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Leter from the Minister

The Ministry of Industry is pleased to present you with the final results of the first
part of the 1998/99 industrial questionnaire, encompassing quantitative and qualitative
surveys as well as a diagnosis of the Lebanese industrial sector.

The Ministry of Industry undertook this project with the technical and financial
assistance of the Federal Republic of Germany through the German Agency for
Technical Cooperation (GTZ). T would like to thank them for their assistance and
continuous cooperation in mod
take this opportunity to express my appreciation to the industrialists, the employees of
the Ministry and to all participants for their contribution and hard work, which resulted
1n a successful implementation of the project.

We trust this publication will prove to be a valuable tool for defining and design
industrial policy and economic policy generally. It should lead the way to more detailed
and technically oriented studies and bring a high value added to the industrial sector
analysis. It will highlight the importance of the industrial sector in Lebanon and will
show that this sector continues to be a source of employment, investment and an
essential contributor to the gross national product of the country.

In addition, new industrial indicators have been estimated and calculated to
cvaluate major indexes relating to the industrial sector and to estimate its production.

Moreover and 1mportantly, this publication should prove to be a valuable asset to
both, the public and the private sector. Industrial statistics and information are crucial
elements for decision making, investment decisions and for benchmarking purposes for
local and foreign industrialists. While the public sector will use it for assessing its
industrial policy program, the first part of the survey paves the way for strategy
planning, which will tackle various issues pertaining to the obstacles facing the
industrial sector. The use of the results of the survey will also support the ground for a
macroeconomic accounting system and provide data for a policy geared at promoting
Lebanese industry.

This survey will also be available through a CD Rom, the Ministry of Industry
Website, and our newly installed computer software, aimed at supplying industrialists
with a search engine for their inquiries. This is being achieved in parallel to other
projects currently underway to strengthen the industrial information base, available
statisttcs and to provide necessary tools to assist policy and decisions makers in their
analyses through index of production and sales and other relevant indicators.

Once again, the Ministry of Industry would like to thank the Federal Republic of
Germany and the GTZ for their assistance as well as all the contributors from the
Ministry of Industry and the private sector.

Dr. Nasser Saidi
Minister of Industry
Minister of Economy and Trade
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TERMINOLOGY

e Establishment :

It 1s an insutution that produces principaily a
group of one type of goods (and possibly have
secondary productions of other types of goods).

Its main production activity represents the bulk of
its added value.

One questionnaire form is filled by institution,
including all its branches in the different regions,
if those branches do not have independent
accounting,

e Workforce :
Entirety of permanent workers, owners included.

* Employees:

Paid workers, including the owners or partners
that ace on the payroll.

¢ Home workers :
They are the workers working for the
establishment, but accomplishing their work at
home.

e Seasonal workers :
They are not permanent workers, but are hired by
the establishment during high season or
depending on the load of work.

e Wages and salaries (basic) :
Wages and salaries of permanent employees.

They mclude bonuses and compensations, but
exclude social contributions.

¢ Total salaries :

Wages and salaries plus social contributions
(public and private).

e QOutput:

Value of the goods and services produced during
a period of time, as a result of a main or
secondary industrial activity, including the fixed
assets that are produced for the establishment’s
own use (self-constructed assets), but excluding
resale operations.

Output = value of production from main activity
+ value of production from secondary activities +
value of production that has been added to the
establishment’s assets.

e Resale:

It 1s the value of goods that have not undergone
any transformation.

¢ Input (intermediate consumption) :

It is the value of goods and services used in the
production process.

Input = value of goods and materials acquired +
variation of stocks of inputs + other operating
expenditures

e Value-added :

It is the difference between the outputs and the
nputs.




e Non industrial income :

Income from non industrial activities, such as
resale, namely leasing, interests, ...

¢ Gross Fixed Capital Formation :

The gross fixed capital formation for an
establishment or sector in 1998 1s the value ot
mvestments in new or used fixed assets, minus
the value of retired fixed assets for the year.

¢ Fixed assets :

The book value of the tangible and intangible
assets used in production.

