to debit my/our account with all these expenses'. I/we under-
take to reimburse you with all amounts which you may have spent in the mamer
already mentioned without any objection on my/our part,

15, In the event of non-utilisation of the credit you are hereby
authorised to sell the foreign currency on my/our behalf at your discretion
without referring to me/us, and you are also authorized to credit my/our
account with the equivalent amount thereof and/or to settle any documents
or any debt due from me/us to you.

ool
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16. In case of any dispute in the interpretation of this agreement
the Arabic version will be the ruling version.

17. Should any dispute regarding this agreement arise either directly
or indirectly I/we accept to be subject to the jurisdiction of the courts of
law at any place you choose.

18, The undermentioned address is my/our permanet address any any
advice of payment, documents or correspondence addressed to it will be
binding upon me/us unless I/we inform you in advance and in writing of any
change that my take place.

Yours faithfully

Name:

Address:
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FORM NUMBER IIX

ORDER FOR THE ESTABLISHMENT OF A DOCUMENTARY

CREDIT
Nm .« = = - . @ " & 8 = & . & e« = @ m‘edit NO. . s . & & & @®
Add.ress . - &« & & & = = « & & = & e . &
TOS (Nm Of Bank) . & » @ . = & & . = & & 3 19 . & =

Dear Sirs,

IME .. ...+....begyou to establish for my/our
account by cable/airmail with your Branch/Correspondent in . . . . ¢ . « « .
an Irrevocable Confirmed . . . . . « « « . « » Documentary Credit as per
the following details and in accordance with and subject to the agreement
with you signed by me on . . . . . . . . embodying the general conditions
for the opening of documentary credits:

Beneficiﬂry'sﬂam&ﬁdress: & &€ &8 & & &% & & & & 8 8 * & 8 & s & s & s

e & & 8 & 8 8 8 %, . o a4 8 8 6 & & 8 & & 8 B s e & e & 4 s s s s s s s s

Opened for Account of2 + « * « « & & o + & Amount (about/not exceeding)

e 8 & & & & 8 & % & 8 & 8 8 8 8 8 5 & = s & & & & & & & & & s & s @

This letter of credit is valid im . . . . . « « « + « « until
W e v v s s s e s e s s s o(inclusive) and is available against sight draft
accompanied by the following documents:

( ) Signed commercial invoice (s) in triplicate certified by
The Chamber of Commerce and by the . . . + + + + » Consu-
late (if available at beneficiary's location).
( ) Full set of clean "On Board" Bills of Lading in duplicate
to order endorsed in blank and showing "Freight Prepaid",
"Freight Payable at Destination".
Parcel Post Despatch Notes or Air “onsignment Notes Con-
signed to (Name of Bank).
Certificate of Origin, separate or incorporated in the invoices
Certificate of Weight and Specification List

- . . - - - . Ll - - . . - - . - - - - . L - L] - - - - - . °

S P P p—~ —
N N N N’ S’

. - L] - . - - . L L - . - L] - - - L - - . . - L ] - - - L . L]

Insurance Certificate or Policy issued in negotiable form for
invoice amount plus . . . « « .% covering the following risks:

- . - - . - . L . L] - - L] . . - L - L] L] . . - - . . . - - . - - L] - - . . -

vofs
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Evidencing one or several shipment(s) not later than . . . . . . . of the
following goods during the validity of this creditz « « « « ¢ ¢ o & o o«

« & = = s = a & & & & 8 & & & @ & & & & = & s & @ = & & & & & & = - .« = e

@ ® & & & @& & & & = = &« & & & s & = @ a ® & & & & & & & & & & & & =

.
a ® % & & @& & & & &4 s & & & & & & s & = * & s = = & & & B8 = a & & = = . .

By’ L] L - - - L . - ° . - - From - . - - - - - - - To Beirut Port - Rl - -
With or without trans-shipment CeleFe / C & F / F.O.B, Vessel . . . . . .

Insurance covering both marine and war risks for the invoice value
plus + . . . « % will be attended to by us. But you may, in your absolute
discretion and at our expense and responsibility and without your being um-
der any obligation, effect such insurance.

‘ The policies or certificates will accompany the drafts / will be
handed to you on demand and the amount insured is to be held as available
to you.

We hereby give you a lien on all merchandise shipped under this
Credit and on the proceeds thereof and on the relative insurances with full
power at our cost and e xpense in every respect to take possession and dis-
pose of the same at your direction and to charge all expenses. We further
agree to give you any additional security that you may from time to time
require to cover our liabilities to you hereunder and in the event of your
selling the merchandise to pay on demand the amount of any deficiency.

It is understood that neither you nor your Correspondents assuue
any responsibility for the correctness, validity or genuineness of the do-
cuments, nor for description, quality or quantity of the goods which they
may pruport to represent.

We authorise you to debit our account with your commission of
e « + +« + «» % and with your margin of security on this operation amounting
£O « « o« o« o » o &« % plus all your expenses and those of your Correspondents.

On account of this transaction, I pay you the sumof . . . . . . .
and undertake to pay you the balance of the amount of the credit plus your
commission, all your expenses and those of your Correspondents,

Rate of Exchange agreed upon is . . . . . . in respect of
e o » » « «» o of this credit.

Yours faithfully

" & & ® & & & & & & & = 2 .

N.B. Strike out and initial any unnecessary term.



ORIGINAL VIA FIR
DUPLICATE VIA

TELEGRAPHIC ADDRESS :
“BANKARAB!"

-
ST AIR MAIL
SECOND AIR MAIL

ORIGINAL

ARAB BANK LTD.

Dear Sirs,
Kindly advise beneficiaries..

That we open our irrevocable letter of credit in their fav

For account of
For a sum of : about/not exceeding
(in words

Valid in . Until

Available against receipt of beneficiaries, sight dpft, togethfé/th

Branch 196

(inclusive ).

following documen

O Signed commercial invoice (s) in triplicate, cerffying
at the same time origin of goods, contents are [fue and
authentic, prices correct and current, and that it is the

“only invoice issued for the merchandise/described
therein. The original copy at least must certified
Chamber of Commerce and legalized

. (if available at beneficia

O Full set of clean "on board® bills of lfding in dupnc'%i

issued fo order and endorsed to the grder of, Arab Ba
Ltd., and showing * Freight Prepald *, * Freight payabl

the Arab Bank Ltd., as co
./Credit number.

) Consular certificate.
O Certificate of weight.

N

O Certi cateﬁorigin separate orincoyporated on invoice

O Insura covered locally

Insurance Policy/Cerfificate iss
invoice amount plus

irut, covering the foll
S. R. & C. C. risks extend
warehouse.

0O F.P.A. Clauses incly
of an entire packa

ed in negoliable form
er cent, claims payable
ing risks including War
cover from warehouse to

ing theft and or non delivery
Ibundle | baglor piece.

0 Marine insurangé as per Institute cargo clauses
(W. A.) and fExtended cover) including thefl
pilferage shogfage and or non-delivery, including
damage donf by other cargo hooks nails oils
grease acifs mud rain and or fresh water,
including /breakage | leakage I denting I scratching |
bendinglfearing/bursting irrespective of percentage.

[ Specification List

O Instit Cargo Clauses ( All Risks)

5 » T .
Documents must evidence currgnt shq}ﬂlent of following goo

by

CIF/CandF/F. O.B. vessel . ‘
Partial shipment Not Permitted / Permitted ag

Not later than.. .. .

ainst pro-rata drawings.

of

origin.

from to

. trans-shipment Not-allowed

The negotiating bank is required to forward the original set of documenis direct 1o us by first registered airmail and duplicates by the following

alr mail.

with our correspondent . .. .. ...
certifying at the same time that all doc

In reimbursement of its value plus the relative commission and charges,

he is requested to draw on/debit Beirut Braneh account

uments negotiated and other credit terms have been strietly complied with.

Further, our sald correspondent is hereby authorized to honour all such drawings under this Credit accompanied by the required compliance

certificate advising us of same by airmail.

