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PREFACE

The Foreign Assistance and Related Programs Act, 1980 {The Appropriation
Act) under consideration by Congress would provide for an Economic Support
Fund (ESF) Cash Transfar in the amount of $785 million for Israel. OFf this
amount, $260 million and 3525 million are to be provided on a loan and
grant basis respectively,

Pendirg consideration of the Appropriations Act, the Congress passed a
Continuing Resolution authorizing otligations by A.1.D. for "Continuing
Projects or Activities." The Resoluticn was erfective October 12, 1979 and
axtends tharougn Mevembar 20, 1979, or until the Appronriations Act is
enacted, wnichever first occurs.

ine follcwing 7Y 1880 Procram Assistancs Piper arovides the justification
for the 3725 million package. e propose that the full amount of the Cash
Transtar be aporoved. Eowever, we propcse that only the same amount
ocligated in the First Quarter of FY 197% for the same ourpose - 35200
i1Tion 7335 million loan and $135 grant) - be obligatad now oursuant to
the Continuing Resolution covering F( 19230 funding with disbursement upon
zxecution of the Joan/grant agresment and satisfaction of Conditions
Precadent. A draft loan/grant agreement for the $200 million is included
s Annex A.

de propese that at such time as the Appropriation Act is passed the
oan/grant zgreement be amended to permit obligation of the remaining $585
million and disbursement thereaftar of $195 million (365 million loan and
S120 million grant) on December 28, 1979 and April 1, 1980 and July 1,

-~

1980. A draft of the prorosed amendment is included as Annex F.

Program Assistance Zommittee

NE/PD: O, 5. Mackell
NE/EDI/I: R, Migheloff
GC/NE: S. Carlson
NE/OP: S. Chernenkoff
R/CM/NE: R, T. Looper

[Chairnerson)
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L. POLITICAL AND £CCHCMIC CONSIDERATIONS

Israel's nolitical and eccnomic stabi]it/ have been desmed essential
L0 acnisaving a coTprenensiva pzace in the Middle E£ast. U.S. assistance
orograms, hcth military anc sconomic, tangibly reflect U.S. support and
nelo givs Israel tns contficence it ne:ds to tikz th2 risks necessary to
reach a peiacs seaitiement with its Arap neigrbors. The U.S. Economic
Support Fund [E5F) directly supports Israel's civilian economy, and heips
[srzel to manage its large tilance of payments currant account deficit.

A, Recant Backaround

Since its incepticn, Israsl has had to strugg’s with tne problem of
Timited resourcss., This cna]]enﬂe bacame pzarticularly acute in the mid-
7)'s 3s 2 result of its burgeJn1no cefanse expenditures; wcrldwide price
inTiation, 3nc =aconcmic re acassion in countries with which Israel trades.
AS & consejuenca, Israsl Secame cependaent upon larce capitel and aid in-
fiows t2 mest its financial deficit. .S, assistanca rose te 52.5 billion
in FY 1376 ang the transition guarter., Israsl's shori-term debt spiraled
neariy fourTald from its pre-1973 level of 320C million. ™edium and long
farmoZent graw 17 22rcant in tne period between lanuary 1972 and the end
cf 1278,

AS 2 result of: (1) Government-imposed austerity measures designed
in part to curt import zemard, (2) rapid growth in axport receipts, (3)
U.S. assistance and {4) privata resource transfers, Israel's btalance of

oa/menus picture showed markad improvement in 1976 and 1977. Thus, the
trade {goods and ssrvices) deficit declined from 34,1 Hillion in 1975 to
52.0 5illion in 1977. In the latter year, Israel's civilian balance of
payments was in surplus by over 3400 million despite the fact that borrow-
ing on commercial terms was much raducsd from the level of the nravious
L Tust be ad c, newevar, that these improvements were achisved at
o economic stagnation. The Gross National Prcduct
nt in 1276 3ng 1.J percent in 1977, i.2.,by less than
o]

ata 1377, the Govarrment of lsracl nad come to 7eel that Israel
f oavmen*s problem was under control, and that accordingly
2ly turn its attanticn 0 the problem of stimulating 2 more
ecenomic growth, It expected that much of the impetus for
cme frcm a continued bucyancy of axports. Tnus, it 4id not a
sericus, advarse impact on the balance of pavments.

-n furtherance o7 its growtn ob
tisnt menetary and fiscal ooliciss of
reversal of the stsep downward trenag in
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ich tock 2lacs 77 and a sharp rise in private and pub1ic

19
economic growth accelaratad te 4.7 percent in

the pace of :connﬂic zctivity quickened, Israel rapidly ap-
ilization of resources. Inflationary pressures -- which
ince the 1973 war despite a slack economy -- intensified.
tne cost of living index rose by abcut 50 percent.

3. Current Situation

The rite of increase in the pr1ce level has continued to increase in
] v the snarp increase in the prices wnhich Isras] must pay for

~.1

[
o)
1 and continued comestic economic =xpansion in the 4 to 5
per annum range in rthe face of full zmployment. It is likely that
ion will be zbout 30-920 percent for 19379,

ated with the recdepnioyment in the llegev of

£ urrently in the Sinai Peninsula car-

t rheating an =concmy wnich already has

ng up r.e rate of inflation to still higher
%

"'Sc,
s }
w
an

L that a3 substantial part of the work
nce from the Unitad States and actual-
ials and foreign labor.

The upsurge in economic growth in 1973 and 1979 has also contributed
detarioration in the current account or the balance of payments. In

73 tne goods and services deficit rose to $3.4 billion (from a 32.6
1]

ion level in 1977). A further deterioration in 1879 is likely.

ne L.S. Government centinues to sponsor 2 broad program of assis-

nce in resgens2 to Israsli z2cencmic raguirs wents. In acdition to the

romic Suppori Fund grogram, econcmic 2id to Israel in FY 127% included

iatirely small amounts of 2L 480 Title I, immigrant assistance, and
10 HA) contributions.

1/
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ine incrzase in public consumotion {actually 2 reversal of real declines

ich took olace in 1976 and 1977) is largely accounted for by a 10 percant

crezse in detense imports /in re2al terms)., We presume that factors other

nan the Gevernment's resolve to oromots more riapid econemic growth
imp

jursd orominentiy in cetarmining the lavel of these imports.

dnies

[£4]

1 curtails activity in other zccraomic sectors,
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IT. U.S. ECONCHIC ASSISTANCE PRCGRAM

A. Recant Zconomic 2rograms

fiscal y2ar 1972, AID has bean providing assistance from
port Fund 3/{grants and loans) to finance non-defanse
5 and to meet Israel's needs for cash. [nitially,
airly modest (380 million in FY 1972, FY 1973 and FY
97C, tney had increased to 3700 million in response to

ccnomic preblems -- a 3538 million CIP loan and grant
O millien cash grant. The following year the program
ion, of which $300 million was in the form of a cash
.f 1373 it was increased to $785 million -- 3455 millien in
itoort financing and a $300 million cash grant. Since FY 1976,
tely twe-thirds of the ESF program has been provided on a grant
the remainder has been ¢cn concessional lcan tarms,

the zZconomic Sup
commedity import
obligaticns we
1974). Sy ry

vir
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The program lavel rzmainad at 3725 =million. Kowever, the na-
ture of tne oregram changsd in that, for the first time, the total amount
was orovided ~s 3 casn transfar, |h° ccnmodxty import financing element
was eliminated to allzviate difficulties wnich the Government of Israel
Hﬂu DnCﬂun.:rud in utilizing availasle funds. ©Despits the high veolume of
T J non-military imports from the United States -- 3900 million to
illicn 3 y=ar for the past few years -- Isrzel had considerabie
ty in collecting the necessary documentation on a sufficient

transactions to ensure timely disbursement of all available CIP
unds. Tne problem arose bescause of Israel's traditicnal lack of
government control over private sector transactions. The result was that
undisbursaed CI? Funds totaled approximately $300 million as of September
30, 197%.
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g mletely cash transfer £SF pro-
nt tad its concerns that the snift
not impact adversely on vel of Israsl imports from the
U.S., or disadvantica U. ms of their access to Israeli
markets., The Government ed that it understood our con-
cerns, and orovided written assurances covering both points.

