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It is recommended that you approve a cash Grant in an amount not-to exceed. Five.
 
Hundred Twenty-five Million United States Dollars ($525,000,000) and a cash Loan
 
in an amount not to exceed Two Hundred Sixty Million United States Dollars
 
($260,000,000) on the foljiowing terms and conditio~ns:
 

Interest and. Terms of Repayment
 

Israel shall repay to AID in United States Dollars $260 million within forty (40).
 
year's from the date of first disbursement of' the Loan. Israel shall pay to AID'in 
United States dollars interest from the date of the first. disbursement of the Loan at 
the rate of a) two percent (2%) per annum during the first ten (10) years, and b) 
three percent (3%) per annum'4 thereafter, on the outstanding disbursed balance of 

4 the Loan and on any due and unpaid interest accrued thereon. , 
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I POLITICAL AND ECONOMIC ' 

Israel's political and economic stability:have been deemed an 

essential requisite to achieving peace in the Middle East. U.S. ass'is­
tance programs, including both FMS and ESF*, tangibly reflect U.S. 
support and h'elp give Israel the coi~fidence it needs to take the risks 
necessary to reach a peace settlement. The U.S. Economic Support Fund 

directly supports Israel's civilian economy, and is contributing signif­
icantly to the reestablishment of balance of payments equilibrium which 
Israel has confronted since the 1973 war. 

Since its inception, Israel has had to struggle with the problem of 
limited resources. This challenge became particularly acute after 1973 
as a result of its burgeoning defense expenditures; worldwide price infla­
tion, particularly in 1974 and 1975; and economic recession in countries 

with which Israel trades. As a consequence, Israel became dependent-upon 
large capital and aid inflows to meet the financial deficit. U.S. 

assistance rose to $2.5 billion in FY 1976 and the transition quarter. 

Israel's short-term debt spiraled nearly fourfold from its pre-1973 level 

of $200 million. Medium and long term debt grew 127% in the period between 

January 1973 and the end of 1976. 

As a result of: (1) Government-imposed austerity measures designed
 

in part to curb import demand, (2)rapid growth in export receipts, (3) U.S.
 

assistance and (4) private resource transfers, Israel's balance of payments
 

picture has shown improvement in the past few years. Thus, for example,
 

the trade (goors and services) deficit declined from $4.1 billion in 1975 

to $2.6 billion in 1977. In the latter year, Israel's civilian balance
 
of payments was in surplus by over $400 million despite the ,fact that 
borrowing on commercial terms was much reduced from the level of the 
previous year. It must be added, however, that these improvements were
 
achieved at the price of continued economic stagnation. The Gross National
 

Product rose by only 1.6% in 1976 and 1.0% in 1977, i.e. by less than the 

rate of population growth.
 

Economic prospects for 1978 are encouraging. Continued growth in
 
exports and revival of investment are contributing to an acceleration in 
the real growth rate of the civilian economy. To judge by preliminary 
Israeli Government data for the first six months of 1978, this in turn 
is contributing to a somewhat faster rate of growth in non-defense mer­

chandise imports. This is expected, and does not portent a return to the 
serious problems of civilian balance-of-payments disequilibrium which
 
Israel faced a few years ago.
 

*Economic Support Fund. In the narrative, the term Economic Support Fund 

or ESF is used when the discussion is about FY 1979 'and beyond, or about 
past, present and projected future economic assistance. When 'the discussion 

is about FY 1978 and/or prior years only, we refer to Security Supporting 
Assistance (SSA). 



r dprogram of assistanceovrnmntcontinues to sponsor a
TheU.S. 
to the Supportingto Israeli economic requirements. In additionin respoinse 

198 included relativelyAssistance Iprogram, economic aid to Israel 	in FY 
4480 Title 1, 	housing investm-ent guarantees, iznigrant~i

small amounts of PL 

Fos --­

4,'~ assistance, -adS4hils-n 

ECONOMIC ASSISTANCE PROGRAM
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A. Recent Economic Programs
 

Since fiscal 	year 1972, AID has been providing Security Support­

ing Assistance (grants and loans), primarily for conm.odity Lmport financing.
 

fairly modest ($50 million in FY 1972, FY 1973
 
Initially, obligations were 


$700 million 	in response
1976, t-ey had increased to
and FY 1974). By FY 
-- a $550 million CIP loan and grantto Israel's growing econcmic prcblems 

The following year the program reached
 program and a .1.0 million cash grant. 


$735 million, of which $300 million was in the form of a cash grant, 
and in
 

4 	

S785 million -- $485 million in commodity importFY 1978 it was increased to 

Since FY 1976, approximately two­financing and a $300 million cash grant. 


of the SSA program nas teen oroviced on a grant basis and 
tne
 

4thirds 


remainder has been on concessional loan terms. 

the U.S. has been providing PL 480 Title I.
 In addition to SSA, 


food for several years to help Israel meet its 
requirements, and housing
 

Un~der other legisla­guarantees to assist Israel with its shelter needs. 
4 


tion, assistance has been provided to help Israel settle new immigrants 
from
 

a $20 million grant

the Soviet Union and other countries. During FY 1975, 


the engineering

for a Joint U.S.-Israel Desalination Project was obligated; 


design for the project is well uLnderway, and site =reparation and 
procurement
 

are to begin in the near future.
 

The following amounts of military assistance have been provided:
 
'Y 1977 and F! 1978, Sl billion
1976, $1.5 billion; TQ, $260 million; "FY 


in each year.
 

B. . FY 1979 	Economic rocram 

For FY 1979, 	Congress has appropriated $785 millicn 
for the 

The t4o-thirds gra.t/one- hrd-Ioan-orat-o of .the 
Economic Support Fund. 


past few years will be-maintained.
 