¢ Asset depreciation :

Book value of asset depreciation for 1998.

ABBREVIATIONS

e ABL : Association of Banks in Lebanon

o ALI Association of  Lebanese

Industrialists

¢ BDL : Banque du Liban
e BSE : Beirut Stock Exchange

e (CCIB
Industry of Beirut

Chamber of Commerce and

e EU : European Union
e GFCF : Gross Fixed Capital Formation

Development

e JDAL: Investment

Authority of Lebanon
¢ IRI : Industrial Research Institute
e ISIC : International Standard Industrial
Cl'assification
e MOI : Ministry of Industry
¢ NEC : Not elsewhere counted
¢ NGO : Non-Governmental Organization
e NSSF : National Social Secunty Fund
¢ SME small and medium-sized
enterprises

e TIC : Trade Information Center

e VA : Value-added

TG

- r————

INTRODUCTION

Background

After many years of crises and total lack of
information especially regarding industrial
enterprises, the Ministry of the Industry launched
an industrial census in 1994 and 1995 with the

assistance of the German Technical Cooperation
(GTZ).

The first phase was descriptive and consisted in
establishing the location and description of all the
industrial units operating in Lebanon. The
elements analyzed pertained to the number of
establishments, the main production lines, the
geographic location, the legal form, the date of
establishment, and the average size of the
workforce.

The second phase consisted in determining the
operating conditions, as well as the value-added
of the Lebanese industrial sector based on 1994
financial statements.

The results provided a quantitative understanding
of the sector and estimates of its main
components. Unfortunately, the data was neither
completed nor updated, at a time where the
industry was undergoing several changes and the
economic situation rapidly deteriorating,

In early 1998, the Ministry of Industry submitted
a request for German support to follow-up the
industrial census of 1994/95. In summer 1998,
the Mimstry of Industry and GTZ agreed to

jointly carry out a project the scope of which

goes beyond a mere update of the old industrial
census: the objective of the joint efforts was
detined as to develop, based on the resulis of an
industrial survey — and, thus, on comprehensive
knowledge of the magnitude and significance of
the various existing obstacles - an industrial

strategy as a starting point for policy-making
decisions.

The major part of the German contribution to the
project was subcontracted by GTZ to Etudes et
Consultations Economiques (ECE), which was
supported by two German experts.

Developing an industrial strategy

Production and marketing crises, inadequate
reforms and future economic uncertainties are
some of the major challenges the industry is
facing today.

The industry plays an important role in the
country’s economic recovery as it is one of the
main sources of wealth and employment.

Although the Lebanese industry has succeeded in
safeguarding an important share of its assets and
survived many crisis years, it still faces today,
mimerous difficulties resulting from internal
dysfunctions as well as from the maladjustment
of domestic industries to the various changes that
are taking place in the business environment.

The policy adopted for the recovery of the
Lebanese industry should rely on a thorough
analysis of the sector, as well as on the
participation of the vartous parties involved in the
sector.

Productivity improvements in the industry result
not only from measures implemented by the
government, but also from the sustained efforts
and professional

made by the enterprises

assoclations.
consists in the

The recovery strategy

development of a global set of programs and the
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setting up of institutions aiming to fully develop
the existing industry’s potential. However, it 1s
important that the action plan and measures be
clear and simple. Some measures can only be
implemented over the long run, but others can
quickly relieve the industries.

The industrial development program involves the
following stages:

e A uantitative, qualitative, and descriptive
survey aimed at assessing and evaluating the
volume of business, and determining the
main obstacles and difficulties that must be

OVErcomnic.

e The consolidation and validation of the
results with the industrialists and market
professionals, through interviews, workshops
and seminars. This stage of the program is
supported by specialists from international
organizations, and relies on close cooperation
with the leaders of professional and regional
industrial associations.

The Survey

In 1999, a comprehensive survey was launched 1n
order to obtain an updated evaluation of the
sector. The survey’s main objective was to obtain
statistical information as well as to have essential
indicators, such as value-added, to evaluate the
industrial activity and to provide an evaluation of
the business environment and main obstacles
encountered by industrialists. A questionnaire
form covering several areas was distributed to

3,000 industrialists.