P. T. 0, for special Instructions

Yours [faithfully,
ARAB BANK Lrvo.
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FORM NUMBER V
BILL OF EXCHANGE (praft)
ORIGINAL
No. DULY
STAMPED

- - . . . - - . . - L

FOF' « 5 6 % o 6 & s & @

At + + + + + s s o » « + o SIGHT OF THIS SECOND BILL OF LACHANGE
(FIRST OF [HE Sabk TENOK AND DATE BEING UNPAlD) PAY TO

OR ORDER THe SUME OF

- - - - - - - - Ll o

= & e = & = « @& = & @& =« ® = « @& & * & = & = =

" 8 & ® & & @& ® & ¥ s« ¥ & = ® & & =& & @& = @ =

VALUE RECEIVED AND CHARGE THE SAME 10 ACCOUNT OF , , , , , ., .

- - . - . . - . L] . - L] . - - - . - - - - - . - - - - - . . L

m L L - L] - - L] - - - L - . -
- - - L] - - - - L - - - - .

- - - - - - - - - . - - L] .

- . - . - . . - - - L] - - - -
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FORIM NUMBER VI
INVDICE
EXPORT DEPARTMLNT
(Name of Company, Type)

Please quote Invoice Ref.,..... Address

Date

INVOJ.C-E OI‘1 . 0w (Ty}). .f.hr‘hmdi’e; a % & & & @& % & & @& & & & = »
purchased by . . .(name.of importer) . . « + + « o ¢ 4 + + o 4 o o
To be shipped Per 8/8 « « o « ¢ ¢ 2 o s 6 « TXOW o ¢ o 4 s o o o o

Sailirlg - .(date) - . L] . . - L] - - - - . - °

Marks & Nos. Quantity and Description of Rate £ S. d.
Goods
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NIPPON YUSEN KAISHA
BILL OF LADING

DIRECT OR WITH TRANSHIPMENT

SHIPPED, in apparent good order and condition, unless otherwise indicated herein, the gouds or packages said fo contain the goods deseril
hereinafter named, on board the ship mentioned hereunder. in or off the port of loading hereinafter indicated, to be transported, with liherty to devia purpose
of saving life or property, to call at any port or ports in or out of the customary. direct. advertised or geographical route in any order, for the purpose discharging
and receiving goods and passengers, or taking in fuel and other necessary supplies at any such port or ports, or for any purpose whatsoever, to drydock with or
without cargo on board if the COMPANY considers it pecessary or convenient, to adjust compasses, to sail without pilot, and 1o tow and assist ships in all situxtions,
to the purt of destination or, if to be transported overland, to the place of destination, hereinafter named, or so near thereto, with or without transhipment, #s
carrving ship and/or other connecting conveyance muy safely get, and to he delivered there in like good order and condition unto the consignee named hslow, or his or
their assigns, subject to conditions and exceptions enumerated hereon and on the back hereof. In any event, the COMPANY'S responsibility shall commenes when the
goods are taken on board the COMPANY'S ship and cease when the gouxds leave the COMPANY 'S ship's deck and or tackle

Freight and primage (if any) to be paid by the shipper in advance, on delivery of the Rill of Lading, in cash without discount, or at the destination hy the
consignee as may he agreed upon and declared hereunder, and to be considered us erned whether the ship or the goods be lost or not or the vovage b= broken up o1
abandoned at any stage of the entire transit,

Contents, weight, measure, quantity, quality and value unknown to the COMPANY. Description below, and used in calculating freight, based solely on information
furnished by the shipper, . .

smip: " HIMEJI MARU " . voy. No. 23-O0UT

SHIPPER: OTSUKA & GO.;LTD.,

PORT OF LOADING : KOBE, JAPAN, DESTINATION: ©  BEIRUT

WITH TRANSHIPMENT AT: (ON-CARRIER : . )
CONSIGNEE : TO ORIER

NOTIFY PARTY : MESSRS, KASSAR & KITISHIAN,BEIRUT,

(For the COMPANY'S references

PARTICULARS FURNISHED BY SHIPPER OF GOODS
Marks & Numbers Packages | DNescription Weight } Measurement

BEIRUT |
c/No.l 1 CASE GENT'S RAYON WOVEN NECKTIES, 141 LBS o gte b
MADE IN JAPAN l
|
SAY: ONE (1) CASE ONLY.* ¥ * %
|
i
Value

In accepting this Bill of
Lading, the shipper expressly
accepts and agrees to all its
stipulations, exceptions and
conditions, whether written,
typed, stamped or printed, #s
fully as if signed by the ship-
per, any local custom or —
privilege to the contrary not- | Peongid at KOZR, JAPLT,
withstanding.
Pavable at

In witness hsrmf the master or agent of the said ship has
signed m& Bill& of Lading. all of this tenor

and date, one of which being accomplisipd; the others to stand void. FEB. 28 1962

Dated at the
o IR - & For the Master . ‘ - NUMBER
; 3 |
s ‘ | 28
|
Form No. 001 X 5 s W s B i
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1. (Definition): h&mummmmmuwgﬂ and the back bave the measing hereby
@ --courm*-.m-mNmr“m‘wmwumnwmmmmtl-

.

T

charterer substituted carrier;

ma-snum"!m“ the ship | mﬂlhmhnultiwunbhil-qufw

1(&"‘”& e T\:"mﬂ:mmh s mct‘nugm-mb;umzﬁuﬂdpmz

Goda sea; war or ACOM ArTEStS

w&:mlh;mﬂumudﬂ‘ uyhplpu—.-:umalulunuhnmwuamd-ml

or port authorities; congestion of ports: ints and ine | or deviation arising out
upon the employment of the ship in any Jupanese Governi . mobs, pirates; loss by

robberies, thefts or pilferages by land or water, whether by mm«)mammﬁmu

otherwise | rising or mutiny among passengers or crew; * desertion or

hhvaudhuhwphmwwmﬂﬂr;mmmmmnvﬂfmm
goods. or otherwise dust from coaling; vermin; rats; non or .q:cmmuumd
marks and 1 dress and wption of goods sh ; wastage. leakage, breakage ; hook-
holes ; bent mm-.h-ummnmﬂm’mbﬂhuwm:mﬂmunuiﬁuhmﬂummh
hull. tackle., boilers, or machinery or their appurtenances | w.«muuﬁp._h-u
damage Gaused by mines, bomba or other engines ; barmatry,
error in gemce or default of pilot. master, firemen, stevedores or others in the
service of the COMPANY, in navigation or in the ship of otherwise; cisk of craft or hulk for
lightening of any other purposes or t or landing and all and every dangers and accidents of
1Mhndmﬂntu.|dumw;mﬂummnwkm
rom unseaworthiness unless

1 (Seaworthiness): mmmmnhmluh-whwnM¢_mM‘l
uwhymdwésllmmmmulhmmlomml ship seaworthy at the beginning of the voyage.
4 (Quarsntine): In the event of quarantine or sanitary or other similar or feti h 0
ever arising. the goods m&dh:wgdunomr«mhmhmwmhuvndumm-mnh‘llwtmm-
wwlhmeeﬂhﬂhwwnmmMéuthﬂumym of call, at the
COMPANY'S option, at the risk and expense of the SHIPPER and upen such discharge, the COMPA} responsibility
shall cease. The SHIPPER shall be lisble for all ) of +h nature or kind.
& (Port and Labour Restriction): Hmwmwmu&ﬂmhmwlmwwu the COM-
PANY anticipates that the same I-umhwn-wdwtw-pr\lmwmmn?mdo:dwm the
anmrpmu,hmumdhmwm‘ chade or dict, or of or

i
i
i
=
-
g
i
2
i
g

or

discharge mvpd-manyplnmhwc:mm;umv!m pubunburd.mntmmdlmuvu
indirectly, to any other port or place whatsoever, which the COMPANY conaider safe or advisable, and discharge the
goods there, or store them . or to submit them 2 at any aphm;wmnunm-rhhwmd
zmwﬂ:mm:dmt:lmmmmwnhwnmmmth\hmm hen discharge them at any
pzmmuovamyMnMMlmuld‘*' : or {0 disch hip and forward the goods as
wmmm.chnmu.mnmmmmdmsum
mmbymmamuumm p ¢ of its obligation and full di : of im
responsibilities under this contract, and all ing. handling, jon. storage. for ing or extra
rznupdlhuﬂﬂdﬂ“hu:hrﬂ:ﬂ_dmﬂlm Al such charges and expenses shall be payahle to
the COMPANY iy they are d and shall have lien on goods. I the COMP, any act with