Unlike previous years, the entir-ety of the 	prcgram""41ll be i 
is bei'ng changed iform of a cash transfer. The form c-- the program 
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2IA~' 	 enountred-in-utili.zing-avai-lable- CI-P-funds.,__ Despite-the--high-volume' 
of non-military iimports from the U.S. -- $900 million to $1billion a year 

for the past few years -- Israel has had increasing difficulty in collecting 

the necessary documentation on a,sufficient' volume of transactions to ensure 

timely disbursement of all available CIP funds. The problem arises because 

of Israel's traditional lack of government control over private sector trans 

Controls were further reduced under the New Economic Policy ­actions. 

introduced in October 1977. The result is that as of September,30, 1978,
 

uindisbursed CIP funds totaled approximately $300 million.
 

In discussing the shift to a completely cash transfer ESF program
 

with the Government of Israel, AID noted its concerns that the shift not
 
cr
impact adversely on the aggregate level of Israel imports from the U.S., 


disadvantage U.S. firms in terms of their access to Israeli markets. The
 

Gciernment of Israel has indicated that it understands our concerns, and
 

has provided written assurances covering both points (Annex C).
 

In addition to the ESF program, Israel is expected to receive
 

approximately $5 million in PL 480 Title I at°sistance in FY 1979.
 

III. LOAN AND GRANT JUSTIFICATION
 

Security Supporting Assistance has been a key factor in enabling
 
~It ,:
Israel to maintain economic stability. In order to maintain economic
 

stability, Israel must run a civilian trade doficit of well over $1 billion.
 

Its civilian sector financing shortfall was about $2.2 billion in 1976 and
 

1977. Over the past few years, approximately Ine-half of this amount was
 

covered by private transfers from abroad. Theklremainder was financed by 

revenues realizedfrom bond issues, commercial\borrowing and U.S. economic 
assistance.* 

The acceleration in the growth rate of the Israeli economy which
 

began this year, while obviously welcome, adds to the need for imports and
 

thus may create additional financing difficulties. Of course, strengthening
 

the economy also makes it possible for Israel to cover more of her financing
 
requirements by borrowing on nonconcessional terms.
 

The loan and grant cash transfer proqram proposed herein will assist
 

Israel by providing foreign exchange needed to help meet the country's
 
civilian foreign exchange financing requirements. 
 -'I
 

*Foreign investment in Isr .el has not been significant in the post-1973 

period; it may become more important if and when peaceful condions are 

established 'in~the Middle East. 
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--­A.-Balance- of .-Payments 

Following the 1973 war world recession, dramatic increases in 
import prices (particularly for petroleum products) and the need to rearm 
combined to strike an economically devastating blow to a society that had 
been accustomed to steady growth, stability and general improvement in the 
quality of life. 

Beyond the psychological and emotional impairment experienced by 

many Israelis following the 1973 Israel-Arab war, the financial -costs of 

replacing and upgrading a modern, high technology military inventory posed 
serious problems of resource allocation and ability to pay. The military 
drain on the civilian economy was staggering in terms of both human and 

financial resources. In recent years defense expenditures have claimed 
30% to 45% of the national budget and 15% to 20% of the total resources 
available to the economy. 

Coupled with this substantial diversion of resources to defense, . . 

the prosperity of the civilian economy was further undermined by the general 
slowdown of the world economy in 1974 and 1975 and a surge in oil prices. 
These factors led to a massive trade deficit in 1975 of $4 billiont while 
economic growth came to a virtual standstill. 

The* worsening balance of payments became the principAl focus 
of decisionmakers and prompted the GOI to introduce policies ultimately 
designed to slacken demand for imports and stimulate production for export. 
Devaluation and economic slowdown were selected as the principal modalities 
to arrest the payments deficit. The complementary eifect of these actions 
was intended to stem the flow of imports and shift resources to an expot­
sector made more profitable by subsidies, special investment incentives, 
liberal credit and devaluations. In November 1974, Israel announced a 43% 
devaluation. Subsequently, monthly mini-devaluations were utilized to 
keep Israeli exports competitive in international markets (despite high 
rates of inflation) and to curb non-essential imports. Other specific 
austerity measures taken included raising prices of subsidized goods (in-, 

cluding such essentials as bread, milk, and eggs), increasing taxes to 
very high levels, and reducing real public consumption. 

In 1976 and again in 1977, significant progress was made toward 
the goal of reestablisliing balance of payments equilibrium. The goods and 
services deficit which had reached $4 billion in 1975 was reduced to $2.6 

7,. billion in 1977. More importantly in terms of iassessing the need for con­
cessional financing, the cl,.Vilian financing requirement* dropped by over 

*Civilian trade gap (goods and services) plu~s external debt maturities. 

S. ,. 
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jJ$500 million to a 1977 level of 	 These changes were the reult
• 	 2.2 billion. 

~'"" 	 of a susata increase in total exports (48% over the' two year period) 

"<and much ,slower'growth (20%) in non-defense imports.: 

In 1976, the bulk of the improvement is attributable to real 
(i.e. volume) increass jn exports. In 1977 the picture is more complex. 

The real increase in exports was only 6% as compared with 15% the preceding 

year. Price increases accounted for most of the growth in export receipts 

($800 million of a total increase of'$1.1 billion). Import prices also
 

rose rapidly in 1977 (9%), although the rate of increase was only half that
 

of exports. Of the total increase in civilian imports (15% over 1976)'
 

almost two-thirds is attributable to price increases. The real volume of
 

civilian imports increased very modestly, continuing the pattern of recent
 

years.
 

Perhaps the most encouraging development in 1976 and 1977 was the
 

diversification of Israeli exports. Non-citrus agricultural exports almost
 

doubled during this period, as growers continued to diversify to take
 

advantage of lower air transport costs to Europe. In 1977, receipts from
 

exports of these products exceeded those of citrus exports for the first
 

time. Non-diamond industrial exports also rose dramatically (by 56%) and
 

in 1977 accounted for almost 30% of Israel's total export receipts. Within
 

this category chemicals, electrical and electronic equipment, and special­

ized metal products were most prominent. On the services side, foreign
 

exchange receipts from tourism increased by 27% in 1976 and a further 55% .'
 

in 1977. In the latter year, the number of tourists visiting Israel reached-'
 

one million. Significant-increases were also registered in passenger fares
 
and shipping.
 