In addition to ESF, the U.S. has been providing PL 430 Title I

food for several years and has authorized several housing guavantes pro-
irams.  ‘Under other 1egis1ation issistance has oszen orovided to help
Israel sattle new immigrants from the Soviet Unicn and other countries.
Juring FY 1375, a 320 =illion crant for 2 Joint U.S.-Israel Desalinatio
Prciect was oblicatsd; the 2ngineering dz2sian For the project s ne]’
andarway, «ith sita oreciration virtua Y1y completz and oarocurement of
materizals ino sguioment uncerway.

he f3ilowing zmounts oF military issistance have Sesn ore-
gl FYOIETa, I3 aiilien; TR, 3200 milliong FVY 1877, FY 137Z, and Y
SFE05l il I i o23cn vsar,
S/ ForTEr Ty l2curiiy Iuotorting Assistance



3. Y 1980 ZCONOMIC PROGRAM

For FY 1930, Congress has under consideration an appropriation
755 million for the Econcmic Support Fund. The two-thirds Grant/one-
~d Loan ratio of the past few years will be maintained.

As in FY 19 79, the entire FY 1920 program will be in the form of
a casn transfer. Tre change made in FY 1979 in the form of the program -
trom CIP to cash transfer - was to 3illeviate difficulties which the Govern-
ment of Is-ael h=o encountered in ut1]1z1ng available CIP funds. ‘When
Israel shiftad to 311 cash transfar in FY 1979 the undisbursed balance in
CiP tunds was 3201.2 million which was disbursed in the first 9 months of
1979,

Prior to the suift in FY 1979 to a completely cash transfer ESF
pregram AID noted its concerns in discussions with the GOI that the shift
not imorct adversely on the agaregate level of Israel imports from the
U.S., or disadventage U.S. firms in terms of their access to Israeli
“_r\,ts Tnhe G0T indicated its understanding of the concerns and provided
written assurances covoring these points {Annex C). The GOI undertook a
reviaw, in the summer of 1979, of the exparience under the cash transfar
nroc::u"cs and sutmitted 2 report of its findings in an October 2, 1979
12ttar {Annex J). These findings ars addressed in Section IV A below.

For tne FY 1980 cash transfar ESF program the conc:rns of AID
remain the same, and the GO! has again given its written assurances con-
cerning these points [{Annex £} indicating that the GOI will undertake
anotner review of axperience under the cash transfer procedures providing
a report of findings to the U.S. by September 1, 1980,

In add1b.on to the ESF proaram, Israel is expected to receive S1
million in Pl 480 Title I assistance in fY 1980.

[TI. LOAN AND GRANT JUSTIFICATION

cconemic Suppert Fund assistance has been a xey factor in enabling
Israel to maintain economic stability. In order to maintain economic
stability, Israel must run a civilian trade deficit of $1.5 - 2 billion.
[ts civiiian sector financing shortfall was about 32.2 billion in 1977 and
§2.9 billion in 1978, Qver the past few years, approximataly one-half of
th1s amount was covered oy private transfers from abroad. The remainder
was tTinanced by revenues realized frem bond issues, commercial borrowing
and U.S. 2coneomic assistance. 1/

The accal e ation in fhe arowth rate of the Israeli sconomy which
beqan in 18772, ile obviously welcome, adds to the need for imports and
4/ Forefgn invesiment in Israel has rot b-.n significant in the nost-1973
2ariza.,  Naverthzizsss, it has bean increzsing ind mav bYecocme an important
Facior in oy2irs o occme
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thus creztes additional financing difficultiss. OF cource, strengthening
tne sconomy aiso makes it possinle for Israel to cover more of her Financ-
ing reguirements by borrowing on acncencassional tarms.

The loan and zrant cash transfer orogram oroposed herain will assist
[srael by oroviaing foreign 2xchang2 neeced to help mest the country's
civilian foreign exchange financing raquirements.

A. Salance of Pavments

Follcwing the 1973 war, world recession, dramatic increases in
imort prices {par *1cu1=r1j for petroleum procucts) and the need to rearm
combinec to strixs an economically devastating bHlow to a society that had
b:on accustomed to steady growth, stabiiity and general improvement in the

ality of 1if=,

32vond the psychological and emotional impairment axnerienced
; 17w o

Sy many israslis 7o ving the 1973 Israsl-Arit war, th2 financial costs of
reniacing znd ;ogradin; a ﬂodern, n1gh tachnology military inventory posad
sericus priblems of rescurce zllocation and asility *o Day. ine nilita ary
¢rain cn the civilian ec nomj was staggaring “n farms of both human and
Tinancial rescurces. In recent y2ars defanse expendituras have ciaimed 30
te 25 percent of the national budget and 15 to 20 percent of the total
resources zvailabls to the economy,

Coupiad with substantial diversion of resources to defanse, the
praosperity of the civilian 2conomy was further undermined by the genera]
slowdown of the werld economy in 1974 and 1975 anu a surge in 0il prices.
These tactors led to a massive trade deficit in 1975 of 34 bi 11ion, while
sconomic 2raowtn came to a virtual standstill.

ine worsening balance of oaymentis became the swincip91 focus of

Jecision makars and orompt ed the 500 to introduce policiss ultimately
cesigned to slacken demand for imports and stitulate areduction Far ex-
pert.  Cevaluation and economic slowdown were seiscted as <he princ ipal
mocalities to arrast the navments deficit. Addition2ily =xoort profit-
ability was =2nhancsd by subsidies, specizl investment incentives 2nd
Tiberal credit.

In November 1373, Israel anncunced 2 43 gercent devaluation.
Subsequently, monthly mini-devaluations were utilized to een Israeli ex-
soris competitive in internaticnal markets (Zsspita nign rztss of infla-
tizn® and to curdb nen- os:en*iaT imoorts., other soecific austerity
mezsyres :3xen inciuced raising prlc s 37 SuDS’diZEd acogs < inc’ uaiqg such
Issentials as braad, milk, 2ng 222st, incraising taxes o vary hizh jevals,
iNC relucing real ,uo1<b consumpticn,

sn 1275 3ng ozgatin dn 1377, sicnificant oradrass 43S macs Towars
Ine 2227 o7 resstaclishing Zalapce of oayments 2guilisriym,  The 1ceds ind
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services cdericit which nad reached 32 billion in 1275 was recuced to $2.5
billion in 1977, ‘orz irportantly in terms of assessing the need for
concessional 7Financing, the civilian financina requirament 5/ dropped by
over 3300 millicn to 2 1277 level of 32.2 billion. These changas were th2
result of 2 substantial increase in total exports (43 parcant over tre two
year pariod) and ruch slcwer growth (12 percent) in non-defense imports.
In 1978, the current account of the balance of payments took a
turn for the worse, with the goods and services deficit rising to 33.4
billion, an increase of over $800 million. Almost two-thirds of the
increase resultad from a 30 percent surge in military imwports. 6/ The
acczleration in the pace of economic activity which took place in 1873 also
contributed to the detarioration as non-defense imports rose by 12.7
percant in rezl tarms (13 oerzent overall). On the other hand, export
arowth -- alc h still impressive due to favorable price movaments,
particuiarly for diamonds -- declined from 24 percent in 1977 to 17.3
percent in 1973, In the latter year, real arowth droooed to 2.8 percent as
cucyint Jdomestic demand coupled with declining export profitability
1ncucsd some producers to sniftzheir focus to the [sraeli market,
an financing requirsment r=ached $2.9 5illion in
i 1 n the previous year. MNevertheless, Israel had
acting the necessary financing as evidenced by
change reserves increased by approximately $1