the | ANY performs
respect 10 the goods or their disposition umm-mmummmmnumdumm
mldyl‘oranduwdmm §
6 (Refrigerated Goods): The COMPANY shall sot undertake to carry the goods in refrigerated. specially cool ar heated,
i carriage is expressl

n
ruponlibkfoclnyhwmmmﬁmwn:ucitﬂﬁmﬂmmumminmh
i frig |

7. |Dmagereus Goods, W-&;:_uw:#dnmwqumd-mmrnm
r on and goods contrabanded or prohibited by the law of
the port of shi charge or call, whether ihe is mware or not, such goods, upon discovery, may be
mdqndlmmw.maMubeﬁMuurmwhmwlnnhmmv‘sahunm
mmuu-mnmmchlmpmwdnnu;cwuhwum«mnmiunwmtmw
shlllt-numthﬂ{mAhtMiqlMﬂdwugwndmd- p incurred in & ing of such
;wm-mlmmptymgnhzhnhwmhdmauhxomﬂnlmhuknwithmlm

advance and declared herein, and shall not be

(Through Carriage ‘I‘klwdmmummﬂdl is aceaptad and agreed by the COMPANY only (or
nmmmuud'm;mm responaibilisy of the COMPANY shall be limiited to the part of perforined
by the COMPANY on the ship under ity management. and in no case shall the COMPANY be vrter any Hability for damage
and/er loss arising from whatnoever cause during any other part of the transport. even though the (reight for the whole
transpurt has been collected by the COMPANY. The COMPANY shall be authorized by the SLIPFER toenter into contract
and'or oncartiuge of the gonde and ol for the storing, lightering, transhipping. or other
dealing therewith, prioe tn e in the course of, or subseguent to the carrage in the COMPANY'S ship without responsibility
for any art. neglect, or defaull on the part of the COMPANY even though the terms @ auch conract be les favourabie in
any tespect whatsoever Lo the SHIPPER than the terms of this Il oi Lading. The connectihy carriage shall be dealt with
subject to the conditions and exceptions of the precarrier’s and 'or munrz- conveyance. The gadh;nﬂ milu‘;:rrud u;
NY shal be liable for delay, cane of delay or an rease in cost 0

(rnipen Pm:‘hbk ""'.‘.'f.f"”” . dru: 't?any cause heyond lvhl contral of the E(N?Ak\', the sdditional freight
B charges must be paud by the SHIPPER before taking delivery of the goods. :
Mtrw«ltrgudihmrdu the time of shipmeni and s stated herein and estra treight as may be agreed

ANY

| the COMI shall in no evers be under any obligation 19 declare 10 the un<arrier uny valwtion of the
mmg’mlh!hqwﬂmﬁn ract of carriage ins o valuation or Hmi of lishility less ihan that contained
in this Bill of Lading.

I the are forwarded by more than onc conveynace the consignoe niust {uke delivery of each portion immediately afice

Goods forwaeded by rail are deliverable at any railway station within or nearest to destination and must be taken away by
the sonsignee immediately after arrival

For dutiable goods u:zuwd. the COMPANY may give much underfaking ma customs require &t porl of translupment
respecting dealing with gooda at pert whete duly is payable, and ull charges and risks incusred shall be oh account of the
SHIPPER.

The condibuns and excephons contained hersin may aiso apply during the transportation in craft or hulk or on shore, or
when stored in any wareh or god wh d

20, (Lien): The COMPANY shall have a lien upon the goods for freight, dead freight, demurrage or 1ons caused by detention,
average contribution, salvage, and for all payments made and liabilities incurred in respect of any charges or expenditures
stipulsted herein to be borne by the SHIFFER: the COMPANY may enforce such lien by public ur private sale with or
without notice or by legal proceedings. the cost of such enforcement being for the account of the SHIFPER.

21, (Claima}: Any claim for loss, whort delivery or damage, and afl other claims whatsoever, must be prelerred in writing
at the place of delivery to the COMPANY on aking delivery of the gooda otherwise the COMPANY shall not be liable.
In case the delivery of the goods should not be made immediately after the goods are ready to be delivered. the SINPPER
must present. in writing, notice of lom or damage to the goods within three (3) dayn after the goods were ready (o be
delivered. ntherwise all claims ahall be deemed as waived, and the COMPANY shall be free from all labilities.

All admitted claims shall be adjusted and settled on fhe invoice value of the goods, plus ocean freight and insurance
premium if pald. In any event. the COMPANY shall not lisble for any loss of profit or any consequential loss.

22, (Limit of Liability): The COMPANY shall in no event be or bacome lable fue any loss of wr damage to the goods in
an amount exceeding One Hundred Pounds Sterling (£100 stg) per package or unit. unless the value of the goods higher than
this amount is declared in writing by the shipper before shipment and the nature and the value thereol inserted in the Hill
of Lading and extra freight is paid as agreed upon. In such case, even if the actual vuudorgz“FMmmW
unit exceeds such declared value, the value shall nevertheless be desmed to be declared value. The ANY'S lability shall
not excesd such agreed or declared value as the case may be, and any partial loss or damage shall be adjusted pro rata
on the basts of such value, The limitation of labllity and other provislona contained In this paragraph shall Inure not
only to the benefit of the COMPANY, but also to the benefit of any | d per ng services
including stevedoring In connection with the goods covered by this Bill of Lading.

23, (Freight and Charges): Where freight is payable at the port of destination such freight together with ull other charges
mentioned in this clause is to be paid in the cutrency named in this Bill of Lading or with the comsent of the COMPANY
in other currency at the highest rate of exchange fur banker's sight bills current on the day when the ship is entered at
(he custimhotise or on the date of the withdrawal of the delivery order. whichevet is higher. The COMPANY accepts no
reaponsibility and the SHIPFER is held liable for return freight and charges on goods refused exportation or importation
by any goveenment or public authorities.

Goods unce whipped cannot be taken away by the SHIPPER except upon the COMPANY'S consent and against payment of
full freight and compensation for any loss sustained by the COMPANY through such- taking away

The SHIFPER shall be dremed to have guaranteed to the COMPANY the accuracy of the contents, weight, measurement of
value, as funished by him, at the time of shipment, and the COMPANY may at any time open the packages and cxamine,
weigh, measyre, and value the goods, at the risk and expense of the SHIPFER. The COMPANY is entitled 10 in case of
incorrect declaration of weight, or value of the gouds to claim double amount of freight which woold
have heen due if such details had been correctly given. and the COMPANY will not be liable for any riska arising from
much imcutrect declaration.

If goods. contracted for shipment, are not available when the ship i ready to load. the COMPANY is relieved of any
g;m 1o lnad such goods and the ship may leave the port without further notice and dead freight (s to ba pald hy the
ANl dues, taxes and charges including Corsulu fees levied on the goasds, ur all fines and/or Josses incurred by the COMPANY
through SHIPFERS nonobservance of rules and regulations of any government or public authorities in connection witly the
goods. shall be horne by 1he SHIPPER.

All expenses of sorting or reconditioning recessary for the goods during the transit shall be paid by the SHIPFER

Jt is further mutually agreed that if any such goods shipped with n-ﬂl!:uim-athmmu\d... 'S shall be
lhnmlnlhtdnpwmmtmyhm-ﬂaummd any place or destroyed or rendered innocuous or
thrown overboard without sny muﬁtrmthmd:umm.nrwhtlo-.pemhyardnrmge to the ship
or goods or any responsibility shall fall epon the SHIPPER.
£ (Goods on deck, Perlahable Goods, Liventocks, ete.): Goods carried on deck; livestocks; fruita, vegetables fish and all
goods . and glass, crockery or castinga, of an; articles of a § nature. or goods in bales or crates or unpro-
wolely _and the COMPANY shall be under no liability for any loss or
i

All the d and 4 in this Bill of Lading shall aiso apply to livestocks or the goods carried on
deck and stated herein to be 30 carried. |

8. (Lamber, Timber, lron snd Steel): The COMPANY shall not be resppnaible for & age. splitting or decol
tion of lundser or timber. i

hmammmmmmﬂmmm«mmmcmmv.mnuh:mme
for correct delivery, and all expenwes incurred st port of discharge ) upon insuffich ing or wing whall
be paid by (he SHIPFER unless.—{a) ﬂuymhﬂmlvmm'rnﬂ; marked with oil-paint: (b) every bundle
I ly fastened, distinetly and per ly marked with ofl-paint metaltagged. 50 that each piece or hundle can
be distinguwhed at port of discharge. !