In 1976, the combined effect of a decrease in the current 
account deficit and an increase in unilateral trarsfers lessened the need 

for commercial borrowing to finance the deficit. In particular, short 

term, high interest loans showed a let reduction from December 31, 1975 to 

December 31, 1976 of about $123 million. Ait the same time, foreign exchange 
reserves grew by $190 million. 

in 1977, the civilian financing requirement did not change much,
 

from the 1976 level of $2.2 billion. Nevertheless there were substantial
 

,changes in the sources which the Israeli economy tapped to finance the gap.
 
Foreign exchange realized from the sale of bonds and disbursement-of U.S.
 

economic assistance rose by nearly $250 million. This was offset by a'
 

.sharp reduction in medium and long term commercial borrowing. Foreign ex­
change reserves increased by some $275 million. .
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rthe-fir.9t-ha lf--.of--1-97 8­
it appears tbat imports are rising at a somewhat faster rate than that of 

1977. To some extent this is due to short term factors, particularly4 
price increases and speculation in diamonds. It also zeflects the accel­

erated pace of economic activity. The data are still too fragmentary 

to determine the most important influences.
 

-Ofhbasis-of "preliminary-data ---

Merchandise exports continued to increase at a healthy rate in
 

the first part of 1978. For the first six months of the year, they were
 

almost 30% higher than they were during the corresponding period in 1977.
 

Growth in exports of diamonds, non-citrus agricultural products, metals,
 

machinery and electronics was strongest. Nevertheless,4 .as with imports,,
 
pronounced price changes and erratic shifts in export receipts in recent
 

months make it difficult to make projections on the basis of the 1978
 

data presently available.
 

'
 

in civilian imports for 1978. This represents 8% real growth and a 6%
 

adjustment for anticipated inflation. Given that growth in the economy
 

has accelerated and is expected to reach 4% to 5% this year, this appears
 

to bs a reasonable projection.
 

The Government of Israel expects an overall increase of 15% 


The Israelis project very conservative growth rates for exports.
 

Projections made in 1977 underestimated exports for that year by approxi­

mately $.'70 million. Similarly, earlier projections for 1978 have already
 

been revised u- ard by $500 million. On the basis of this experience, and
 

taking into account the impact of prior investments in export oriented
 

sectors and anticipated growth rates in countries which are major importers
 

of Israeli goods, the U.S. Government is inclined toward a more optimistic
 

view of Israel's export performance.
 

In summary, the economic measures taken by Israel over the past
 

few years designed to curb import demand and stimulate export growth appear
 

to have been remarkably successful. Favorable changes in Israel's terms of
 

trade have also been helpful. Renewed emphasis on economic growth will, of
 

course, lead to a somewhat more rapid growth of imports in the next several
 

years. However, the prospects that export growth will exceed that of imports
 

remains good. Additionally, economic growth will also make it easier for
 

Israel to obtain the financing it will continue to require to cover future
 
current account deficits.
 

,44
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The followinq table sets forth estimates of Israel's 1977
 

civilian balance of payments accounts.
 

ISrA.EL: CIILIAN BALNcE CF PAY-.NTS 

CY 1977 
(Millions of US $) 

A. 	Financing Requirements 

Imports (civil only) -7,023 
Exports 	 5,560
 

Subtotal -1,463
 

B. 	Sources of Finance
 

Unilateral Transfers 1,084
 
Net Forcign Investnent 87
 
Bond Eorrowing 355
 
Long & Medium Te=r Lcans 350
 

Total Sources 1,876
 

C. 	 Financinc ]a:: 342 

D. 	U.S. E.-cnomic Assistance 822
 

E. 	Surzlus/Decit on Civilian Account 480 

Military procurement financed from 
own resources 210
 

Net SurplusDeficit 270
 



B De t ervic 

Israel's foreign debt increased by 17% in 1977 to a level of
 

a decline in the rate of 'increase from
$10.875billion. This represents 

the past few years. The GOI currently estimates that outstanding ore.gn 
debt will reach $11.765 billion by the end of 1976. This would be 

increase of only 8%, less than two-fifthsof the average annual rate of 

increase in the period 974-1977 (21%)
 

While the overall amount owed continues to' rise, the Government 
of Israel is succeeding in improving the term structure of its debt. This 

change in the term structure of Israel's borrowing arrested a disturbing 
trend which saw short-term debt rise from 3.7% of total foreign debt ,in 
1973 to 12.2% in 1975. At $927 million at the end of 1975, short-term
 
debt was equal to about 84% of Israel's foreign exchange reserves. By.
 

the end of 1977 it had declined to 8% of the total, equal to 55% of
 
reserves.
 

A large portion of Israel's foreign debt consists of long-term 
obligations of the Israeli Government. Much of it is owed to Israeli bond 

holders and the U;S. Government, and is on t.rms not available from com- . 

mercal lenders. The U.S. Government is now Israel's biggest creditor, 
with outstanding loans of approximately $4 billion. Israel bond obligations 
outstanding are at $2.381 billion, 21.9% of total debt. 

Israel's future economic prospects appear to be favorable and,
 
thus//!the prospects for rapaynnent of the $260 million loan aopear
 

- . 

reasl nable. 

As a result of the recent, improvements in the term structure of 
Israel's foreign debt, and the relatively s~oft terms offered by the U.S. 
Government and-purchasers of Israeli Government' bonds,'the ratio of debt 
service (principal plus interest) to total exports has de­
clined from 28.3% in 1975 to 23% in. 1977. A further decline to 20% or less is
 

anticipated in 1978. 'These ratios are still fairly high compared to 
those of most developing countries. 
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* ference with no explanatory comment. 
2nd Sess. 10 (1978).A 

H.R.REP. No. 95-1754, 95th Cong., 

Unlike Development Assistance accounts where the Executive Branch 
has linked loan terms to countries' per capita GNP, the Executive Branch 
:has maintained that the IMiddle East countries (Egypt, Israel, Jordan, and 
~Syria) for political reasons be accorded equal terms. IIn FY 1978, for 
example, the Appropriations Act contained a ceiling of S865,400,000 for 
loans in excess of 30 but not to exceed 40 years. The Executive Branch 
in allocating SSA (now ESF) loan funds provided ,that the harder terms 
would be apportioned to the Middle East countries in the 'same percentage 
as the percentage of ~a specific countryl's assistance level to the total 
level of all four countries. -

~ 

*. 