7
=

37—

1Mizn., 1 tion to traditional sourcec uf financing, i.e. private
nsters from abroad, sale of bonds, medium and long-term borrowing on
mmercial markets, and -- to a lesser sxtent -- foreign investment, Israel
atiracted a large vclume of short-term funds in the latter part of
and beginning of 1979 as Israelis borrowed abroad to circumvent domes-
credit restrictions imnosed to moderats inflation and foreigners were
ractad by relatively nigh Isriaeli intarest rates., 7/
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on the basis of orzliminary data far the First part of 1979, it

C2ars ihat Israel's non-defanse, merchandisz trace Jeficit i
:nificantly. Zxports for the first 2ight menths of the year inc
.4 nercent in tarms of current dollar value, a charo reduction from the
.2 percent rate achieved during 1275. Tre chi
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, =7 protlem has been a
ecline in the value of nolished diamond exports. Otner sxport indu.tries

L NI -2 v
~3

5/ Civilian trade qap (goods and services) plus =xtsrnal cebt maturities,

T necsassarily made when
antirely suitable for
1 Tinancial acsition.

6/ Sincz payments for FMS financ
the cocds arriva in Isriaal, th
2ss2s37ng the impact af isports on s

3 zcung in tne ¥
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have pertormed well. The metals, machinery and electronics sactor has heen
particulariy strong. wem*cals plastics and agricultural products have
also shcwn impressive grov

On the other hend, non-defzanse imports grew by 24.4 percent
during tha first nalf of 1079 r°1at1va to the corresponding period 1n 1978,
Excluding diamonos, the import of which fell percipit:usly during the
first months oF 1979 135 the industry worked off invent-ries at a time of
sluggish demand, imports were up by 40.4 percant. Al] sectors {diamonds
being the °xcaot1on), i.e. consumer goods, production inputs and
investment goods, shcwed sizeable increases. Strong domestic demand

counled with surging oil prices ara the principal contributing factors.

Overall, the merchandise deficit for the January to June 1979

periad increasad 5y 43,5 nercent over the same months of the pravious year

Capital account data for 1979 are sketchy and information about
privite unilataral transfers is not yst available. Neverthelsss, sirnce
foreign exchange r eservcs increased b/ =po“0K1ﬂate1/ 5300 million during
the Tirst quartar of this vear, it is clear that these inflows were more
than sufficient to ffset tne growing trade deficit.

in the immediate future, the balance of nayments outlook ic
clouded by factors which are difficult to predict. Thus, for instance,
doth exporis and imports will continue to 5e influenced in the coming
montns by the rate of change in the exchange rate relative to increases in
domestic cests. Towards :he end of 1973 and the first part of 1979 short-
term capital inflows sustained the value of the Israeli pound, thus cheap-
ening imports and 2roding the profitability of exports. Although the pound
nas depreciataed more r=o1d1y in recent months, exports are still not as
profitabia as they were 1 year ago.

inother factor which may be impacting adversely on the current
account is a shor tage of labor. The surge in 2conomic activity in 1978
2liminatad virctually all unemplovment. MNew demands imposed on the aconomy
0y the Sinai redeployment may induce some shift ing of labor away from
axport-orientad industries. It may also erenthen overall demand, in-
cluding demand for importsd goods and services.

Serhaps the most important factor imoacLing upon tne balance of
pajments cutcome is and will be the Government of Israel's response to
increasing inflation and a arowing trade daficit. The ¢ -iming and nature of
meisures which it decides to “ak2 to reduca the level of aggregate demand
are particuiarly important in a rasource-noor country liks Israsl which
TUsT import many oroductive inputs and investment goods in order to sustain
tne momantum of its acmestic sconcmy.



In summary, the 2conomic measures taken by Israel in the years
immediately aftar the 1973 war which were designed to curb import demand
and stimulate export growth wers remarkably successful. Renewed emphasis
on gcormic growth during the past two vears, tocether with the surge in oil
prices and the reguirements of the Sinai redeplovment nave reinforcad
intlationary zrassurss and contributad to a deteriorztion in the balance
of payments current acccunt. So far, increasing unilateral transfers and
capital imports {including U.S. aid) have more than offset the current
account deficit, resulting in an incresase in reserves to comfortable
lavels. Whether or not the current account deficit deteriorates further
will depend in part on factors which are difficult to project, e.q.
competitiveness of axports and imports and aiso on the degree to which
govarnmantal policy suoports or restrains rapid economic growth.

The following table sets forth estimates of Israel's 1978 civilian balance
of pavments accounts.

[SRAEL: CIVILIAN BALANCE OF FAYMENTS

CY 1878
(Millions of US $)

A. Financing Requirements

Imports (civil only) -3,432
Exports 6,644
External Debt Maturities - 987

Subtotal -2,775

3. Sources of Finances

Unilateral Transfers 1,276

Net Foreign Invastment 180

Bond 3orrowing 400

Long and Medium Term Loans 360

Total Sources 2,71¢

€. Financing Gap 29
J. J.S. Economic Assistance 357

(R3]

- . o -
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3. Jeat Service

Isragl's Forzign debt incressad by 14 percent in 1972 to a leve
of 512.2 billian. This raoressnts 2 decline in the ratz of increase fror
e pasi tTew y2irs, chever, tne Government of Isras) currantiys astimatss
that sutstanding forsign cest will reach 312.2 5i1lien by the and orf 1979,
up 17 percant frem the previous year.

whiie the averall amount owsd continuss to rise, Lhe Sovernment
of Israzl his succaeded in imoroving the term structure of its debt. This
improvamant zrrestad 2 TSLurHInE trancd which saw snort-terr debt rise
Trom 2.7 oarcent of total foraign debt in 1973 o0 12.2 percent in 1975, At
3227 willion 2t fra end of 197%, shori-tarm ¢abt was equal to about 84
sercant o7 Israzl's forzign exchange reservas. 3y the end of 1373 it had
declinzd 1ty 3 narcant of the total, 2qual to 37 nercant of raserves.

A largs gortion of [sraal's foreign <ebt consists o long-term
CCitgitions of tns Israzeli Government. uch of it is owed to Israeli bond
ACid2rs anl the U.S. Covarnment, =nc s on tar 1< not avzilibls from
commarcial landsers, Th2 4.5, Governmer:i is now Isriel’s oiggsst creditor,
Wwith outstancing Tsans of approximataly 35.5 b1111on. Israel tond cblig-
3tions cuistancing are cvar 32.5 b1?110n, about 19 percent of total debt.