10. (Veluable Gosds): The COMPANY shall ot be acooustable for goll, silver. currency. documents. negotable writings,

10, (feavy Lift): Any lift weighing over two lons grom must be in writing before shipment and the weight be

mencilled on the package. mnd or

to paying the freight provided for in Article 23 shall make good and any lom, damage or delay caused thereby to the

mpmmyﬂ-—wﬂﬂlbﬂdnu?dﬂndm-
are S

i
:
&

12 (Bagged Goeds): If nny bagged or baled landed alack the shall accept such proportion of
the as shall be allotted by the ANY and the same deemed as full settlement of any claim for loss
of weight. no cireumstances will the COMPANY be resporsible the bursting of single macks and cunseq -ential
loss of contents.

13 (Marks and + The COMPANY whall not be lisble for delivery or non-detivery unless such ps- age
has been distinctly, sand permanently marked by the shipper shipment with the name of port of d stimation
which must be in letters less than two inches long. All fines expenses, lom by detention of the ship or guode.
caumed king or by § d or @ P or weight or other particuiars reawired
by the authorities at the port of discharge or amy- place m;#mmm-mwwmﬂ
he borne by the SHIPFER In no circumstances will the ANY accept responsibility for delivery of other than

marks.

Goods unidentifishle by marks or numbers, cargo sweepinge. liquid Lummmwm
:‘r*l:ﬂhsﬂuluﬂhmﬂﬁmb\hmw dlhgw&inmumnhmm
,us of weight or damage. ! {

Lows ot damage lo goods peceived and stowed in without separation from other like bulk goods either of the same
or snother shippsr shafl e divided proporiioustely the seversi o and Bifls of

{4 (Optional Delivery): @ptional delivery is only granted when arranged prior to the shipment of the goods and is expressed

A mmmwmmummmnwmvnmmumm

a1 n.aﬁmw-d-hjp'-ulMhhmmumummw:omwtuﬂmtmwﬂnmmu

,.\rr‘ed‘npoﬂlopnﬂlothl'lﬂlmdlhlﬂpludhﬂlhlw.lmulklﬂlﬂﬂmdﬂ\esﬂlm

15 DHseharge and Delivery): Notwithstanding any custom of the port to the contrary, the goods may be discharged. without
notice, an wan a3 the ship is ready to harg: ly day and night, Sunda included di
of weather, onto wharl or quay or il warebouse, or into lghter, hulk, lamretto, craft,
stored (here at the risk wad expense of the SHIPPER, and the COMPANY retains the option of delivery at all times from
(b sbigis mde, or fram crafy hulk, custom-house, wharf or quay. The COMPANY does not undertake 1o furnish h %
velripevagum. cooting. o5 other special facilitios of any kind during losding not be lishle in any respect
whstswre for Juck of asy wuch facilitien The COMPANY does not undertake that the goods shall arrive st the place of
o a iegrge, destination, of transhipment ot any particular time o to mest any particular market or use. It the goods are
delivesd Lo crdtaker into the custody of costoms or other government officials, such action shall constitute full diacharge
; idered valid

4
E
-3

i

=

5

e COMPANY'S tiligations hereunder and no claims for tage or d shall be except 1hose
vesd 1y wach oMicia o receiving the goods  The COMPANY'S lier on the goods shall survive such delt In_any
cune the CUMPASY'S lwisiiity shall remse 9 300n as ihe gords keave fhe ship's deck and/or Lac! u.s;ﬁuu

24 (G I Average): All (laims of general average nature shall be construed, adjusted and settled in conformity with
the system commonly known as the York Antwerp Rules, 1950.

25. (Governing Law): The Rill of Lading and contracts evidenced by this Bill of Lading shall be construed and goscrned
by Japanese Law.

26, (Netifiestion): Any clause herein giving names of parties to be notified of arrival of the ship or the goods ai destina-
tion ix solely for the information of the COMPANY'S ageras, and failure to notify shall not involve the COMPANY in any
responsibility or relieve the SHIFPER from any ohligation berein contained.

27. (Reeelpt of Goods): Any provision herein to the congrary notwithstanding. goods may be received by the COMPANY
beyond shig's tackle sulely ar the risk and expense of the SHIPPER.

28 (Camal Clause): The COMPANY shall not be llable for loss, damage or delay caused by any obstruction ol the Suer or
Panama Canal, or the non-operation o closing of the same; and in the event of such obetruction or closing, the COMPANY
shall have the option to stnp or delay the ship awaiting the removal of such obstruction. or to reship. tranship or forward
all or any part of the goods by rall or mny other conveyance, and all storage charges in connection therewith and extra
freight shall be for the account of the SHIPPER and have » lien upon the goods, or to sail the ship via any other route
whatsoever, additional freight therefor being paid by the SHIPVER.

29 (New Jasow Cluwse): In the eveat of sccident, danger. damage or disster before or after the commencement of the
veyage, resulting from any cause hether due to negh ar mot, fur which, or for the consequence of which,
he COMPANY s not responsible, by statute, contract or otherwise, the SHIPPER shall contribute with the COMPANY in
Mﬂlwhdﬂnrmdw-mﬂmmucumednmﬂnmgenarmlhtmuma
mrdnd-hlln-lnn-dmlrmrmwmnmd:umh
If a salving ship is owned or operated by the COMPANY, slvage shall be paid for as fully as if said ship belongy to
strangers. Such deposits as the COMPANY may deem sufficient to cover the estimated contribution of the goods and any
wmivage and special charges th shall If required be made by the SHIPPER to the COMPANY before delivery.

0. (Both ta Blame Collision Clawse): If the ship comes into collision wjth another abip as & result of the of
thummmmmmm«mmdmemuer.mulnas.wuuﬂnmunnrlhumn on the
navigation or in the management of the ship, the SHIPPER will i fy the COMPANY againat all loss or lahility to
the other or non<carryl -MpwM-rmminmr-:nnhhuulhuﬂuwuh-dwampmuwdnim
whatsoever of the SHI pl'udwnlnhhbr!heothuofmunwumwhummtbmmm-ﬂ.
mormumdhylhdhrwmnylnlmwhuom-undlhdtdlimuﬂMthnmmmlpu
msmnmmnmwmmmm-u—hmummcm«m
other than, or in sddition ta the colliding ships or objects are at fault in respect of a collision or contact.

31. (War Risk Clsuse}: [he COMPANY shall not be responsible for actual, attempted or threatened capture, seizure. deten
tion, or for any direct or indirect thereof resulting from or in any way contributed to any stote of declared or
mﬂuhulwawlikzorhﬂ‘rgmmulllnwuhm-MMmetmmuulhcmnh’Y
mlhgdﬁrmdlnuruthemotﬂmwmmmuymuphmllthn*lrdmo!lhc
SHIPPER, and the COMPANY'S Hablility shall cease when goods are so discharged.

Without prejudice 1 anything herein contained, the ship shall have the liberty to comply with orders. directions or

-mlunumhﬂnur.udanmdﬂﬂ.imwum however given by any government or public
umummm&mwmmwmudmmh*mmmmﬂhd-mdn
deviation, nor shall the COMPANY be responsible for any lows, damage or expense resulting either directly or indirectly
therefrom, and delivery in accord herewith shall be a of the contract voyage.

12, (Special Law); Without prejudice to Article 25 hereof, ths Hill of Lading shall have effect subject to the provisions of
any maritime law, rules or regubstions in force at the place of shipment, which have been enacted in order to incorporate
the rules of the International Convention for the Unification of Certain Rules relsting (v Bills of Lading at Brusseis of
Aum‘!slm«mm“wmdmh law, rules or regulations in force at the place of destination il no
such law, rules or regulatone exmt at the place of shipment. If any such law, rules or regulations at the place of destina-
tion apply to inward shipment, the provisions thereof shall be paramount.