'Accordingly, it is proposed that the Middle East countries be 
given equal loan terms, regardless of per capita GNP. Since the Execu­
tive Branch has traditionally given 40 year terms to the Middle East 
countries, except where the legislation required stricter loan terns, it is 
proposed that the lopn portion of Israel cash transfer program be 40 year 
terms including a 10 year grace period, with an interest rate of two 

-percent during the grace period and three percent thereafter. 

Ny
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4~"~iIV."<~ LOAN AND GRANT ADMINISTRATION, 

A., Procedures- Germt 

Prior to FY 79, AID provided both commnodity import financing,::>..
an'cash grant for Israel. The CIP was on a reimbursable basis. To

obtain reimbursement,thGoenetoIsalsbiedoADcran 
.. ,dod~mentation'~evidencing~, the foreign exchange costs of the eligible 

imported commodities. Such documentation became an administrativ'e 
burden to AID and the GOI in accounting for private sector procurement
<under the CIF, particularly after the GOI further relaxed its internal 
economic controls. Consequently, the CIP objectives were not being

achieved in a timely manntY'. To alleviate this problem, a decision
 
was taken to provide all economic assistance (P.L. 480 and ASHA
 
excepted) 
on 	a cash transfer basis linked only at the aggregate'level to
 

<U.S. non-defense exports to Israel. 

The Government of Israel agrees with this approach and has 
ygiven its assurance that it will take allinecessary steps to ensure,

diLring U.S. FY 79, 
that- the *dollar level of Israel's non-defense
 
imports from >,,eUnited States will be at 
least equal to the level
 
of U.S. econom'ic assistance obligations (estimated at approximately

$790 million) and that U.S. suppliers will not be disadvantaged by

the termination of the CIP. (see Annex C)
 

Regarding Israeli Government procurement of large capital

equipment items which U.S. suppliers imay furnish, Special measures
 
will be taken by the GOI to assure that U.S. suppliers can compete 
on terms at least as favorable 'as those offered-oy prospective third 
country. suppliers. Additionally, 'the Gal 'has agreed to continue' 
importing :from' the :U.S. corn, wheat, soybeans and other agricultural

'products purchased on' government account. at. levels approximating

those of the past few years, ,with due allowance for Israel's.
 
requirements for such goods 'and capacity to store them. 
 ~. " 

V 
9	 Concerning the carriage of goods imported fr+om' the U.S., the.

GOI will continue to follow'present procedures 'for builk shipments o'. 
grain on dry bull? carriers. These procedures were reviewed by AID and P 
the Maritime Administration to assure a fair share of the market for 
American carriers,. 

'A 

In~ the summer of'-1979,- the 'Israeli Government will uindertake a

7.> analysis of experience .,it,,'U.S. imports under the cash- trar.~t'er pro- ""' '~A 

cedures. A report of its findings will be presented to, AID by 
September 1, 1979.
 

There "is no AID ,lssion in Israel and imlmmai~n a.­
monitoring of this 'program will be the responsibiityA'of 'AID'S 	 W 

'p 	 Near East Bureau. 'The Department of'Commerce nas also agi-eed to
 
mnonitor the level of U.S. non-defense exports to lzrael and the impact

of terminationi of the CIP en U.S. expcr.-~­
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1978, ATD has made ava-ilable -o the Govern~ment~
From 7L 1975 ojFY 

$2.6 billion in cecurity Suppor' ifg Assistance. Of -,hat amc,,nt - ­
of Israel comdz im or.c a gran: ;basis, and S75,_ 

milo phas.~---~-~
was to finance impIorIts an aloanbasis.~ $765 

AID has disbursed $2.3As of September 30, 1978,
as program cash grants. 
billion obligated.billion of the $2.6 

I = hn ...experience difficulties in Meein 

5ijjppj'.Israel-,continues to 


C7. funds.
This has slowed its draw down of 
in requirement. 


on

%Iwill coninue to work closely the G01 7his problem

AID/SER/ 

accelerate drawdown of remaining CIP 

avai"bilities.
 
in an effort to 


Y 1979 4-?rogram Cash Transfer Cbligation and Disbursement
C. 


AID will release the proceeds of the FY 1979 ESF lcan and grant.
 

above loan and grant will
The full amounts of the 
on a quarterly basis. 

be obligated in the loan and grant agreement. Releases will be made
 

a cquaterlystarting in about mid-November 1978 and thereafter on 

basis on January 1, April 1, and July 1, 1979.
 

*V. REC0MKNDATIONS
 

the State
It is recommended that the following financing for 	 -of 

$260 million and a procgram cash
 Israel be authorized --program cash loan, 

grant, $525 million--- on the following terms:
 

A. Loan Interest and Terms of Repayment
 

The Borrowe-" shall repay $260 million of the loan 
to AID in
 

United States Dollars within forty (40) years frcm the date of the first
 
not to exceed


disbursement under the loan, including a grace period of 

ten (10) years. Borrowei. shall pay AID in United States Dollars interest 
the grace 

on the total loan at the rate of two percent (2%) per annum during 

(3%) per anu.m thereafter on the outstanding dis­
period and three percent 

bursed balance of the loan and unpaid interest.
 

B. Other Terms and Conditions
 

(1) AID shall release the proceeds of the ESF cash trans-er .. -,
oi'; " : 

' loan grant on a quarterly basis. 

*(2) The'loan and grant shall be suabject to oth'er termas and 
as AID advisable. 