[srael's future economic prosoects appear to be Favorable and,
thus, the prospects for rapayment of the 3260 million loan apnear reasen-
able.

cariisr this year, Congress, in authorizing 3 $2.2 billien sup-
olemental ~MS orcgram to assist Israel meet the costs of recepioyment of
military tacilitiss in the Sinai, tcok note of Israel's debt burcden and
Arote into the lzgislation a2 orovision r2guiring the Zxscutive 3ranch to
sutmit 3 report 5y Jznuary 15, 1530 and innually tharsatier which will
examine previiling 2conomic conditicns n Israel as tney afiact its abi-
11ty 0 sarvice the dedbt whicn it would UnCEertike 2s 2 consequence of the

ppiement2i orogran. It is hignly un|1kely that that report will r2ach a
cenclusion which contradicts that of the preceding paragrapn.
C. Loan Terms

)
¢4
ct

T erms recommended are 10 years maturity including a 10 vear
drice d2rioc on raoayment of orincical with 2 2 oercant interest rata
during tne srace oferiod and 2 dercant ther2arcap, The Y 1320 2pprooria-

a oy

tions Act 2ees 107t contain cail ngs or 1111t:::ons on ZSF loan tarms.
.nlic2 Jevelcoment Assistance iCCounts, whare Joan terms 1ays
2220 Tink2C T fne o2er c2a0iia 3P oF racimiant countrtes, Tine Zxec.tive
Iranch a3s mifntained fhat the Midgla Tact sauntriasg fZaypt, Israel,
Jorzir, znz Iwriat for oolitical r2asons Sa iccorded enual tarms,  The
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Sxecutive 3rzncn nas traditionally givan AID's most concessicnal tarms to
the Micdls Zast countries, =zxcent wnere Jlzgislaticn requirs d surictar
tarms, ind tne tarms recormencded for the lcan portion of the Israel casn
transvar progriam are consistsnt with this practice.

Ty, w0an 2nd arzaint Administrztion

A Procedures

Pricr to FY 1979, AID provided both commodity import financing
and cash grants for Israel. The CIP was on a reimbursable basis. To
¢b.ain reimoursement, the Government cof Israsl sybmitted to AID certain
documentation evidencing the foreiin exchance costs of the eligible im-
nortad cormocities. Such Zdocumentation tecame an acministrative burden to
AE and the GOl in accounting for privats sector procurement under the CIP,
tar the GOI further relaxed its internal sconomic contro]s.

sarious lac in the ratz of expenditur2 of available CIP
rfarec witn achievement of the purposes of the assistance,
'nance a 2alance of payments deficit. To alleviate this
tiken to srovide all econcmic assistance [PL 480

ransfer basis Tirked at the agaregate level

{1 -
M

Tne Gavernment of Israel agreed with this approach and assured
AID, in 2 letter dated August 19, 107” that it would take all necessary
stens to ensure, during U.S. FY 197 g, that tne dollar level of Israel's
nen-detanse imports from the United Statas would be at Tleast equal to the
level of U.S. =conomic assistance obligaticns (sstimated at approximately
5750 million), and that J.S. suopliars would not be disadvantaged by the
termination of the CIP. ({Se2 Annax C).

garding Israeli Govarnment procurement of large capital

zquioment items which U.S. suoplisrs mignt furnisn, we war2 assured that
specizl measures would be taksn by the G0l as necsssary to assurs that U.S.
sugcpifars could compete on tarms 3t least as favorable as those offered by
prospective third country suoplizars. Additionally, the GOl agread to
continue imperting from the U.S., corn, wheat, sovbeans and other agricul-

turai products purchased on governme nt account at levels aporoximating
thos2 of the past faw years, with due allowancs for Israel's requirements

’

for such coods and capacity to stcre them.

soncarning the transportation of goods importad from the U.S.,
ave assurances that it would continua to f-]]ow presant procadures
snioments of arzin on ary-tuik Zarriers., Thesa orocadures wers
t with G607, AID and Maritime Administriticn oarticination %o

share OF the markst for American carriars,
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sutmer of 1979, the Israeli Governrent undertoox an
ence with U.S, imports under the casn transfer oroce-
7o indinc

inaiysis of
s was prasented to AID in 3 GOI letter of

*u“es Ars
Uctcter Z, &
From the oartizl yzar “z2ta of Isr2el': imports from o2 U.S.,
0 the Cctober 2, 1973 1etter, and which hava been
De artment of Cormerce, it is reasconable to conc]ude
anse imports from the J.S. were at least egqual to
c assistance obligatad during FY 1579; (2) Israel
corn, wheat, soybeans, and other 3agricultural pro-
cn GOI account at levels aporcximating those of the past
S. exportars were not disadvantaged by the shift to a
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f grain, the following
Supoly Mission [ISM),

— o

accapt arertarrsd tonnage, the [SM s
S as rﬂqu:nt]y as necessary., How-
nent rriar ea uirements have nct been met
t1a ion, [SH /1]1 issue 3 freight tender during the first seven
month, AID will be advised of 15>J=ncc of the tender and will
¢ obctain MARAD's concurrence on fairness ana reasonableness of
S will be expected to accept all U.S. tonnage

2ir and reascnable ratas,
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2z¢ch shipoping month, ISM will submit a detailed
xnolanation of any discrepancy. Also, ISM will
i iading for sach J.S. 7lag vessel accepted. After
confirm its acceptence of [SM's reseort in writing.

g
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assed the 4.5, market in zn
nas monit d this nreccecure
ael is accaoting all U.S.
tes. The GOI, in a letter

7 1€80 that it mede in FY

GCI will undertakes another revisw of
ncedures ind repert Tindings to the

srael =nd implementaticn and ™
e the responsibility of AID's ‘e
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3. iJtilization of Previous CIP and Prasent ESF Assistance

From FY 1975 thrcugn FY 1
billion in ESF {formerly SSA) a
of FY 1979,

FY 1975 through FY 197.
(Billions of Dollars)

Commodity Import:

Grant: $1.1
Loan: .755
Program Cash Transfer:
Grant: 1.290
Loan: .260
TOTAL $3.405

979 AID has made available to the GOI $3.4
nd it has all been disbursed as of the end

C. FY 1980 Prcaram Cash Transfer Obligation and Disbursement

The obligations in the

loan/grant agreements and A.1.D.

's release of

the proceeds of the FY 1980 ESF Program Cash Transfer loan/grant will be as

follows:
1. 3200 million {365 million loan and 3135 million
to the Centinuing Resolution, upon execution of
agreement and satisfaction of Conditions Precadent,

to the Approporiations Act
basis (December 28, 1979, and April
execution of an  amendment to the
satisfaction of Conditions Precedent.