Nothing herein contained shall be deemed to be & surrender of apy of the COMPANY'S rights and immunities or an increase
of its responsibilities or labilities under such law, rules or regulations.

The COMPANY shall be entitied to the full benefit of all such privileges, rights and immunities as are contained in the
said law, rules and regulations, and if anything herein contained be inconsistent therewith it shall in that case and only to
that extent be deemed to be deleted.
MWM-min.lonndl’ronl!.sn,_thhBtﬂellaﬂu#lhwm-nbbﬂ 16 1the provislons of the
Curcinge of Guods he Sea Act of- the United States approved April 16, 1996 The COMPANY shall be entitied to ail of
the rights and immunities set forth in the sald Adt, and lo the exlent that any term of this Bill of Lading is repuguant

i

sy wumbon o eguldtions of the port notwithstanding, for all expenses upon receipt of . i venid
omin + ur [rom (he ship's tackle. landing ind delivery charges, tonnage. pier or shed dues, P RG2S B ‘haﬂ‘lx:“‘“mm
offcials, lighterage. sorting and stacking of the goods on wharl or in abed. and all other expenses W diach: 1 d i COMPANY.
landing and delivery uniess already specifically included in the freight eharges provided herein. it ) &7 . A Holland): Weighing on board during O e s S -84
Al any port the COMPANY may entrust any firm or person with masterporierages (receiving, waiching, all by the ship in conseq wuch g o

delivering of the goods, ¢tc o lighterage, cartage. custody andior any other service
§ {IPPER, who shall pay &t the current rates for all such works performed and indemnify the ANY
2ixl chasges of shatsoever nature by such firm or person in conpection with the goods
165 Lighierage!: The SHIFPER agrees in furnish lighters and other craft to carry the ﬁm and to the
Lirmen and a8 fast a8 the COMPANY may require. and the SHIPPER ahall be liable to the ANY for all loss and expense

(]
resulting from any detention of the ship or goods due to delay or defaull in furnishing such equipment. The COMPANY P i Seid

does not undertake 1o, but may. at its option, and solely as the agent of the SHIPPER. arrange for lightering the goods to
or from the ship but in s doing shall 1ot be responsible for the character, condition. or sesnworthiness of lighters or any
fault or negligence of lightermen, it being expremly agreed that such service shall be deemed for all purposes to have been
rendered by an independent contractor for the SHIPPER.

17, (Forwarding): The COMPANY reserves the right of forwarding the goods to their destination by any ship or conveyance
belonging either to this or any other company or individual, subject to all conditions which ma

g exacted by the company to
e individual who may complete the transit; the risk of transhipment. landing, storing and iy L o o bu,hl L'U&" muﬁ \hat such contractors thall in no event be Kable in damages

SHIFPER, but the expense 10 be defrayed by the COMPANY.

I8 (Over-earringe): In case the goods. herein specified. or any part thereaf can not be found during the ship's stay st the
port of discharge. the goods are, when found, 10 be Torwarded to their destination at the COMPANY'S expense but free of
Hability for any joss, deprecistion or damage arising from over<arriage or returncarriage. "

EXt

in charges or otherwise shall be for of any custom fo
8 " ry. mu-ithdnumbyuwcom’mmmyummndmmmmm
“ rig recover additional expenses already incurred.
1 Weight declared by the shipper, but not checked by the COMPANY.
for Al and Casablancs): Taxe de Peage 1o be paid by consignecs

B ):  Lighter l.ndhulin(hbe!lmdhy:hCQMPmnunM‘Srhuandnmtl
current tarifl rates. The COMP, llabdlnroh-llindlmm-usﬂﬁﬂﬂmw_Ionnmtnnm-nw
standing . but in view of conditions prevalent in vtnd&u&nnl.\mndn(mlmlhumbmuﬂu\k
mylmnrmdgooduﬁm-h!p'-nil 1he Mfmﬂ&nlmhmlobﬂldtomhmw
hllu'u!lhﬂlehcmmIw!hnnrrhndmnaﬂfmnﬁn'irulumpnrt
Sues Canal Area whether of not customarily used for storage on the terma that the o
shall not be liable for loss of. damage or delay v

in £
peg, freight ton At their uption. Siseh contract shall be binding on the SHIPFER as
|h-1lllllﬂd\ﬁlilldlldmmmn¢ -~
€ (Cargo to and from Amsterdam) from Rok o
mumoomm.mnmmdmm.

T MANATEY

THE CONDITIONS AND EXCEPTIONS CONTAINED HEREIN SHALL ALSO APPLY WHENEVER THE GOODS ARE IN ACTUAL CUSTODY OF THE COMFANY

S~
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FORM NUMBER VIII
INSURANCE POLICY

Marine Insurance Company
Limi ted
Address

This Policy is to have the same force and effect and to

be subject to the same terms and conditions as the Company's
standard form of Marine Policy including the Institute Dan-
gerous Drugs Clause plus any other extensions, restrictions or
amendments as may be indicated hereunder. The Institute
Clauses referred to herein are those current at the date of
issue of this Policy.

nated at - - - L - LR - -
Policy No.

This is to certify that this Company has insured on behalf of

Messrs.

the sum of

upon so valued
Subject to the following clauses: -
Institute Cargo Clauses (All Risks)
Institute Theft, Pilferage & Non-delivery
(Insured Value) Clause
Institute War Clauses and Institute Strikes,
Riots and Civil Commotions Clauses

Subject to the Institute Warehouse to Warehous

Clause,
at and from
Ship or vessel: Sailing on or about
Claims if any payable by For & on behalf of
Marine Insurance Company,
to whom immediate notice should Ltd.

Survey Report to be obtained from
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FORM NUMBER VIIL CONTINUED

IMPQR TANT

With a view to facilitating the settlement of any claim for loss
or damage hereunder, the Assured or their Agents should take the following
steps., Failure to comply with these requirements may prejudice any claim
under this Policy.

In the event of damage which may involve a claim under this
Policy, immediate notice of such damage should be given to and a Survey
Report obtained from the Company's Agent at port of discharge or otherwise
as mentioned in the Policy.

Garrisra® snd/ar Bailass’ Lishils

Assured or their Agents must:-

1.

2.

3.

4.

Claim on the Carriers and on the Port Authorities for any
missing packages.

Apply immediately for survey in the docks by carriers' rep-
resentative if any loss or damage be apparent and claim on
the Carriers for any actual loss or damage found at such
survey.

In no circumstances give clean receipts where goods are in
doubtful conditions except under written protest,

Give notice in writing to the carriers' representative
within three days of delivery if the loss or damage was not
apparent at time of taking delivery,

NOTE:~ The Consignees or their Agents are recommended to make themselves
familiar with the Regulations of the Port Authorities in force at
the port of discharge.

All correspondence with Carriers regarding their liability should
be forwarded when submitting any claim to Underwriters.

Note:~ All Policies issued abroad and made payable in the U.K. are re-
quired by law to be duly stamped within thirty days after their
receipt in the U.,K. Such stamps to be at the expense of the
Assured.
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FORM NUMBER IX

CERTIFICATE OF ORIGIN

THE undersigned, duly authorised by the 'Hong Kong' General Chamber of
Commerce hereby verifies the declaration made below by (Name of Exporter's
ComPEIY) < & o v 6 5.9 5 4% 8 6 Hie B 6 Bie B b AN H N EN B W B
of (Address) « « « «+ « « ¢« s« « s« « s« « , in respect of the undermen-
tioned goods

shipped to . .(port.of destination). . . per . . (name of .vessel). . . .