.. conditions may deem 

C. 	 Disbursement. 
v.. our ..cual

The assistance wil be disbursed n a = -oxr-z 

of a~o~mte& cne-t'-4- !can
*.... i'~almnts ~c.'i;nstalimen', to consist 

and twon-thirds ga.t- The ftis i.nstallment up r satiac: on c c n­

ditions precedent and thereafter on Januar' 1, A=.r-"; 	1,-and juivl 9 4 



Agremen__, ,'Number:
 
Loan 271-K-116 
Grant 271-K-613
 

AGREEMENT
 

BETW'-;-N
 

THE GOVERNMENT OF ISRAEL
 

and 

OF THE UNTTED STATES OF AMERICATHE GOVERNMENT 

actIng thrcugh
 

THE AGENCY FOR N:-TER;ATCNL DEVELOPMENT 

Date: December 1, 1973 



--of -W ,l7 betweer, ieAGPEEMEI,, datec :he/Jay 

("Israel') and the Sovernrnent c: the rited States
 
Government of Israel 


of America, acting tnrougn the Agency for lncernacional Development
 

to as the "Parties".("A.I.D."), together referred 

r'-T7 1 T 

The Assisrance 

To support the economic ac ic stability of Israel, 

19EI, as amended, aqrees. s ,.s-ance:.
M.I.D., pursuant to the oreirn o-


rt c exceed F ve
':reeten4cto grant to israel uncer -e m c,-- hi 


Dellars ' 000)-. (the
jnitec EtatesHundred Twenty-five Million 


the terTns o, -his Acreement not to
uncer"Grant") and to lenc to Israel 


United States Dollars ($260,000,000)

exceed Two Hundred Sixty Million 

(the "Loan").
 

The aggregrate amount of disbursements under the Loan is
 

The Loan and Grant together are referred to
 
referred to as "Principal'. 


as the "Assistance". 

ARTiCLE, T-


Loan Terms
 

SECTION 2.1. interest
 

' 
,ll. accrue at the
oav . 4...nterest which wi,srael wil 


annum -or ten years 'o1 owinc the date c -he
 
rate of twc cercent (2'2 cer 

an aa-- ne rate c tree :erzent f2%) :ero: tne Loanfirst istbursement 


on any uE
 
on ne cutstancinc aiance C -. eOnereac-er .anc 

annum 

V. 



--
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adunpaid interest In-rs on the outstanding aac ilacu 

(as defined in Section 4.2) of each respective disbursement,from the date 

Sad wi-1libecomputed onthe--basi s f,--.35dy-ya----Itrst-wl1-b 

payable in semiannual installments beginning no later than six(6) months 

a date to beafter the first disbursement 	of the Loan hereunder, on 


specified by A.I.D.
 

SECTION 2.2. Repayment
 

Israel will repay to A.I.D. the Principal of the Loan within
 

forty (40) years from the date of the first disbursement of the Loan in
 

sixty-one (61) semiannual installments of Principal and interest. The
 

be payable nine and one­first installment of Principal under the Loan will 


half (9 ) years after the date on which the first interest payment of the.
 

provide Israel
Loan is due in accordance with Section 2.1. A.I.D. will 


with amortization schedules 	in accordance with this Section after final
 

disbursement under the Loan.
 

SECTION 2.3. Application, Currency, and Place of Payment
 

All payments of interest and Principal hereunder will be made
 

be applied first to the payment of interest due
in U.S. dollars and will 


and then to the repayment of Principal. Except as A.I.D. may otherwise
 

specify in writing, payments will be made to the Controller, Office of
 

Financial Management, Agency 	for International Development, Washingtzn,
 

be deemed made when received by the Of-Fice ol
 
D.C. 20523, U.S.A., and will 


Financial Managemen,'
 

' , t~
 

o.s 
,_________ , ;, . , . ,­



a AiD
Upo Isament l ret t a na t t hen ueIse l 

':" . -SECTION-2.4, Rn~ ti oo. ers.....y-ment:
 

he
. A.imes. osethers maygreest niig aeriny c h epayment plied
 

inancial aturists
toi the insteralments ofterincal oi n orerofithion 


'7" CTO e toa:th ermsrtrshdue
 

(a).AyrqtbIsrael A.I.D,t o negotiatewilluch time or
 

of.Isr Ewhi5h enb nel Loan 


and agre 


' . .madle pursuant to Section 6.1, and will give the name and address of the "
 

person or persons who will represent the requesting-Party in such negotia­

7 :-. , ';. ; ' i.-: ;' ;.,.:- 's: ; ;: i '.'i. ' ! ; ! ! 7 

Stions. : . i_
 

negotiate, the requested Party w l1 communicate to the other, pursuant to
/. (c) Within thirty (30) days after delivery of a request to.:.
 

il , .. .
 ;. :Section 6.1,-the name and address of the person or persons wh ere-!iii i:
 

sent the requested Party in suhngtaions.
 

(d) The representatives of the Parties will mee ocryo
 

:::/;negotiations no later than: thirty (30) days aft er delivery of ithe :irequested
 

: '
 Party' scommunicat.ion under subsection -(c'.- The nego'tiatlons, wil1l take 


SU.p inistry o inance in du .
 

: .


ace atthe opce of the Israel 
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SECTION 2,6. Termination on Full.Payment 

Upon payment in full of the Pril'cipal and any accrued 

iimte est, thi.-Agreement andaLlob~ljgatjons of Israel, and A.I.D. 

relating to the Loan provision of this Agreement will cease. However,
 

with respect to any obligation arising out of the disbursement of Grant
 

funds, this Agreement will remain in full force and effect.
 