1920,
loan/grant

V. RECOMMENDATION

[t is recommended that the
Israel be authorized -- program cash loan,
grant 3325 miliion -- on the following terms:

A.  Loan Interest and Terms of Rapayment

ne 3orrower shall renay the lcan
u:tn n forty 140)

I vears frem tne date orf the “irst
loan, inciuding 31 grace perind of not to axcesd

snall pay 312 Gn Unitad Statss Jollars interest on the

ten {10} years,
total

grant) pursuant
the Tloan/grant
and

2, 3585 million {3195 million loan and $390 million grant) pursuant
when acted on by Congrsss,
ind July 1,

on a quarterly
1980) after
agreement and

following financing for the State of
$260 million and a program cash

to0 AID in Unitad States Dollars
disbursement under the

3orrower
loan 3t =he

ritz ST two 23rcant (I%) 2er annum during the arace neriod _nd tnres

- g [ v - &~ -~ - ‘ AP -~ -
J2rcent % TAr annum thereatiar on the outstanding disbursad kBalince of
the 12z2n ard onoany Zus anc unpaid intarast
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3. Other Terms and Conditions

1. A.I.D. will release the proceeds of the £SF Program Cash Transfer
loan/grant as follcws:

a. 5200 million (365 million loan and 3135 million grant) pursuant
to the Continuing Resolution, upon exectuion of the loan/grant
Agreement and satisfaction of Conditions Precedent, and

b. 8585 million (3195 million loan and $390 million grant) pursuant
to the Appropriations Act when acted on by Congress on a quarterly
basis after exectuion of an amendment to the loan/grant agreement
and satisfaction of Conditions Precedent. Disbursement of 35195
million (365 million loan and $130 million grant) will be made on
December 28, 1979 and April 1, 1980 and July 1, 1980.

¢. The loan and grant shall be subject to other terms and conditions
as A.1.D. may dezm advisable.

C. Disbursement

The assistance will be disbursed as outlined in 8.1 above.
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AGREEMENT
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BETWEEN

THE GOVERNMENT OF ISRAEL
and

THE GOVIRNMENT OF THE UNITED STATES OF AMERICA

THE AGENCY FOR INTERNATICNAL DEVELOPMENT
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AGREEMENT, dated the /&5 ™ day of Novembder, 1979
between the CGovernment of Israel ("Israel") and the Government
of the United States of America, acting through the Agency
for International Development ("A.I.D."), together referred
0 as the "Parties".

WHEIREAS, A.I.D. intends to provide a total of

Seven Hundrad EZichtv-five Million United States Dollars

(S785,000,000) as cash assistance to Israel cduring Fiscal

=
L2

vear 1983, suzject to the funds being mace avalils

[0}
[9)

v

the Congress andé the mutual agreement of the Parties to

WEZIREA

[€)]

, Congress has not made the entire amount

such funds available at this time,

o
"

NOW THEREFORE, the Parties hereto agree as follows:
ARTICLE 1

The Assist

f

nce

To support the econcmic and political ztability

{n

w

0f Israel, A.I.D., pursuant to the Foreign Assistance Act

of 1961, as amended, agrees to c¢rant to Israel under the

Sive Milliosn United 3States Dcllzzs (S132,000C,3020) (the
"Gran-"' andé o lend Lo Israel under the terms < fhis
Agreement ncost sC 2xceed Sixcv-Iivae Million Unlzad Z:tatss
Dclizrs 387,300,307 (zhe "Lcan"l.



aggregate amount of disbursements under the

Loan is raferred to as "Principal. The Loan and Grant
togethar are referred to as the "issistance”.
ARTICLE I1I
Loan Terms
SECTION 2.1. Interest
Israel will pay to A.I.D. interest which will
accrue at the rate of two percent (2%) per annum for ten
years following the date of the Zirst Z2isbursamsnt of the
Loan and at the rate of three percent (3%) 2er annum thereafter

on the outstanding balance of the Principal and on any

d interest.

[

due anc unpa

will accrue from the Qdate (as defined in Section 4

)

Interest on the outstanding balance

each respecti
basis of a 385-¢dav year. Interest
installments beginning no later th
the first distursement of the Lcan
to specified by A.I.D.
SZCTION 2.2. Rapavmen*
Israel will repav to A.I
the Loan within forty (40) vears ¢
distursemeni: ¢ the Loan in s!
°of Princizal and inter=ss., The £
undsr the Lcan will e zavadbla nin
alftar tn2 Zatz cn whizh zhz firz-
Loan 13 du2 in accerdance with 3an

i

11 be payable

. 2)

i

of

ve disbursement, and will be computed on the

n semiannual

an six (6) months after
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A.I.D. will provicde Israel with amortization schadules
in accordance with thnis Section after final disbursement
under the Loan.

SECTION 2.3. Apvlication, Currencvy and Place
of Pavment

All payments of interest and Principal hereunder

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

Xxcept as A.I.D. may otherwise specify in

O
e
g
L |
bes
3
0
4
‘0
\1]
[
tr3

—

will be macde to the Controller, Qffice

x,
LA
-
tr
‘e
jod |
§e]
-3
(a
0]

of Financial Management, Acency for Intesrnational Develorment,

washingtcn, D.C. 20323, and wili te deemed made when rec
by the QOffice of Financial Management.

SECTION 2.4. Prepavment

Uocn pavment of all interest and any refunds

then due, Israel may precvav, without penalty, all or any

zart of the Princiral. Unless A,I.D. otherwise agrees
in writing, any such oSrerayment will be applied to the
installments of Principal in the inverse order of thelr
maturity.

SECTICN 2.3 Rerecgo:iation oI Terms

fa) Israel 2nc¢ A.I.D. agree t2 negctiats, at
such time cr times as z2i:zher mav rsguest, =n accelaracion
2% tha regavman: oI the Lcan in the avent thast thers L3
znv 3izniiizan: and zortinuing improwvement 1o the Intarna
and 2xz2:mal 22oncmic ang financizl Tesizicn and TrosTec:
2% Isczel wolizn 2nazls 13722l o repev tne Loan on 2 shor

w
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(d) Any raguest by Israel or A.I.D., to so negotiate

o

will be macde pursuant to Section 5.1, and will give the
name and acddr=2ss of the perscn or persons who will represent
the reguesting Party in such negotiations.

(c) Within thirty (30) days after delivery of
a request to negotiate, the requested Party will communicate
to the other, pursuant to Section 5.1, the name ané address
cf the person or persons who will represent the recuested
Partv in such negctiations.

(d) The represencatives of the Partiess will meet

re

Eo carry on negotiations no later than :thirty (30) davs
ter delivery of the requested Party's communication under

sub-section (c). The negotiations will take place at the

p}

rn
rn
e

ce of the Ministry of Finance in Israel.

SECTION 2.6. Termination on Full Payment

Agreement will cease. However, with resvect =0 any obligaticn
arising out of the disbursement of Grant funds, this Agreement

M

will remain in full force and affect:.

R - - - - - -y v = - P-4 - m - Aol oo m e
FIL.ID L0 Tne ZlIZulsement I tne AZzistznce,
-y - -ma 4 mom = e -y - - -~ - - - -~ e -~ - - - - ey e -
~L <5 02 (332anc2 27 oaA,I.D, I ccecumenzaziin cursuy:s -



to which disbursement will be made, Israel will, except
as the Parties may otherwise agree in writing, furnish
ke A.I.D. in form and substance satisfaccory to A.I.D.:

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

that this Agreement has been duly authorized ancd/or ratified
by, ané executed on behali of, Israel, andé that it constitutes

3 valid and legally binding obligation of Israel in accordance

with all of its terms; and

(b) A statement of :he name of the person holding

Or ac<ing in the ofifice specified in Zection 6.2, and of
ny acdditional representatives, together with a specimen

signature of each person specified in such statement.

SECTION 3.2. Notification

when A.I.D. bas determined that the conditions
crecedent specified in Section 3.1 have been met, it will

premptly notify Israel.