Number of Packages Marks & Numbers Details of shipment

that the goods specified in the Schedule above are . . « « « + ¢ &« o & o«

- - - L] . - . - L .(mdelh %ng.xon‘). - - - - L - - . L . - . - - - . - L

Signature of Declarer . . . . « « & « &«
Date, Certificate Number

Asst, Secretary
Hong Kong General Chamber of Commerce
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APPENDIX 111

UNIFORM CUSTOMS AND PRACTICE FOR COMMERCIAL DOCUMENTARY
CREDITS FIXED BY THE THIRTEENTH CONGRESS OF THE INas
. TERNATIONAL CHAMBER OF COMMERCE

General Provisions

The provisions, definitions, interpretations, etc.contained
in the feollowing Articles are to be understood as uniform directions
applying to all commercial documentary credits including authorities to
pay, megotiate or purchase, unless otherwise expressly agreed,

It is essential that instructions embodied in commercial
documentary credits be complete and precise in every way and any attempt
to include technical terms or cumbersome details should be discouraged
in order to guard against the possibility of confusion and misunderstandi ng.

The beneficiary of a credit can in no case avail himself of
the legal relations existing between Banks, or between the applicant
for the credit and his Bank,

A. Form of Credits

Article 1 : Commercial documentary credits are essentially distimct
transactions from sales contracts, on which they may be based,
with which Banks are not concerned,

Article 2 : Commercial documentary credits may be either :
a) revocable or b) irrevocable

Article 3 : All credits, unless clearly stipulated as irrevocable, are
considered revocable even though an expirty date is specified.

Article 4 : Revocable credits are not legally binding undertakings between
Banks and beneficiaries, Such credits may be modified or
cancelled at any moment without notice to the beneficiary,

When 2 credit of this nature has been transmitted to a branch or to amother

Bank, its modification or cancellation can take effect only upon receipt
of notice thereof by such branch or other Bank, prior to payment or ne-
gotiations, or the acceptance of drawings thereunder by such branch or
other Bank,

O./.
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Article 5§ TIrrevocable credits are definite undertakings by an issuing

Bank and constitute the engagement of that Bank to the bene-
ficiary or as the case may be, to the beneficiary and bona fide holders of
drafts drawn thereunder that the provisions for payment acceptance of ne-
gotiation contaimed in the credit, will be duly fulfilled provided that the
documents or as the case may be, the documents and the drafts drawn there-
under comply with the terms and conditions of the credit,

When the issuing Bank instructs amother Bank to confirm its
irrevocable credit and when the latter does so, the confirmation implies a
definite undertaking of the confirming Bank as from the date on which it
gives confirmation.

In case of credits available to megotiation of drafts, t he
confirmation implies only the undertaking of the confirming Bank o negotiate
drafts without recourse to drawer,

Such undertakings can neither be modifed nor cancelled without
the agreement of all concerned,

When a correspondent is instructed by cable or telegram to
notify a letter of credit, the issuing Bank must send the original of
the said letter of credit to the said corréspondent if it is intended to
put the document itself into circulation., If any other procedurewere
followed, the issuing Bank wuld be responsible for all comsequemces which
may result therefrom,

Article 6 : Irrevocable credits may be advised to the beneficiary through
an advising Bank without responsibility on the latter's part.

Article 7 : When a Bank is instructed to issue, confirm or advise a credit

similar in terms to one previously issued and the credit to
which reference is made contains amendments, it shall be understood that the
details of the credit being issued, confirmed or advised will be transmitted
to the beneficiary inclusive of the amendments, unless imstructions to the
contrary are contained in the instructions.

Article 8 : In the event of the period of validity of a credit mot being
stipulated in an order to isue or confirm am irrevecable credit,

the Bank may advise the bemeficiary of the credit for information only, and

this implies no respomsibility on the part of the Bank doing so. The

credit will only be issued or confirmed later when supplementary details

on the duration of validity have beem received,

vo/e
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B, Liability

Article 9 : Banks must examine all documents and papers with care so as
to ascertain that on their face they appear te be in order,

Article 10 : In documentary credit operatioms, all parties comncerned deal

in documents and nmot in goeds., Payment, negotiation or
acceptance against documents in accordance with the terms and conditions
of a credit by a Bank auwthorized to do so binds the party giving the au-
thorization to take up the documents and reimburse the Bank making the
payment, negotiation or acceptance,

If the documents, on their face , are not as stipulated by
the terms and conditions of the credit, the issuing Bank must, upon
receipt of the documents, determine, on the basis of the documents alone,
whether or not to claim that payment, negotiation or acceptance was not
made in accordamce with the terms and conditions of the credit.

If such claim is to be made, motice to that effect, stating
the reasons therefor, must be given by cable or other expeditious means
to the Bank demanding reimbursement and such notice must state that the
documents are being held at the disposal of such Bank or are being re~
turned thereto, The Bank shall have a reasonable time to examime the
documents,

Acticle 1] : Banks assume mo liability or respomsibility for the form,
sufficiency, genuineness, falsification or legal effect of

any documents or papers, or for the description, quantity, weight, quality,

condition, packing, delivery or value of goods represented thereby, or

for the gemeral amd/or particular conditions stipulated in the documents,

or for the good faith or acts of the consigner or any other person whomsoever,

or for the solvency, standing, etc, of the carriers or insurers of the goods,

Article 12 : Banks assume mo liability or respomsibility for the comse-

quences arising out of delay and/er loss in tramsit of any
messages, letters, and/or documents, or for delay, mutilation or other
errors in the transmission of cables, telegrams, or other mechanically
transmitted message, or for errors in tramslatiom or interpretation of
technical terms, and Bank reserve the right to tramnsmit credit tems wi-
thouth translating them,

Article 13 : Banks asmme mo liability or responsibility for comsequences

arising out of the interruption of their business either by
a decision of a public amthority, or by strikes, lockouts, riots, wars,
acts of God or other causes beyond their control, Om credits expiring
during such interruption of business, Banks will be able to make no
settlement after expiration unless specifically authorized,

.o/o
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Article 14 : Banks are authorized to make provision for credits with

other Banks, for the account and at the risk of the applicants
for the credits,

Banks utilizing the services of amother Bank assume no liae
bility or responsibility (unless they themselves are at fault) should the
instructions they transmit not be carried out exactly, evem if they have
themselves taken the initiative in the choice of their correspondent,

The applicants for the credit are respomsible to the Banks
for all obligatioms imposed upon the latter by fareign laws and customs.

C. Decuments

Article 15 : Unless otherwise instructed, Bamks consider themselves au-

thorized to homour the coduments which they judge necessary,
if presented im a suitable form, viz:

a) In Maritime traffic:
Full set of Sea or Oceam Bills of Lading in negotiable
and transferable form;

Transferable Policy or Certificate of Insurance;
Invoice.

b) In Inland traffic:
Full set of Inland Waterway Bills of Lading in
negotiable and tramsferable form, or Inland Waterway
Consignment Note, or Railroad Consignment Note, or

Counterfoil Waybill, or Railroad Bills of Lading in
negotiable and transferable form;

Transferable Policy or Certificate of Insurance;
Invoice,

¢) In Pestal traffic:
Postal Receipt; or
Certificate of Mailing issued by the Postal Authorities;

Transferable Policy or Certificate of Imsurance;
Invoice,

d) In Airway traffic:
Air Mail Receipt or Air Tramsportation Waybill or;
Air Consignment Note or Receipt;

Transferable Policy or Certificate of Insuramce;
Invoice,

Banks have the right to waive insurance papers on proof
satisfactory to them that the insurance is covered;

oo/o



Article 16 : Except as stated in Article 23, the date of the Bill of Lading,

or date indicated on the reception stamp of the Railay or
Inland Waterway Bills of Lading or Consignment Notes, Counterfoil Waybills,
Postal Receipts, Certificates of Mailing, Air Mail Receipts, Air Trans-
portation Waybills, Consignment Notes or Receipts, Trucking Companies Bills
of Lading, or other shipping documents will be taken im each case to be the
date of shipment of the goods,

Article 17 : Proof of payment of the freight will be considered sufficient

~ if the words "freight paid" or "freight prepaid" a words
of similar import appear by stamp or otherwise on the shipping documents,
If the shipping documents contain the words "freight pre-payable" or
"freight to be prepaid" or words of similar import, they will not be
accepted as constituting evidence of the payment of freight.

Article 18 : Shipping documents bearing reservations as to the apparent
good order and condition of the goods and the packaging
may be refused,

Clean shipping document is one which bears no superimposed
clauses expressly declaring a defective condition of the goods or packaging.