ARTICLE III
 

Conditions Precedent to Disbursement
 

SECTION 3.1. First Disbursement
 

Prior to the first disbursement of the Assistance, or to the
 

issuance by A.I.D. of documentation pursuant to which disbursement will
 

be made, Israel will, except as the Parties may otherwise agree in writing,
 

furnish to A.I.D. in form and substance satisfactory to A.I.D.:
 

(a) An opinion of counsel acceptable to A.I.D. that this
 

Agreement has been duly authorized and/or ratified by, and executed on
 

behalf of, Israel, and-that it constitutes a valid and legally binding
 

obligation of Israel in accordance v,.h all of its 'erms;
 

(b) A statement of the name of the person holding or acting In
 

the office specified in Section 6.2, and of any additional representatives,
 

together with a specimen signature of each person specified in such state­

ment.
 

SECTION 3.2. Nctification
 

When A.I.D. has determined that the condl:,,ons precedent soeci-


fled in Section 3.1 have been met, it will promptly notIfy Israe'.
 

1 



Dates Fr Condition sPrecedent
SECTION 3.3. Terminal 


If all 'bf the conditions spe cified in Section 3.1 have not
 

been met within ninety (90) days from the date uf this Agreement, or
 

;tAii . .A o iawri A7i .su~chtlater date as ar 


Isr.el.
may terminate this Agreement by written notice to 


ARTICLE IV 

Disbursements 

SECTION 4.1. Disbursement of the Assistance 

(a) Within thirty (30) days after satisfaction of conditions
 

the sum of
precedent, A.I.D. will deposit in a bank designated by Israel 


Two Hundred Million United States Dollars ($200,000,000) of which (1)
 

One Hundred Thirty-five Million United States Dollars ($135,000,000) 
will
 

be Grant funds; and (2)Sixty-five Million United States Dollars
 

($65,000,000) will be Loan funds.
 

(b) Thereafter, cn January 1, 1979, April 1, 1979 and July 1,
 

1979, A.I.D. will deposit in the bank designated pursuant to Section 4.1(a)
 

the sum of One Hundred Ninety-five Million United States Dollars (S195,000,
 

000) of which (1)One Hundred Thirty Million United States Dollars
 

be Grant funds; and (2)Sixty-five Million United
($130,000,000) will 


*States Dollars ($65,000,000) will be Loan funds.
 
Date of isbursementEC 1V71TION4.2 

be deemed to occur on the dates
Disbursement by A.,,D. will 


A.I.D. makes de osits to the bank designated by Israel in accordance wth
 

Section 4.1(a).
 



__ 
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ATICLE V iiiLi 

Special Covenants 

SEC~I.r~i,. No Use for Military Purposes 

It is the understanding of the Parties that the Assistance 

will not be used for financing military requirements of any kind, including 

the procurement of :ommodities or services for military purposes. 

SECTION 5.2. Use Only Within Pre-1967 Boundaries 

Program uses of the Assistance shall be restricted to the 

geographic areas which were subject to the Government of Israel administra­

tion prior to June 5, 1967.
 

ARTICLE V.J
 

Mi;scellaneous
 

SECTION 6.1. Communications
 

Any notice, request, document, or other communication submitted
 

by either Party to the other under this Agreement will be in writing or by
 

sent when delivered to
telegram or cable, and will be deemed duly given or 


such Party at the following address:
 

To Israel: 	 Economic Minister
 
Embassy of Israel
 
Emoire State Building (19th Fl.)
 
350 Sth Avenue
 
New York, New York 10001
 

To A.I.D.: 	 Directr, Office of Project Development
 
Bureau for Near East
 
Agency for International Development
 

All 	 Washington, 0. C. 20523 
 .. 

such communications will be in English, unless the Par-.ies
 
47All 


4gis.4 	 un 

agree inwriting. Other addresses may be substituted for the'
4,otherwise 
 Jkaboie upon the giving of written nonice.
 



SECTION 6.2. Reoresentatives
 

be

For all purposes relevant to this Agreement, Israel will 


or acting in the Office of Economic
represented by the individual holding 


and A.I.D. will be represented by the individual
 
Minister, Embassy of Israel 


holding or acting in the office of Director, Office of 
Project Development,
 

Bureau for Near East, each ,of whom, by written notice, 
may designate
 

additional representatives for all purposes.
 

with specimen
The names of the representatives of the Israel, 


duly authorized

signatures, will be provided to A.I.D., which may accepz as 


any instrument signed by such representatives in implementation of this
 

receipt of written notice of revocation of their authority.
Agreement, until 


IN WITNESS WHEREOF, Israel and the United States of America,
 

each acting through its duly authorized representative, have caused this
 

of the day and year
and delivered as
Agreement to be signed in their names 


first above written.
 

GOVERNMENT OF EL 

By. 

Title:A 2 ±: 

CA
UNITED A OF A 

tit e: 	 ,c~ing Assts-ar,t " :ir --a", 
3uhreau fr :Iear .as-. 
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CASE TRANSFE 

Listec belo', are, 7irst, sta.u.tory cr4~teria aoUa' ~~'vt:,v
 
oo~a e iir'viaua. fun.: sou-ces: DevelopMent ASSStsarce a-nc uccc:-'c
 

funds. 

A. 	GEN ERA CRIT7Z.IAF.R C%!U y 

1. FAA Sec. 116. Can it be demonstrated It cannot be so demonstrated; The 
* tatcontemolated assistance will directly Department of State has not- so de­

* benefit the needy? If not, nas the 
Department of State determined that this ter!ned.
 
government has engaged in consistent
 
Pattern of gross violations o4 inter­
nationally recognized human rights?
 

2. 	FAA Sec. 4Si. Has it been deterr'inec that
 
tne gove-nment of recioient country has It has not been so determined.
 
failed to take adeouate steos to Drevert
 
narcotics drucs anc other controlled
 
suzstances as efinea cy the Comnre­
hensive CruS Abuse Prevention and Control
 
Act of 1970) produced or Processed, in
 
whole or in Dart, in such country, or
 
transoorted througn such country, from
 
being sold 4ilegally witnin vie juris­

*diction of such country to U.S. ¢overnrent
 
oersonnel or their deoendents, or from
 
entering the U.S. unlawfullv?
 

3. 	 F"" Sec. 62(b', If assistance is to a The Secretary of State has so determine' 
Government, rias te Secretary of State 
ceterined that it is not controlled by 
the international Comunist movement? 