The survey helped to analyze three major facets
of the sector :

e Descriptive results pertaining to the location,
legal form, year of establishment, operating
surface area, as well as participation In

professional associations, training policy of
the companies, waste management, and their
adherence to new operating standards.

e Quantitative results that provided estimates of

industrial value-added, volume of outputs,

main operating number of
employees,

investments, and total assets.

expenses,

social security charges,

e Qualitative results were used to analyze the
industrial  business  environment, and
determine the main obstacles and problems
in the sector, as well as the short-term plans

of industrialists.

The findings helped to assess the current
situation. However, the figures available are
those that have been disclosed by the
industrialists. They include some typical errors
usually encountered in surveys, as well as errors
due to the biased declarations of industrialists
who are, for multiple reasons, often reluctant to
disclose their real figures.

Other errors may be due to the lack of data
availability to industrialists, especially in the
smaller enterprises, or to confusion between
dates, especially that the field survey was
conducted between October 1999 and February
2000, and referred to 1998 results.

Finally, it is important to note that, given the
scope and density of the data collected, some
results should only be interpreted as indications
of a trend. The data must be further filtered by
means of more precise and targeted surveys.

Consultations with  professionals and

specialists

The field survey was meticulously organized
with the support of German specialists tfrom
GTZ, and the collaboration of the Association of

12
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[ebanese Industrialists, as well as several other
professional and regional associations. Meetings
were organized with industrialists in the various
Lebanese regions. The questionnaire form was
reviewed and amended according to remarks that

were made by the industrialists and their
representatives.

Validation of the findings

The survey’s results were validated by an
additional series of interviews with over 50

industrialists from major industrial branches and
regions.

Workshops with industrialists on one hand, and
seminars with specialists and economists on the

other, will allow the completion of the industrial
strategic plan.

This process should be regularly updated over the
next coming years, in collaboration with
international organizations and especially with
the cooperation of professional associations.

The industrial sector should be continuously
monitored in order to collect and compile more
accurate results and data, mainly through the
adoption of specific indices and through more
targeted and precise investigations. Special
attention should be given to trend indicators and
to projections related to industrial activities.
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EXECUTIVE SUMMARY

The industrial survey covered 3,000 Lebanese
industrial units and yielded figures pertaining to
the quantitative and qualitative aspects of the
| ebanese industry in 1998.

The predominance of small firms is partly
explained by the legal status of the industrial
firms and their establishment date. In 1998,

around 85% of industrial companies were
individual companies. Around half of these

(based on the number of unpaid women) in
the industrial sector.

Wages and salaries

Total salaries reached USD637 million, out
of which 77.3% are basic salaries to

permanent employees, 10.7% are social

levied with relatively high customs duties.
Only a limited share of raw materials benefit
from the minimum tariff set on inputs.

More than 80% of the inputs consist of raw
materials. Expenditures on energy (fuel, oil,
and electric power) come second with around
8% of input expenditures. This is true

1998 survey results companies were established after 1990. contributions to the National Social Security although Lebanon does not have any heavy
. Fund, 2.4% are private insurance charges, industries. Packaging expenses represent

The main findings resulting from the survey Geographic distribution and 9.6% are seasonal wages. another 5% of input expenditures, mainly
are summarized as follows: " | because the packaging industry itself imports
e Induswial firms  are  geographically e The average annual basic salary per the bulk of its raw materials. Besides, high

Establishments by size and sector

Lebanon has around 22,000 industrial
establishments, almost 2% more than 1n
1994, This total excludes water, power, and

construction activities.

The Lebanese industrial sector is not very
diversified. The bulk (1.e. 88.6%) of the
industrial establishments belong to 8 major
industrial branches

i. food and beverage (20.3%)

metal products (16.1%)

2
3. non-metallic products (11.5%)
4

furniture and  assimilated  products

concentrated around the main urban areas,
ty'pically in the suburbs, where most of the
large enterprises have located. 61% of the
enterprises and 66% of the workers are
concentrated in Beirut and Mount Lebanon.
The establishments located in these zones
constitute 74% of the total output and 61% ot
the investments made in 1998.

