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INDUSTRIAL DEVELOPMENT PROGRAM

Based on the survey results and the
assessment and comments of industrialists,
the following strategic program was defined
for the development of the Lebanese
industrial sector.

On the long term, this program aims to help
and assist the industrial sector in facing the
regional and international changes as well as
improve 1ts competitiveness and
productivity.

The global market trends imply a review of
the industrial sector and its production
structures. In this context, this sector needs
adequate infrastructure, laws, regulations
and all the necessary facilities for 1ts
modernization.

On the shorter term, adequate measures must
be taken to reduce the obstacles and
problems that the sector is facing.

The current crisis consists both 1n
production and marketing problems. The
Lebanese industrial production is expensive,
while the markets are limited and highly
competitive.

Interventions to protect the industry should
be avoided. If protective measures are
deemed necessary, they should be kept to a
minimum and gradually phased out. Instead
of protection, the industry should be given
full support for its development.

This strategic development program should
not be the sole responsibility of the public
sector, but instead it requires a close
collaboration with the private sector
(professional associations and enterprises).
The role of public authorities is to provide
the proper environment and the necessary
institutional framework, as well as all the
support for the development of the sector. It
is the private entrepreneurs own initiative
that in the end will strengthen and stimulate
their business.

This industrial program is interconnected

and depends heavily on the other economic
sectors as well as the whole economic
development of the country. For these
reasons, most of the  proposed
recommendations concern other economic
sectors. Additionally, the program tends to
protect the workers and consumers rights as
well as the environment and a balanced
development among all the Lebanese
regions.

The industrial development does not only
depend on the Ministry of Industry. It also
concerns a large number of public
institutions.  Therefore, an  1ndustrial
strategic program should involve a global
policy and support from many government
institutions.

This program should be constantly reviewed
and adjusted based on major developments
in the sector as well as field surveys. One
global survey every 4 to 5 years is not
sufficient; the statistical tools must be
consistently and continuously reviewed and
updated.

GLOBAL TRENDS

The recovery of the Lebanese industral
sector cannot be dissociated from certain
global economic, regional, and international
trends. In many countries a recovery
requires deep economic changes. However it
is different in Lebanon where important
structural economic and social changes are
not needed as much as simply to amend the
existing ones and straighten out some
disparities.

Furthermore, certain internal and external
economic factors must be taken 1nto
consideration, as the Lebanese economy 1S
undergoing a phase of uncertainties and
turbulence which wurgently imposes the
correction of the abuses of the past few
years.

Lebanon lost a major part of its economic
advantages that it enjoyed before 1973.
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Nevertheless, it still offers many
opportunities that must be exploited and
promoted in order to recover its earlier
positions.

An industrial recovery program must
integrate the following general trends:

Opening markets and lifting of trade
barriers.

Introduction and application of international
technical and quality standards.

Switching from comparative to competitive
advantages.

Focusing on general business rather than
merely industrial improvement strategies.
Liberal and simple business regimes.
Increased private participation in public
programs.

Less government direct intervention.

Two major government roles: support and
coordination.

-Saturation of traditional regional markets.
Increased transparency, enforcement of rules
and regulations, and respect of intellectual
property.

More investment in human capital.
Increased importance of information.
Growing importance of foreign direct
investment.

GLOBAL OBJECTIVES

The industrial recovery program involves
the definition of global objectives for the
improvement of the productivity and
competitiveness of the Lebanese industries.

These  objectives comply with a
strengthening of the open  market
environment and an improvement of the
management of financial and human
resources.

The public authorities can otfer necessary
support and assistance by creating the
adequate business environment. On the other
hand, the private sector must join efforts to
initiate organizational restructuring that will
allow them to better compete in increasingly
globalized markets.

The main objectives are summarized as
follows:

Improve the business environment
Encourage industrial investments

Upgrade industrial performance

Enhance the Lebanese competitiveness in
global markets

Improve product quality in accordance with
international technical and quality standards
Promote foreign direct investment and
partnerships

Strengthen industrial management and
internal structures

Improve human resources ftraining and

technical skills
Fnhance the role of
associlations

professional

Strengthen ties with international and

regional organizations
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One major factor in the industrial crisis 1s
directly linked to the rising operating costs
in the sector. These rising costs are due to
many factors. Some result from increases in
direct operating costs: inputs -mainly
imported-, salaries, energy, and other
overheads. Others, indirectly result from the
deterioration of the business environment:
namely a constraining legal framework, an
unfriendly fiscal system and (when
available) prohibitive financing costs.