SECTION 3.3. Terminal dates £or Conditions Preceden

b
-

If all of the conditions scecified in Section
3.1 have not been met within ninety (90) dave from the
date of this Agreement, or such later date as A.I.D. may
agree to in wriking, A.I.D., at its cotion, mav :terminate

tnis Agreement by written notice to Israel.

w-am 4 ° - - - I~ - - -

SZCTICN <. .. Ciszcursement 25 tns Ass3ls-zance
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conditions precedent, A.I.D., will deposit in a bank designated
by Israel the sum of Two Hundred Million Unitsd States

Dollars ($200,000,000) of which (1) One Hundrad Thirty-

five Million United States Dollars ($135,000,000) will

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

Dollars (S$65,000,000) will bYe Loan funds.

ARTICLE V

Svecial Covenants

SECTION 5.1. No Use for Military Purposes

It is the understanding of the Parties that the

‘ssistance will not te used for financing militarvy requirement

(¢
0,
-
r
pae
(1]
[0)]
o}
a

of any xind, including the procurement o7 comm
services Zor military purposes.

SECTION 5.2. Use Only Within Pre-1967 Boundaries

Program uses of the Assistance shall be rastricted

"7&(/



-

ARTICLE VI

Miscellaneous

SECTION §.1. Communications

Any nctice, request, document, or other communication

submitted by either Party to the other under this Agreement

-

will be in writing or by telegram or cable, and will be

deemed cduly given or sent when delivered to such 2arty

at the following adcéress:
To Israel: Zconcmic Minister
EZmbassy of Israel
1521 22né Street, N.W.
Washington, D.C., 200CC?®
To A.I.D.: Director, Office of Project Develorment

Bureau for Near East
Agency for International Development
Washington, D.C. 20523

All such communications will be in Znglish, unless

ané A.I.D, will ze recrasenzed zZv ihe indiviiuzl holding
2r 3czing in the o0iiice of Direczcr, Q3iiice ¢f 2r2cace
Cevazlzoment, Fuoreszy Sor Mear Zast, sach of whom, v owrizoan
nctiz2, maw Zesiznazs addizicnal rszrasencatives Iz all



The names of the representatives of Israel, with
specimen signatures, will be orovided to A.I.D., which
may accept as duly authorized any instrument signed bty
such representatives in implementation of this Agreement,
until receipt of written notice of revocation of their
authority.

SECTICN 5.3. Amendment

This Agreement may be amended by the execution

O
rnm
kN
"

itten amendments ty the authorized recresentatives

rties,

O
rn
(5
(@]
T
)
‘0
1))

IN WITNESS WHEREOF, Israel and the United States
of America, each acting through its duly authorized represen-
tative, have caused this Agreement to be signed in their
names and delivered as of the day and year first above

written,

GOVERNMENT OF ISRAEL

By:_l:hbfﬁiéiFﬁﬁ’
Title: Apniie (wa a%&q)

CNITED STATES CF AMERICA
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ANMEX R

- TRANG, MEu4d ND, EFFECTIVE DATE PAGE NO,
A1D HANDBOOX 3, App 5C{1) 3:32 June 7, 1979 5C(1)-1
7Y 1380 ISRAEL
CASHd TRANSTER

Listad beicw arae, first,
applicable to 1nd1v1dua1 fund sources:

SC(1) - CCUNTRY CHECKLIST

GENMERAL CRITIRIA FOR COLNTRY ELIGIBILITY

1. FAA Sec, 116. Can it be demonstratsd that
contamplatad assistance will directly & q ertit

the neady? If not, has tre Department of
State detarmined tha: this goverrment has
engagad in a consistant pattern of gross
violations of internaticrally recognizad
human rignts?

2. fFiA Sec., 481, Has it been detarmined that
tne coverrmant 37 reciniant country has failed
to taxe adequat2 staps to pravent narcotics

2rugs and other controllad substances (2s
detined by the Ccmprehansive Drug Abuse
Praventicn and Zonirol Act of 1970) produced
or procasssd, in whole or in part, in such
country, or transcorted through such country,
ircm being sold illecally within the juris-
diction of such country to U.S. Goverrment
personnel cr their dependents, or frem
antaring the United States unlawfully?

3. FAA Sec. 820{b). 1If assistance is %o

3 goverrment, has tha Secretary of State
datarmined that it is not controlled by the
intarnational Communist movement?

can
FAA Sec,

. 829(c). I assistance is to

overnment, is the goverrment liable as

deotor or unconditional _Guarantor on any

Z2bt *o a U.S. citizan for goods or servicas

:urn1shed or ordarad where (a) such citizen
as exhausted available legal remedies and

(a) dedt is not =aniad or contastad bv such

government?

2 g

L

5. FAA Sec. 620(e)(1). If assistance is to
a govermen©, nas 1t {including government
acencias or sutdivisicns) taken any action
which has the 2ffect of na~1ona11z1no,
axoropriating, or otherwise 38121”9 owner-
ship or contral of arooarty of U.S, citizens
or’'entitias teneficially cwned by them with-
cut taking staos %o discharge its obligations
teward such citizens or ant 1.1es’

It canrot be so demonstrated.
Departmsnt of State has not so
termined.

It has not been so determined.

The Secretary of State has so

determined.

not Xxnown to be in
nI this section.

Israesl is
violation

not known toc be in
of this section.

Israel is
violation

statutory criteria applicable generally to FAA funds, and then criteria
Cevelopment Asistance and Economic Support Fund.

The
de-
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‘ Cune 7, 1973

T RANS. MIuA SO,

3:32

AI0 HANDBOOK 3, &pp 5C{1)

|
A,
6. F2A Sac. 520(a), 820(f); FY 79 Apo. Act, Israel is not a Cemmunist country
Sec, 1.3, 114 anc cOo. is recipient country Assi . :
- Ssistance « 1 5
T communist councrv: Will 23sistance Se pro- vill not be so grovided.
vicad to tha Socialist Republic of Vietnam,
Cambodia, Lacs, Cuba, Uganda, Mozzmbique, or
Arngola?
7. FAA Ssc. 620(i). Is recipient country The President has not determined that

in any way 1nvonved in (a) subversion of, or
military aggression against, tne United States
or any country recaiving U.S. assistance, or
(%) zhe planning of such subversicn or
aggrassion?

8. FAA Sac. £20 le, Has the country permittad,
or aijed to take adequate measures to prevent,
tha damage or des .ructlon, by mob action, of
U.S. preperzy?

g. Fif %ac. 622(1). I the ccuntry has fajled
to instizuts -ne invastment guaranty program

for tha soecific risks of expropriation, incon-
ver'1b1l =y or confiscaticn, has tre AID

Acministrator within the past y2ar considerad
denying assistance to such coverrment for this
reison?

Y0. F2A Sac. 520(0); Fis~ermen's Protective
Act o7 T o7, 45 amenceg, Sac. b, [T country

has seized, or imposed any pena]ty or sanction
against, any U.S. fishing acti ivitiaes in
internaticnal watears:

a. has anv deduction required by the
Fishermen's °rotective Act been made?

b. has complete denial of assistance
been cconsidered by AID Administrator?

Y. F2A Sec. 520y FY 7¢ Ano, Act,Sec. 603.
(a) Is tne government of the reciniant country
in defauls for more tnan 6 months cn interest

or pr1nc1pa1 of any AID loanto the country?
(b) Is country in default exceeding one year
on intsrest or principal on U.S. loan uncer
program for which App. Act appropriates
funds?