4. 	 FAA Sec. EZO(ci,. If assistance is to Israel is not known to be in violation 
government, is the qovernment liable-as of this section.
 
cebtor or unconditional guarantor on any
 
debt.to a U.S. citizen for coods or
 
services furnisped or ordered where (a)
 
such citizen has exhausted available
 
leaal remeties~and (b)cebt is not denie.
 
or contested by such gove-nment?
 

4A5. 
 F-A Sec. 6 (e',-eI . assistance is to 
' a government, nas i (including governmert Israel is not known to be in violation
 

agencies or sublvislonrs) taken any action of this section.
 
which has the e'fec of nationalizir,
 
exnrooriatln, or ntnerwlse Seizing

ownershi: or control o" orocerty o- ,
 
cItizens or en:ities oenelic4 allv ownec
 
by tne.,without takin. stecs to diScmarqe
 
its oblicatlons *.,ward suCr Cit'.ens c­
entiles?
 

f<)';,',7,l;,; " .i" , D": 7 , 7 

Ii~~i i ]ilii771171...........
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77 FA Zec 3i. s e Iiet cOUjTh
anyl Vway nvojvec ir.(a, subyersio, of, or 
Mili .- ionl 'thi.ey aggres -airs,. te 

States or any: country rece.virng U.' 
assistance, or 	(n)tne planning Sc
such
 
subvers-'q or aacression?
 

8. 	 FAA Sec. 620{j). Has "he country oer­
failed to take adecuaz
rntNed, or 


measures to orevent, tne da7ee or
 
destruction, ty mob action, Of U.S.
 
property?
 
F-A Sec. .620('!. If the courtrj nas
 

faeoi to inst,.ute tne inves5.ent 
guaranty orocram for tne sceci'i: risks 
of eAoropriation, inconvertit-41ty or
 

thE A!D Acrinistrarr,
confiscation, has 

whin the o)ast year :onsered denying-
S 

assistance to sucn governrent,for tnis
 
reason? 


; FAA Sec. 620(o)- 'isner's ?rtective 
.iAct, .,ec Zh .. 

1impsed any penalty or sanction agarst, 
any s.S. f~shing activities in inter­
national waters, 

a. has anv deduction reQuirec by Fisher­

men's Protective Act been made? 


b. has c-mplete jen'al of assistance
 

been considered by .3Acministrator?
 

11.FIA Sec. 62(a), . Sec. 50.(a):s 

tne covernment of the recipjer, country 
in default on interest or ;rincioal of
 

any AID loan to tne count-ry' si) 

on 


country indefault exceeding.one year 


interest or princi~al on UJ.S. loan under
 
Act aoroOriates
program for wfrich AF .
 
earlier disputed,
funds, unless :et-t was 

cure default?
 or appropriate 	ste:s taken to 


^
12 FA Sec.62(s). "*f contemplated. assis-
12..tance i eveiopment loan (including Alli-

security suporting assistance,ance loan.) or 
taken into account thehas the Administrator 

oercentage of the country's budget which is
 

for military expencit,.res, the amount of 
foreignv excnange spent on rnillitary equion­
and the amnoft~soent for tne purchase Or 

(Ansocnisticatec, -weaons systems?" 
a refer to m~erecorca -iaiease 

as
of tne taking~into account,e'g. : "Yeas :..repor.ed' in anrdJai rep;or-t or olefentl 
Of sec.. 620(s). Thilsrecort isprepared 
atthe t~ie ofapproval~oy the Administra­
tor of *the Oera tionalYear Budget, 

B 

rIsrael 4s no, a Counit country

ptovi.ded.Assanace w.11 not be so 

Prsidnt has not determined that 

Israel is engaged in such conduct. 
:
 

"o.
 

There is an investment guaranty program 
between the U.S. and Israel. 

£ 

Israel has not taken any such actions. 

i
 

(a) N~o. r 

(b) No.
 

Yes, as reported in annual report on
 
implementation of Section 620(s).
 

http:repor.ed


__ 

NN'EX B L i. 
o 

SJA12 


Upward cnanges in the Sec. 520(S) factors
 
occuring in the course of the year, of
 
uficient significance to indicate that
 

an affirmative ans-er might need review, :'., 

should still beireporzeo, but the statu­

------- coyheX2Eistwll not nornially be ______
 

preferred v'ehic-le-, O6dQ'oso.
 

13. FAA Sec. 520(-).. Has the ccunty severed 	 ' 

d-Plomatic reiitions with the United No.
 
States? If so, have they been resumed .
 

and, have nei bilateral assistance agree­
ments been negotiated and entered into
 
since such resumption?
 

14; 	 FAA Sec. 620(u). What is the payment T h eto u nwegIre 
status of Cne country's U.,,N. iIsraeIgations ? t es faour knowledgeo, 
If the country is inarrears, were Such is not in arrears in its UN obligations. 
arrearaces taken into account by the AID
 
Administrator in determinirco the current ' '
 

AID 	 OPerational Year ::udcet?.' 

15. 	'FAA Sec. 620OA. Hias the courzry grarntel
 
sanctuary Ifror orosecution to any irdii No.
 
dual 	orgrouo whicn has corrited an act 
of international terrorism? 	 "
 

16. 	 WAA Sec,.666. oes t-e country object,
 
onbasis of race, religion, naticral No.
 
origin or sex, to the presence of any
 
officer or employee of the U.S. there
 
to carry out economic development prccram
 
under F,'.'? 

2 ,. . . . FAA Se--. ,. . c,.utz17. 	 669, 670. .q,
 
a tAu-3, 977, No.
 

2devi. e a*W--L z-.wL 3, 1977 a3.kcuAgh nt 

Is. 	 %AA eCP)l'. .jaS the coluntryi tenie. its
 
citizens :ne rign;l or ooor:unity to No.
 
emicrate?
 