Heavy industrial investments were made
during the past few years, but they were not
often justified due to the insufficient
business volumes. The investments have
tended to decrease over the past few months.
They must be encouraged today, by
providing incentives in order to re-boost
them.

1.1 Rationalize operating charges

The operating charges in the Lebanese
industry are relatively high, especially that
production volumes are weak and prevent
the industries from achieving economies of
scale.

Expenditures on inputs totaled USD 2.25
billion in 1998, for an output of USD 3.9
billion. Almost 81 % of inputs expenditures
are on raw materials and 7.6 % for energy.

These charges were amplified by the general
euphoria that accompanied the country’s
reconstruction plans and the promise of an
imminent regional peace. This surge of
optimism led to rapid expansions and over-
investments in machinery and equipment.

Some of the charges could be reduced or
controlled by more efficient resources
management. The improvement of certain
public services and the reduction of some
tariffs may help alleviate these charges, but
may not be sufficient to provide the
I ebanese industry with any competitive
advantage.

1. IMPROVE PRODUCTION PERFORMANCE |

These high operating costs imply tight cost
controls, efficient wuse of resources,
creativity, innovation, and improved quality
in products and services, in order to sustain
a competitive advantage.

Main problems

Impact of real estate and rental charges.
High cost of raw materials due to low
volumes especially that most of them are
imported.

Lack of information about suppliers.

High cost of machinery and equipment.

Lack of economies of scale due to limited
markets.

High cost of electricity, fuel, and telephone.

Non availability of water and non regularity
of electricity supply.

High cost of overheads (accounting,
auditing, publicity, maintenance,
transportation...)

Costs of over-investment due to [false
economic euphoria.

Concentration of industries in Beirut and its
suburbs.
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1.2 Developing industrial financing systems - The over reliange by panks on real
guarantees in thelr dealing with the
Whether trying to renew its industrial base prospective borrowers, partly for lack of
or introduce new technology, the Lebanese trust and partly because of the shortages of
industry always finds it hard to be the lega'l system. o
adequately financed. The volume of finance - The hl.gh bank fees on s.m:all loans ( 2.5%
is not the sole headache, but also the range for putting on anc} 'Fhen lifting a mortgage,
and the variety of the sources. The challenge costs to obtain official documents, etc...).
is, in fact, to optimize the cost, the strings |
attached or the duration for repayment of o The dollarization of the economy and
any prospective loan. On the other hand, lending in particular.
lifting some legal barriers will be of a great |
deal of help towards a better financing. e Lack of long term savings culture.
With a total of USD 1.6 billion in 1998, o Delays in collections and high rate of unpaid
Joans to the industrial sector represent 12.6 receivables.
% of commercial bank loans of which USD | | |
75 8 million in subsidized loans and USD e Undeveloped factoring and discounting
96.6 million in loans exempted from system.
reserves requirements. With an average | N
interest rate of 12 %, the financial charges e Lack of commercial credit mnsurance.
reached around USD 190 million. | | |
| e Undeveloped leasing programs. This service
Main problems is still in its early stage {:md. is unlikely to
benefit other than big institutions.
on existence of specialized credit o
) Ell]sfitl?tions providing me%ium and long- o The recent creation of Katalat which 15 a

company devoted 1o guaranteeing loans to
small and medium sized businesses (max
L L. 100 million per applicant) is promising
but still in very early stages.

term loans.
e Predominance of commercial banks for

formal financing.

e Banks provide revolving credits suitable

from | BDL
and

banks

made more accessible

for SMEs

> Greater access to credit
price

bankruptcy
receivables

loans
imply increased sales

competitiveness 1n the
= QGreater liquidity

entrepreneurship
market

commercial
= Greater

for SMEs
= Encourage developing

industries
r1sks

= Bank
= |.ower

only for working capital needs with high
interest rates.

e Loans are provided through heavy
guarantees and collateral requirements
accompanied by a prohibitive list of
documents to be submitted.