Workforce

e The permanent workforce in the industry in
1998 (owners and employees) represents

around 114,000 pcople. Employees only
represent 69% of this workforce. Seasonal

workers (not included in the total workforce)

employee 1s estimated at USD6,262. The

average total annual salary per emplovee is
estimated at USD7,325.

On the average, wages are higher in the
larger companies. Total salary per employee
is the highest (USD11,072) in the companies
with over 250 workers, and is the lowest in
compantes having between 5 and 9 workers
(USD5,004). This can be partly explained by
the fact that the larger companies usually hire
more qualified people than the smaller ones.

Output

Industrial output stood at USD3.95 billion.

quality and modern packaging materials are
sometimes directly imported by industrialists.

Value-added

Value-added totaled about USD1.7 billion in
[1998. The ratio of value-added to output
stood at 43.2% in 1998, limited by the
importance of input expenditures. The
Lebanese industry is a light processing
industry with the bulk of inputs being
imported and therefore subject to customs

duties.

Average value-added per worker stood at
USD14,938.

(10.7%) represent 35% of the number of employees. Besides, the industries benefited from
. . . additional non-industrial revenues (resale, .
5. clothing and fur (10.3%) | Economic slowdown has enticed many | | - i ~(, _ e The breakdown of value-added in 1998 was
p d products - excluding furniture | services, storage of goods, leasing, financial timated as foll -
‘ 3?)02‘7 )p industrialists to lay off permanent workers, income) that amounted to around 7% of cstmnated as 1olows
. &

Jeather and tanning (3.9%)
textiles (3.7%)

The bulk of industrial establishments are
small units : the average number of workers
(including owners) per company is 5.2 people
in 199%.

Over 95% of the industrial enterprises employ

and rely on seasonal workers whenever the
business required doing so. The costs related
to seasonal workers are well below those
related to permanent employees since
seasonal workers do not benefit from any
social contribution from thewr employers, nor

do they have compensations, bonuses, or

other privileges.

e Male workers represent 88% of total

industrial output.

Average  productivity per  employee
(measured by output / total workforce) is
estimated at  USD34,642.  However,
productivity improvements only offset part of
the increase in thus

improvements in competitiveness.

sataries, limiting

- Up to 37.4% of the value-added was
used to remunerate workers (permanent,

seasonal, and home workers), compared
with 26.6% in 1994,

- The depreciation of assets, estimated

at around USD422 million in 1998,
represents around 23% of the total
value-added. Depreciation represents

Inputs

workforce whereas female workers represent around 113% of industrial investment

in 1998, due to the importance of this

less than 10 workers (owners included). Less

* Input expenditures stood at USD2.25 billion.
than 1% of industrial firms have more than 100 put expenditures s il

The bulk of inputs are imported and are

only 12%. However, the survey's findings
show that there is no gender discrimination

workers.




type of investment during the 1995-
1997 period.

- Interest charges related to industrial

credits from banks are estimated at
USD200 mullion in 1998. Interest
charges are estimated to amount to
11.7% of total value-added.

- Interest charges on informal credits

are estimated at USD30 million, thus
1.7% of value-added.

- The implicit cost of leasing 18

estimated at USD90 million, based on
4.5 million square meters of built
industrial space. Costs relative to
leasing industrial space theretfore
represents 5.3% of value-added.

Investment and Assets

Investment reached USD373.4 million 1
1998. Distribution of total industnal
investment by type of asset for 1998 shows
that almost 51% of investments are made 1n
machinery, and around 25% in land and
buildings. The unavailability of land or built
areas for leasing or of cheap industrial space
within organized industrial zones, forces
industrialists to purchase or build their own

production space.

In 1988, total assets stood at USD3.88 billion.
Industrial investment made in 998
represented 9.6% of these total assets.