The following should not be considered such reservations:
a) clauses which do not expressly state that the goods or packaging are
unsatisfactory, e.g. "second-hand Cases," "used drums" etc.,, b) clauses
which emphasize carriers' non-liability for risks arising through the nature
of the goods or the packaging; c¢) clauses which disclaim on the part of
the carrier knowledge of contents, weight, measurement, quality, or
technical specification of the goods.

Unless otherwise specified in the credit or inconsistent
with any of the documents presented under the credit, Banks may honor do-
cuments stating that freight or transportation charges are payable on
delivery,

Bills of Lading

Acticle 19 : When Sea or Ocean Bills of Lading are required, the

following may be accepted: .

a) "Received for shipment", "Alongside", "Shipped" or
"On Board" bills of lading. o I ;

b) "Port" or "Custody" bills of lading for shipments of
cotton from United States of America.

¢) "Through Bills of Lading" issued by steamship companies
or their agents, . 3

oo/o
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Regardless of the type of Bills of Lading required by a
credit (including "Shipped" or "On Board" Bill of Lading), Bill of Lading
which, apart from printed clauses, permit transhipment emroute, may be
accepted provided the entire voyage is covered by one and the same Bill
of Lading, If expressions such as "direct shipment" "without transhipment"
or "transhipment not permitted” are used in credits, Bills of Lading which
do not spe cifically indicate that the merchandise is to be transhjped may
be accepted.

Article 20 : Bills of Lading issued by forwarding agents will ber efused,
as also Bills of Lading for shipment by sailing vessels.

Bills of Lading which are issued under and are subject to
the conditions of a Charter Party are only accepted under special ins-
tructions to that effect.

Article 21 : Banks have the right to refuse Bills of Lading mentioning

the stowage of goods on deck but may accept such bills of
lading when the documents presented include an insurance policy or certi-
ficate mentioning that the goods are stowed om deck,

Article 22 : When shipment by steamship is required, Banks may consider
themselves authorized to accept Bills of Lading for shipment
by Motor vessels or vice-versa,

Article 23 : When a shipment is stipulated "On Board" the loading on

board can be evidenced by means of a notation sigmed or
initialled on behalf of the carrier., If the Bill of Lading is presented
after the ultimate shipment date specified in the credit, the said no-
tation must be dated and this date shall be considered as the date of
loading on board and shipment.

Article 24 : Banks have the right to require that the name of the beme-
ficiary of the credit appears on the Bill of Lading as
shipper or endorser,

Railway Bills of Lading, etce

Article 25 : Banks will consider Railway or Inland Waterway Bills of

Lading or Consignment Notes, Counterfoil Waybills, Postal
Receipts, Airway Bills or Receipts, or Trucking Bills of Lading as
regular when they bear the reception stamp of the carrier, or imsuer, or
when they bear a signature,

Article 26 : When an attestation or certificate of weight is required in

the case of railway transport, Banks may refer to the indica-
tions contained in the shipping documents, on condition that weighing has
been duly witnessed by means of a weight stamp or other official means, A
weight attestation will only be required on special request,

../.
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Article 27 :+ If, in the case of shipment by rail, by inland waterway,

by truck, by air, or by post, the name of the beneficiary
does not appear on the tramsport documents, Banks may require them to be
countersigned by him,

Ingurance

Article 28 : Policies and Certificates of Insurance issued by companies
or their agents and by brokers or by underwriters are
acceptable,

Unless otherwise specified, such insurance mist be issued
in the currency of the credit and Banks may, in their discretion, refuse
any Insurance Policies or Certificates presented if they bear a date later
than the date of shipment as evidemced by the shipping documents,

Article 29 : The minimum value insures must be the C,I.F, valueo f the
goods as evidenced by the documents tendered, but in no

case should it be less than the amount of the drawings under the credit,

or than the amount of the commercial invoice if the latter is higher.

Article 30 : Failing instructions as to the risks to be coveredor when

a credit stipulates that insurance cover "Usual risk" or
"Customary risks" or insurance requirements of similar impert, Banks may
accept insurance documents as tendered without respomsibility on their part,

Article 31 : When a credit stipulates "Insurance against all Risks"
Banks can in no way be held responsible if amy particular
risk is not covered,

When a credit provides fr insurance "with particular ave-
rage"™ Banks may accept imsurance policies or certificates which indicate
that_such particular average is subject to a framchise unless it is spe-
cifically indicated in the credit that the Particular Average Insurance
must be issued "irrespective of percentage”,

Inyoices

Article 32 : Invoices must be made out in the name of the applicant for the
credit or im the name of any other person as required inm
the credit.

Payment of such Inwoices may be refused if they have been
issued for an amount in excess of the credit amount,

Article 33 : The description of the goods in the Commercial Inveice

must correspond with the descriptiom in the credit, Wherever
the goods are described in the remaining documents, description in gemeral
terms will be acceptable,

../0
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Other Documents

Article 34 : When other documents are required such as : Warehous Re-
ceipts, Delivery Orders, Consular Invoice, Certificates

of Origin, Certificates of Weight, of Quality or of Analysis etc,, without

further definition, Banks may accept such documents as tendered without

responsibility on their part,

D. Interpretation of Terms

Article 35 : The terms "about™ "circa" or similar expressions are to be
construed as allowing a difference not to exceed 10% more

or less applicable accordimg to their place in the instructions, to the

amount of the credit or to the quantity or umit price of the goods.

When the credit does not specify quantity in terms of packing
units or containers or imdividual items, a difference of 30% more or less
will be allowed on the total quantity specified in the credit, even if
the terms of the credit call for a fixed weight or measurement, unl ess the
credi t expressly stipulates that the quantity specifies may not be exceeded
or reduced,

Partial Shipments

Article 36 : Unless otherwise expressly stipulated, Banks may pay,

accept or negotiate for partial shipments, even though the
credit mentions the name of vessel and when partial shipment is made by
that vessel,

Article 37 : If shipment by instalments within given periods isspecified,

each instalment shall be treated as a separate transaction,
The instalment not shipped within a givem period camnot be added to sub-
sequent shipments and is considered as ipso facto cancelled, Banks may,
however, pay against documents for subsequent provided they are made
within the given periods,

Maturing or Validity
Article 38 : All irrevocable credits must stipulate an expirty date for

payment, acceptance or negotiation notwithstanding the in-
dication of a date of shipment.

Artigle 39 : The words "to" "until" amd words of similar import applying
to dates of maturity for payment, acceptance, negotiation or
shipment are understood to include the date mentioned,

Article 40 : When the stipulated expiry date falls on Sunday or legal or

local holiday, or upon any other closing day for the Banks,
the last day of the period of validity will be extended until the first
following business day, This does mt apply to the last day for s hipment
which must be respected whatever the day,

o-/o
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Article 41 : The validity of a revocable credit, if no date is specified,

will be comsidered to have expired six months from the date
of the nmotification sent to the beneficiary by the Bamnk with which the
credit is available,

Shi Loadi Di ;

Article 42 : "Prompt" "immediately" "as soon as possible" etc: these

terms and others of similar import, are to be interpreted
as a request for shipment within thirty days from the notification to the
beneficiary, unless a date has been stipulated,

When the words "departure", dispatch, or "loading" are used
in Commercial Documentary Credits for the fixation of the latest date for
shipment of the goods, and unless specific evidence in respect thereto is
required, The Banks will consider these words as synomymous to "ghipment®
and they may be guided by the date appearimg upon the Bills of Lading or
other shipping documents,

Pregentation

Article 43 : Documents must be presented within a reasonable time after
issuance, Paying, negotiating or accepting Banks may refuse
documents if in their judgment, they are presented to them with undue delay,

Article 44 : Banks are under no obligation to accept documents outside
their banking hours.

Extention

Article 45 : Any extension of the period for shipment shall extemi for

an equal period the time fixed for presemtation or megotiation
of documents or drafts, but an extension of a date for presemtation or ne-
gotiation of documents or drafts shall not extend a time fixed for ship-
ment unless expressly stated.

Date Terms

Article 46: The terms "first half", "second half", of a month shall be
construed respectively as from the lst to the 15th, and the
16th to the last day of each month, inclusive,

Mrtigle 47 ¢+ The terms “beginning", "middle", or “end" of a month shall
be construed respectively as from the lst to the 10th, the
11th to the 20th, and the 21st to the last day of each month, inclusive.