e« Even loans from the IFC and other local,

Arab and international programs ( such as
the governmental 5% interest subsidy, Arab

d

over
to0  maintan
SUrvey,
USD600 | = Secured
customers

administrative
organizations

encountered by
4.16

(around
of

reluctant
interest subsidies for long

survey as the most important
periods of time

receivables represent 15% of
sales

concerning payment periods

to public debt (ranked 1n the
e Costly and timely procedures

maximum of 5)
e International

industries,

prﬂcedures
s Prohibitive interest rates due

million)

problem
¢ Abuse
In court

3%)
s Complicated

are

e High mortgage charges (2.5-

e According to the

trade finance program and EU programs) are
brokered by commercial banks.

e Lack of communication between banks and
small and medium sized industries for the
following reasons:

_ Lack of transparency of the enterprises.
. Geographic concentration of the banks

branches in Beirut and Mount [.ebanon.
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their costs
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related to the collection
enforce legal actions.
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the governmental
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program.
e Regulate the problems
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1.3 Promoting industrial investment Main problems
E E % = 2 3= Despite an increase in industrial investmeljlts High level of self-financing.
S25E BE |5 in 1998 (USD 373 million) compared with o
585 2 Z = 1994 (USD 192 million) levels, these Limited availability o g
229 EQ§E Q2 investments have somehow slowed down leasing.
TESd5Es &4 , during the past 3 years. Already in 1998, the o
: : : annual investments were less than the e Lack of availability of land for rent.
S 2 g 'E 7 E depreciation expenses (USD 423 million). | . |
2 §~ E = g . - e High cost of building rentals.
9 55 S ¥ The euphoric growth period induced by the o .
j:E % E z gg & launchilljlg of %he amll:::itiﬂus reconstruction ® Heavy load of building ?Iid ilﬁnd E)liitrlig
g 2 QS E E 3 program between 1993 and 1996 brought investment due. o lack of land rentals
"2 58 E £ Z E 5 > about heavy industrial investments. With the high cost of building rentals.
EE —E- 5 £ E = R0 &¢E economic  sitwation  turnaround, the - |
- - e Lebanese Industry has to carry over- e Lack of institutional mvesl,ctme:;lt d}le t etg
318 S S capacities of production ‘in many Sectors, abs;nce of transparency and family-orien
t + + T F f S S especially in the construction branches. businesses.
—_— - &0

= 2 T g E ” E 'é % & On the other hand, in some ‘Uther industries, o Weak ir.ldustrial culture due to short-term

E E t = E = .E EE '-% E § % the equipment and machinery were r.u)t minded 1nvestors.
E ﬂg E géﬁ _;ﬁ % E E (% +Z S0 M renewed and consequently the technologies . Slow  activities of the Beirut  Stock
00 33O g 2 & used do not respond anymore to the current | |
moaMmEAE Al market demands. Exchange. Only 4 1ndustn§l. groups are

ks 2z 532 listed on the B.S.E. Insufficient by any
» o0 %Z % - The rapid changes 1n the prodll}lction standard.
ERR- 5T 9 B ire  increasingl cavy '
%%‘E “; T 8 mﬁ Eizsefrfle:nts.reql?he small sifey of the e Lack of a clear arédE well-defined legal
il SE ., wE , o enterprises, their family character, and the framework for the B.5.E.
S 3 ; Z % 9 5 225 absence of adequate financing channels have |
E‘;::’ é 2. % =35 & S é < limited their investment potential. Added to e Weak stock market culture.
5 S that, the lack of industrial buildings and | | -
T mostly industrial land available for ren't, the e Increasing t.:)pp{)rtumty costs due to hig
& E :_—é industrialists are forced (o invest heavily in level of T-bills returns.
< ” such expensive assets which represent about
:L_} ";j 25% of the total assets in the sector.
& o X
& i The foreign direct Iinvestments have
2 o g, increased during the past few years 1n
= o = S Lebanon, but they remain relatively weak
Eﬂ E o E- % compared with the actual potential of the
o E 5 O E industrial sector. The external investments
5 Sk are desired not only for the cash flows that
- . they introduce but most importantly for the
=8 .8 g S % — -Eﬂ & business opportunities that they open up and
2 _Z2S3Eg |2e° the new technology flows that they bring
%§§‘§m§§ EE along
LEaTERE | e . | -

3= E f‘% g;._‘é © s E Lebanon must create the rlghtl bus1peas

o -%ﬁ ?%E © 3 E @ b= i 5 environment to eqcourage foreign direct
:% E z S o Eﬂ 5 3 E: S ZE participation in the industry.
= == 8 = O .=
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