12, F2A Sec. 820(s). [If contemplated
assis<ance is develocment loan or from
Econcmic Sucpart Fund, has the Administrator
taken into account ‘he percentage of the
country's budget which is for m111tary
expendizures, the amount of rorn1gn axchange
scan on military equipment and tne

Israel is engaged

No.

There is an investment guaranty program

between the U.S. and Israel.

in such conduct.

Israel has not taken anv such actions.

(2) No.
(k) No.
Yes, as reported in annual report

implementation of Secticn 620(s).

on




AIDHANDBOOK 3, App 5C(1)

TRAM3, MEMO NO,

3:32

TAGE 4O,

5C(1)-3

SEFECTIVE DATE

Juna 7, 1979

A.12.

amount sgant for the ourchase of sophisticatad
weapens systems? {An arffirmative answer my
refar to the racord of the annual "Taking Into
Consideration" memo: "Yes, as reported in

arnual resort on implamentation of Sec. 620(s)."
This report is prepared at time of approval by
the Administrator of the (Cperaticral Year Budget
and can be the basis for 2n affirmative answer
during the fiscal year unless significant changes
in circumstancas occur.)

13, FrA Sec. 620(t). Has the country severed
diplomatic relations wich the United States?

If so, have they been resumed and have rew
hitataral assistance agresments besn negotiated
and entered into sinc2 such resumpticn?

14. FAA Sec. 620(u). What is the payment status
of the country's U.MN. coligations? If the country
is in arrears, wers such arrearages taken into
account by the AID Acministrator in determining
the current AIC Cperational Year Budget?

15. F2A Sac. 620A, FY 79 Aco. Act, Sec. €07. Has
the country grantas sanctuary irom prasecution to
any individual or group which has commitiad an
act of internatioral tarrorisa?

16. FAA Sec. 6656. Does the ccuntry object, on
tasis o: race, religicn, national origin or
sex, to the presence of any officer or employee
cf the U.S. there to carry out econcmic
develegment program under FAA?

17, F2A Ssc. 669, 670, Has the country, after
Auquss 3, 1377, deliverad or received nuclear
anrichirent or reprocassing ecuisment. materials.
or technology, without specifiad arrangements or
safaguards? Has it detoratesd a nuclear device
after Aucus*t 3, 1977, altiough not a "nuclear-
weapon State" urdar the nonproliferaticn treaty?

c
g

FUNDING CRITERIA FGR COUNTRY ELIGISILITY

1. Develocment Assistance Ccuntryv Criteria

a. FAA Sec. 102(h)(1), Have criteria been
estaplished anc taxen intd account L0 assess
coomitment progress of country in effectively
involving the pcor in daveiocment, on such
indexes as: (1) increase in agriculturail
sroductivity through smail-farm labor intensive
agriculture, (2) raduced infant mortality,

(2 conzrol of populaticn jrowth, (4) acuality
of ircome distrisuticn, (3) reduction of
unempicyment, and (5) increasel litaracy?

To the best of our knowledge, Israel
is not in arrears in its UN

obligations.

No.

No.

We have nc knowledge that Israel
has deliverad or received such
items or detonated such a device.

Not applicable since this is
Zconomic Support Fund Assistance.




5. F2A Sec. 102°dY(1), If appropriate, is
~his Jevalocrent (irciuding Sanal) activity designed
ta build motivation for smaller families through
modificazicn of =corecmic and social cenditions
suppertive of the dasire for large Tamilies in
srograms such s 2ducation in and cut of school,
nutrition, disease control, maternal and child
health sarvices, agricultural rrsduction, rural
devalorment, and assistance to urban poor?

2. Econcmic Suscort Fund Countrv Criteria

a. Ff <. 5028, Has the ccuntry encaged
in a consistant za-cern of gross violations of
internationally reccanized human rights?

b. F2A Sae. 533(H), Will assiszance under
the Soutnerm ~-rica prcgram be pravided to
Mozambigue, Argola, Tanzania, or Zambia? If so,
has President datarmined (anc¢ reccried to the
Conaress) that suych assistance will further U.S.
foreian poiicy interests?

C. FAA Sac, 603, IT commeditias are to be
grantad so tnat sale croceeds will accrue to the
recipient country, have Special fccount (counter-
part) arrangaments been mace?

4. FY 79 fop, Act,Sac. 112, Will assistance
be provided ror tne pdrgcse o7 aiding directly the
efforts of the government of such country to
reprass tha lzgitimate rignts of tha population
of such csuntry contrary to the Universal
Declaration of Human Rights?

o. FAA Sas, 6208, Will sacurity supporting
assistance oo taraisned to Argentina after
September 30, 13732

52 .T o, TeTICTivE CATE Taan3, wEMO NO.

-
301Nt ‘ June 7, 1979 3:22 AID HANDBOOK 3, App 5C(1)
B.1.

No. Program is in accordance
with solicy of S02B.

Mot applicable.

Not applicable.

No.
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EMBASSY OF ISRAEL
WASHINGTON,D.C.

August 29, 1978

Mr., Joseph C,. Wheeler

Assistant Administrator for Near East
AID

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 nf cash transfer, and ths concerns
you raised 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 emsure that, during U.S. fiscal
year 1979, the dollar level of Israel's non-defense imports
from the United States will be at least equal to the level of
U.S., economic assistance obligations during that year, and

that U.S. suppliers will not be disadvantaged by the iermination
of the CIP.

We have cansidered what steps will be necessary to fulfill these
commitments and have reached certain decisions., For example,

with respect to Israeli Government procurement of large capital
equipment items which U.S. suppliers might furnish, special
measures will be taken as necessary to assure that they can
compete on terms at least as favorable as those offered by
prospective third country suppliers, Additionally, the Government
of Israel has decided to continue importing from theUnited States,
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

oo/z',ég
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PRAWY MW

WASHINGTON,D.C. 11::31‘31

such goods and capacity to store them. Regarding the carriage
of goods imported from the United States, my government will
continue to follow present procedures for.bulk shipments of
grain on dry bulk carriers. 4s 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 undertake a
review of experience under 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

impor+s from the United States, and is prepared to discuss with
appropriate U.S. Government officials what roasonable rstop= it
could take to make American sources of supply more attractive

to Israeli importers,

g/ \ | //

Sincerdly|yours,
. 1 '
N Voo

|
Dr. Zvi Dinstein
EconLnic Minister

»x


mailto:f@r.bulk

ANNEX D

PRAWS AW

< saseas
REPPARSY

EMBASSY OF ISRAEL
WASHINGTON.O.C.

October 2, 1979
Mr. Jeseph C. Wheeler
Assistant Administrator
for Near East
Agency for International
Cevelopment
Department of State
washington, D.C.20523

Cear Mr. Wheeler:

As indicated in our letter of August 29, 1979, the Government
cf Israel agreed to review its experience under the cash transfer
program and provide A.I.D. with a report thereon. We are pleased
toc provide you with the report in this letter.

Pursuant to the assurances that were given to A.I.D., the
dollar level of Israel's non defense imports frcm the United States
during FY 1979 will exceed the level of U.S. economic assistance
obligations during that year. U.S. suppliers were clearly not
disadvantaged by the termination of the Commodity Import Program.
This can readily be seen from the tables attached hereto as
Tables I and II. Table I shows the comparative imports of 21
separate items (including grains). Table II shows comparative
imports of 5 grains. Both cover the years 1974-1978; January-

April 1979.