Article 48 : When a credit is opened by an opening Bank requesting that

the credit be advised or confirmed as good "for 1 month",
for 6 months", or the like, but the opeming Bank has not specified the
date from which the time is to run, the advising or confirming Bank may
advise or confirm the credit as terminating at the end of the correspon-
ding period from the date of its advice or confirmationm,

co/o



- 169 -

E. Iransfer

Article 49 : A transferable or assignable credit is a credit im which the

paying or negotiating Bank is entitled to pay in whole or in
part to a third party or parties on imstructions given by the first bene-~
ficiary.

A credit can be tramsferred omly on the express authority
of the opeming Bamk and provided that it is expressly designated as "trans-
ferable" or "assignable"., In such case the credit cam be transferred once
only (that is to say the third party or parties designated by the first
beneficiary are not emtitled to retransfer it) and on the terms and conditimns
specified in the original credit, with the exception of the amount of the
credit, of any unit price stated therein, and of the time of validity or
of shipping, amy or all of which may be reduced or curtailed, In the event
of any reduction in amount or unit price, a transferer may be permitted to
substitute his own inveices for those of the transferee, for amoums or unit
prices greater than those set forth in the transferee's inveices, but not
in excess of the original sum stipulated in the credit, and upon such wub-
stitution of invoices, the transferer may draw under the credit for the
difference between his invoices and the tramsferee's imvoices.

Fractions of a tremsferable or assignable credit (mot ex~
ceeding in the aggregate the amount of the entire credit) may be transferred
separately provided partial shipments are not excluded, and the aggregate
of such transfers will be considered as comstituting only one tramsfer
of the entire credit.

Authority to transfer a credit includes authority to transfer
it to a bemeficiary in another place whether in the same countrya not,
unless otherwise specified. During the validity of the credit as trams-
ferred, payment or negotiation may be made at the place to which the credit
has been transferred.

Bank Charges entailed by transfers are payable by the first
beneficiary unless otherwise specified.

No tramsfer shall be binding upon the Bank which is to act
thereunder except to the extent and in the manner expressly consented to
by such Bamk, and antil such Bank's charges for transfer are paid.

In the United States, when credits are transferredto a bene-
ficiary in amother place whether in the same country or not, the credits may
be changed from one requiring payment on or before a certain date to omne
requiring negotiation om or before that date, and during the validi ty of the
credit as tramnsferred paymeat or negotiation may be made at the place to
which the credit has beem transferred.
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Adherence of the United States Banks, which have subscribed
to these Regulatioms, is Effective Jamuary 1, 1952,

ons, which are now

Note: In the U.S.A, the definitions of Export Quotati
Foreign Definitions~-

in wide use, are known as the "Revised American
1941® Adopted July 30, 1941,

Digtributed by

Bankers' Association fer !'a'oign"l‘rade and Committee on Foreign
Banking, New York, N.Y.

(U.S.A.)
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APPENDIX IV

FOREIGN TRADE FINANCE IN

LEBANON
Questionnaire
Name of Bank 3
Name of Interviewee 2

Position 2 Date

1961 Capital of Bank

Any Reserve Ratio?

Headquarter of Bank :

Number of branches outside Lebanon and their
Location 2

1, FINANCE FOR AN IMPORTIR
Supposing & new applicant comes to the bank for financing his
imports, what is the procedure followed by the bank to grant him the
credit?

1. Through what means does the bank gather credit information on
the applicant?

2, If satisfactory, are all applicants supposed to £ill letters of
credit?

Any exceptions?

If yes, under what conditions (i.e., what other methods of financing
imports ):

../!
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Are there different letters of credit for different gituations?

If not, is it possible to change the terms appearing on the letter of
credit, and if yes, under vhich conditions?

3, Once the letter of credit is filled, how is the transfer to the

exporter's country made?

4. Does the bank insist om extending a documentary credit?

If yes, what are the documents required most?

a, Bill of Lading . To whose order is it preferable

to be and in how many ¢ opies?

What are its terms? (Any samples?)

Does the bank require to have

b, Marine Insurance .
or accepts floating policy?

separate policy for each lot,

What risks does it usually cover?

o-/.



d.

- 173 -

Does the bank require the goods to be insured with a particular
insurance company, or a group of companies, or is it indifferent?

Which company or companies?

What are its terms, and how are the risks calculated? (Any samples?)

Invoices o Should it be certified and if so,
by whom?

Other documents:
Consular Invoice:
Certificate of Origins
Others:

evals
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5. Does the number and type of documents vary depending upon the
.countries of origin?

If yes, what are the major differences?

6., Does the nmumber and type of documents vary depending upon the type
.of commodity?

If yes, what are the major differences?

7. Does the bank insist on certain terms of payments?
"Hla.t are they?

What are the most commonly accepted terms of sale: FOB
CIF
C&F
Others
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8. What are the bank's charges:
Margin requirements (down payment):
Interest
If there are different rates depending on type of tramsactionms,
what is the ramge?
Commission

Any other charges

9, Does procedure differ for each of Lebanon's countries of
origin for imports? If yes, How?

.-/.
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10, How are clearances made with Communist countries?

11, Does procedure differ for differemt commodity groupn? e.g. capital
.versus consumption goodn?

If yes, How?

12, Are there any facilities extended to the depositors of a bank
as against non-depositors?

If yes, what are they?

ool o
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13, Can the bank help its importer in anmy other way than giving him
the credit? (e.g. advice etc.)

If yes, in what ways?

14, In case of default, what are the steps followed by the bank?

15, What are the bank's limits on credit?

What are the basis for such limitations?

oo/s
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I, FINANCE FOR AN EXPORTER

1. What is the procedure used with a bill of exchange financing?

a, Does the bank require a documentary bill of exchs nge?

If yes, what documents are required?

b. Does the bank buy the bill?

If yes, what are the bank's charges?

¢ Does the bank discount the bill?
If yes, what are the bank's charges?

oo/o
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2. Any other methods of financing u:portl? (e.g. lending or overdraft
facilities)

III. Does the bank have clearly set policies in foreign trade financing?

If yes, what are the major onel?

What are the determinants of such policies?

oo/o
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IV, Does the bank offer anything that might make it more attractive tham
.other banks for foreign trade financing?

If yes, what are they?

V. Are there any legal restrictions on the bank's operations in the
field of foreign trade finmance in Lebanon? .

If yes, what are they?

Does the Government interfere im such operations in any way?

If yes, how and under what conditions?

‘o/.
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VI, FOREIGN EXCHANGE MARKET

1., Does the bank have any separate unit or department for foreign
exchange?

2, Where does the bank get its foreign exchange?

3, How are rates quoted?

Who can buy at the official rate of exchange of LL2.20 = § 1.

4, If there is little foreign exchange, and there is an applicant
for credit, what is usually done?

oo/o
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5. Does the bank engage in:
- a, Hedging operations?

b. Arbitrage operations?

¢. Purchase and sale of gold?

d. Speculative operations?

6. Does the bank have any policy regarding the spread between
buying and selling rates? What is it?

7. 1Is the bank represented or registered in the Bourse?

If yes, does the bank carry operations of foreign exchange in
the Bourse? To what extemt?

ool o
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8, Does the bank consider the $ 1 = LL 3,01 rate as usual?

What do you expect the rate to be in the future, rise or fall?

Which do you think will be better?

What is considered a hard currency today?

If the bank does engage in speculative operations, which currency
does it watch - the dollar?

If a difference between the dollar and other currencies arise, does
the bank engage in arbitrage operations?

To what extent?

OQ/.
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10, What is the role of the Government, in your opinion, in foreign
exchange transactions?

Do you think the Stabilization Fund is doimg its job?

Does it buy from your bank foreign exchange?

11, Does your bank consider the foreign exchange balances as part
.of your cash reserves?

How do they affect the bank's safety and liquidity?

-~

.o/o
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12.

13, What, in your opinion, should be done to increase
foreign exchange earnings of Lebanon?

14, Remarks and other points:

How do restrictions of amy sort in other countries aff

ect payments?

and stabilize the
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