1. Develoon'nt -ssistance Countrv Criterla Not applicable since this is _conc !ic 
Sec. ,a. 1%A 	 "02(c H criteria Support -Fund Assistance.'' 

22 	 !safse~na into accou ' '~been 	 :a<en 
to a3SS5 Conmitment ar~d procress C2 

CCoUnP e!fec iel iri-olylna :re 
2 ocr -n evelcorent,2'n suc inoexes !S:2 f 

()s,-a'f,-;3r ator2 ;n:2,s e 2cr4~­
a eu~ i~a r,al:,' '' K'' 
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foo Prducionandimpovre ms' for

pi inestmcnt. 

( ) I c e sngt henli ac'srole ithe fr 

etst and cags inleaidCwtbenure 
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interventi-oninafar of thr re 
an ndependent,nations,:" 

nd~ ~ ' mi.. ... 

t d. -respect for the rule oS law,e 

~~fed m o ex r s i n a d of the press, 
<.- ::..::. and .recocni zing. the, import.ance of . 

......... . indiv idual freedcom, initiative,, and 

i-!':-'!.:. a::la clea r determination t~o:take effective 

(1)elmakn apropisae eforts toy ince 

(2)Cretn? aoal lmto 

pise Eand ineste:nt. I o 

(3)Icrasin th pb~ic'sanai tro n ther 
naioadevelopmnatpocess.oegoa 

4,cras 

: 
. 

:, 

. 

:. . 
: : 
.::. 

' 

: 
" : ' 

i " . 

- . 

v ! 
: 

. 

i. 
' :, 

' '-" 

. 

. 

.. 
.~ -
: :/ 

. . 

.'_ 

: :; 
.. /~:'' 
-i' - :. 

" ." 
' ' 

' 

" : 
,:.:< : 
. .~ ~:' 

: :::':: 

. ,,.<, 

cutwmncheocountres inis:-h 
i ftod prdcto ar,doimanthe4 ns. 
foodestoaent as sistaibe rn. 

(o hr th n f r self-ihel ':p ITJoro ects fray. : k', +!: ::.; 
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2.Secirit%, S,,::ort "a i5ssitatrceCouentrv
 
riter -,a
 

~ ~~r ~ F-~~ N Procrama;~3~ ~ ~ a ~ ~ ~ ~ o is in accordance wlt'n2erllae: In a 	 Csse:~ter oiyoPoliy of502B.~vio'ations : in-.ernatora*y recognize~s ____ 

nc
 
with P01i cy of tri's Sec*.ir.?
 

icc orat? nc e -----------­

b, FAA Se':. 531 , Is tne Assilstance to Israel is a friendly country.4
be furnisnei .to a friend',y :ountry,
organization, or tcdy elioible to * 

S receive assistance? . 

c. 	 FAA Sez. 3lZ. Ua-Lz.nt7jce Not applicable. 
rner..t~SperCc Re 	 :ibZzq 

d jawd )Ie.atd-, to .th z 

,Gi Not 

be grantEc so :nat sale -,roce,,cs will accrije
 
to the recipi 'ert courntry, have Scecial
 
Account (counterpart) arrargemrts teen
 

d. FAA Sec, 6C9. r z:-ci :es are to applicable. 

A::ASe. O3e-. JiNo 

t.j.CVL 	 Se .aJvlea.30,-U73 . -

NO.
 

FAA~~~ Se.C'13.-~ 

2 II 



C.Annex C2 

W 1VEMBASSY OF ISRAEL snvnrte 
WASHINGTON, 0. C.o L­

u~ t 44 our .on.ersations on ,t s~to4 aV~Ypoton~o Vour 4!
: %*44 

Mr. Joseph C. Wheeler
 

S Assistant Administrator for Near East
 

AID 

4W Department of State
 

Washington D.C. 20520 


Dear Mr. Wheeler, 

Pursuant to our conversations on the shift of a portion of your 

Government's economic assistance to Israel from a commodity
 

import program (CIP) to one of cash transfer, and the concerns
 
, , 

-youraised about the possible impact of such a change on~the 

level of U.S. exports to Israel and access to Israeli markets 

by U.S. firms, my Government wishes to assure you that it will 

take all necessary steps to ensure that, during U.S. fiscal 

year 1979, the dollar level of Israel's non-defense imports 

the United States will be at least equal to the level of
I, -from 

U.S. economic assistance obligations during that year, and
 

that U.S. suppliers will not be disadvantaged by the termination
 

of the CIP.
 

We have considered what steps w-ill be necessary to fulfill these 

4.. and have reached certain decisions. For example,.+..,commitments 


wvith respect to Israeli Government procurement of large capital ' 

equipment items which U.S. suppliers might furnish, 'special
 

K' will be taken as necessary to assure that they can
,~measures 


compete on terms at least as favorable as those offered by 

prosetv third cout'y uuppliers. Additionallvth Go7ernment'W, 

of Israeli has decided to-contiLnue importing from th'eUnite4d Statesrt
 

cor, sobeaispand other igricultural 'produ,cts purchasedt
veai 


on goenet con 'atLeSVls' approximating those of the 'past< 

few yearst rth dike allowance 'for 4Israel4'irequire~ments~ for 

2 
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'such goods and capacity to store them. Regarding the carriage
 

of goods imported from the United States, my government wrill
 

continue to follow present procedures forbulk sh.pmentp of
 

grain on dry bulk carriers, As you know, these procedures
 

were worked out with A.I.D and the Maritime Administration
 

with a view toward assuring a fair share of the market for 

American carriers.
 

In the summer of 1979, the Israeli Government will undertLke a 

review of experience undiqr the cash transfer procedures. A 

report of our findings will be provided to the United States 

by September 1, 1979.
 

My government anticipates an increase in the level of non-defense
 

imports from the United States, and is prepared to discuss with
 

;appropriate U.S. Government officials what reasonable steps it 


could take to make American sources of supply more attractive
 

to Israeli importers.
 

I ~ncer ly yours, 

Dr' ivi Dinstein 

Ecol mic Minister 

Ai
 