Earnings

Earnings before taxes are estimated to stand
at USD324 million in 1998. This would
represent a gross return on capital of 8.3%.
An estimated USD60 milllon in non-
industrial income should be added to these

profits.

The main results of the opinion poll are

summarized as follows:

In response to questions about the difficulties of
the business environment, Lebanese industrialists
pointed problems out that hinder industnal
development. Most of these problems relate to:

e public sector decisions : complicated legal
procedures, restricting regulations, high level
of taxes and social security charges
inexistence of structured industrial zones,

infrastructure problems, etc.

e operating expenses: high rents, cost of
energy, penalizing customs taniffs, etc.

e marketing problems : foreign competition on
domestic and international markets, lack of
information, etc.

e financial issues : a high level of interest rates,
limited access to funding from banks, scarcity
of long term financing and of leasing, lack of
collateral, etc.

Concerning future prospects, the industriahsts
seemed to be little optimistic, and the majority
declared they would refrain from investing or
recruiting over the coming months. Ther
expectations as to increase 1n sales or exports are
rather negative in the short run.

Based on the total sample of companies, survey
results show the following ranking of the 10 most
important  difficulties encountered by the
industries :

1. level of interest rates
regional competition on the local market
access to long term loans
cost of electricity

high level of social contributions

AN ol

international competition on the local
market

e The

e Industrial

access to short term loans

lack of collateral or guarantees
access to leasing

10. high level of customs duties.

o o N

Comparison with 1994 results

e The number of industrial establishments rose
by 2% between 1994 and 1998.

¢ The average size employment of the firm
decreased from 6.4 workers in 1994 to 5.2 in
1998.

® There was an 18% decrease in the permanent
worktorce employed in the industry between
1994 and 1998. The share of employees in
the workforce stands at 69% in 1998,
compared to 75% in 1994, Seasonal workers
represent 35% of the number of employees in
1998, compared to 29% in 1994.

Economic slowdown, layoffs, and a shift
towards seasonal workers who are less costly
to the industry are the main reasons behind
the shrinking of the permanent workforce.

average annual basic salary per
employee 1s estimated at USD6,262 in 1998
compared with USD3,601 in 1994, which
represents an increase of 74%. The average

total annual salary per employee is estimated
at USD7,325 in 199§,

USD4,202 in 1994. Salary adjustments
during the period, and a smaller number of
employees per company explain the rise in
workers’ remunerations.

compared 1o

¢ Industrial output rose 11.5% between 1994

and 1998, reaching USD3.95 billion in 1998.

output evolved  differently
according to the industrial branch. The metal

and non-metallic products industries, as well

as the food and beverage industry showed the
most 1mportant 1ncreases in output as
compared to 1994 survey results. Actually,
those are the sectors that have developed
particularly over the past years, under the
impetus of the national reconstruction effort,
and because of the promising potential of
exporting and diversification.

Average  productivity per  employee
(measured by output / total workforce)
reflected a 36% increase, from USD25.483 in

1994 to USD34,642 in 1998.

Input expenditures increased at a higher rate
than output. Industrial expenses increased
from USD1.84 billion in 1994 to USD2.25
billion in 1998, 1.e. a 22% increase. This rise
1s mainly explained by the high customs
duties on the different industrial inputs (raw
matenials, packaging material, spare parts,
etc.), the bulk of which is imported.

Despite an 11.5% increase in output, value-
added did not change significantly compared
to 1994 survey results (around USDI.7
billion).

The rauo of value-added to output fell from
48.1% 1in 1994 to 43.2% in 1998. This
regression 1s mainly the result of the increase
in input expenditures.

Value-added by worker improved by 22%
between 1994 and 1998 : average value-
added by worker rose from USD12,249 to
USD14,938.

Investment reached USD373.4 million in
1998, compared with USD192.2 million in
1994. Industnal investment in between these

two dates 1S

believed to have been

significantly higher. Indeed, the increase in

16
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industrial investments started m 1993, but e Investment per worker increased from
USD1,382 in 1994 1o USD3,272 in 1998,

slightly slowed down in 1998.
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