As a result of the measures taken by the Government of Israel
to assure the competitiveness of U.S. capital eguipment suppliers,
we call your particular attention, by way of example, to the
success of U.S. expcrters of Yehicles and aircrafts. In 1976, exports
to Israel of these products egualed $82.2 million. In 1977, they
were 3119.1 million. They went up substantially in 1978 to $146.1
million. In the first four months of 1979 they equaled $89%9.2 million.

This singular success was exceeded by the exports of machinery
and electric equipment tco Israel. The value of these expor:ts in
13977 was $202.1 million. Thev wen: up by 353% in 1978 to $274.3

millicn., In zhe first four menths of 1379 they ecualed $110.0 millien.
L.kewiss, the impcr=a<tion of grains Zrom che U.S. centinues
=T gIoW. IMpcrTs in 1973 exceeded those in 1377 by arproximatzelw
53 millicn and are expected to grow substan<tialy . DPresent estimates
indizate that the zotal value of ¢rain shipments in 1979 will
reach 3I1.7 millizco
Cverall, exceorzs =c Israel Zor 1379 should aporoxima=ze $1.4
Silllzn, cor an incre2ase of approximazely 35275 millizn over 1273,
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WASHINGTON.D.C.

These figures underscore the effectiveness of the cash transfer
program in terms of increased oprortunities for U.S. suppliers.

U.S. bulk carriers have benefitted as well. Procedures were
worked out with A.I.D. transportation experts and the Maritime
Administration for emploving U.S. bulk carriers of grain to Israel.
Suitable American-Ilag vessels were used =0 the extent available;
the government of Israel, however, continues to study means to
maximize the use of such vessels.

In conclusion, our experience under the cash transfer
Program has demonstrated the effsctiveness of the program, vis-
a-vic the CIP?, in terms of providing opportunities for U.S.
suppliers oI expgcris 2o Israel. We are pleased that these
results bear cut the confidence that A.I.D. placed in us in shift-
ing Zrom the CIP? to a cash transfer program. You may rest assured
that the Government of Israel will continue %0 take the necessary
measures so that U.S. suppliers will not be disadvantaged by

the terminaticn of the CIP.

Sincerely yours,

Dan Halp
Minister
Economic Affiars




TvpAR™S FRoM THEZ U.S. ( U.S.Millions of §)
CIF PORT 1979
1974 1975 18745 13877 1578 J-=-2
Animals &
vroducts
Of animals 4.4 11.5 4.9 4.9 4,2 4.8
Plants &
procucts
thereot 270.9 361.0 327.3 336.7 315.2 120.7

{9
(3N ]
(Xe)
o
(Xe)

Minerals 4.6 6.6 3.0 3.

Chemical
orcducts 36.3 43.0 53.5 52.2 61.3 24.2

Rubber &
plastics 14.9 15.2 12.9 13.6 21.

£
(Yo
.

W

Leather &

products 4.0 5.1 4.1 4.1 3.4 1.8
Wcod &

procucts 6.0 21.7 3.3 1.4 1.5 0.3

Czonstruc-

+icn mas 3.2 3.¢ 3.7 3.7 6.3 2.3
Fr=CLCus

me-als 1.3 21,7 23,7 83,2 Si.7 13.9
Ma=zlz 57.2 62.7 45.4 47.5 3%.1 17.¢
Machiner:

5 elacoric

acuizmeEnT L4700 123.5 139.2 202.1 274032 112.50

. e -



IMPORTS FROM THZ ULS (UY.S.1491ians of 5 )
1973

1974 1973 15748 1977 1278 J==2
Vehicles
& airzrafc 58.5 108.53 8§2.2 119.1 145.1 g89.2
Cpticals,
Dhotogranny,
medical
eguipment 25.5 28.7 27.7 32.4 45.9 17.6
Misc. 2.1 2.8 2.6 2.1 3.8 1.4
Works oI
art 0.9 1.8 2.2 1.5 7.1 0.2
Unclassi-
fisd
comcnodities 9.2 8.9 3.7 4,4 4.8 3.3




oM THE U.S.
{G00's ommitted)

F,0.B SHIP

1974 1975 19758 1977
neac 53706 32303 60825 45904
Corn 25004 32253 31094 40582
Sovbeans 74888 94930 91271 112534
Sorghum 79888 77838 76321 68772
Scvail 13635 7336 3864 1878
247121 295160 263376 270763

GRAINS
1978 1379
63724 23203
42735 3323
95661 35029
64393 17260

4195 5406

275699 84221

NV
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Wheeler

Assistant Administrator for

Near East

October 31, 1979

Agency for International

Development

Department of State

Washington, D.C.

20523

Dear Mr. Wheeler:

You will recall that last year, in conjunction with the

shift of a portion of the U.S.
from commodity import financing to a cash transfer,

economic assistance program to Israel
the Government

of Israe! provided certain assurances recarding the impact of the

shift on U.S.
United States, and access of U.S.

bulk shipments of grain from the

exports to Israel,
suppliers to Israeli markets.

In particular, the Government of Israel undertook to:

a)

In conveying

take all necessary steps to insure that, during the U.S.
fiscal year 1979, the dollar level of Israel's non-defense
imports from the United States would be at least equal

to the level of U.S. eccnomic assistance obligations
during that vear, and that U.S. suppliers would not be

disadvantaged by the termination of the CiP, and
reqarding the carriage of goeds imported from the United
Stztas, continue to Tollcw procedures which had been
foilowed up to that time for bulk shipments of grain on
dry bulk carriers.

these assurances, we also indicated, in an illustrative

way, steps which we had cecidad to take to fulfili our ccmmitments.
In this regard, we indicated that:

a)

recarding Isrzeli Government srocursment of large capital
equipment items which U.S. suppliers might furnish, special
measures would be taken as necessary to assure that they

can ccmpeta on tarms at least as tavorzbie as those oviersd
by prospective third country suppliers, and

thae Government
Unitad

£ israel would centinue imoe

r
Srz-as corn, wheat, soyDe:ins and other
ad i

8

-lLa
n government account at
faw vears, with au

imating < u
for such gcods 2nd <

for Israzl's r
store them.
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On behalf of my government, I would like to take this oppor-
tunity to renew the aforementioned commitments for U.S. fiscal year
1980 and to indicate that we will continue to implement the illustra-
tive measures for carrying out these commitments as enumerated above.

In the summer of 1980, the Israeli Government will undertake
another review of experience under the cash transfer procedures. A report
of our findings will be provided to the United States by September 1,
1980.

Over the past year, the level of Israel's non-defense imports
from the United States has grown as indicated in the report we sub-
mitted to you on October 2, 1379. My government anticipates additional
increases in the coming year, and, as before, is prepared to discuss
with'appropriate U.S. Government officials what reasonabls steps it
could tzke to make American scurces of supply morz attractive to Is-
raeli importers.

Sincefe]y,

AP,

". i\ .-‘..“’/‘: P Y

Dan Halperin
Minister
(Econcmic Affairs)



Jated:

FIRST AMENDMENT
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AGREEMENT OF NOVEMBER , 1979

SETWEEN

THE GOVERNMENT OF ISRAEL

AND

THE GOVERNMENT OF THE UNITED STATES OF AMERICA

ACTING THRQUGH

THE AGENCY FOR INTERNATIONAL DEVELOPMENT

Decamper , 1379

ANNEX F
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AMENCMENT, dated the day of 1979, between the Gov-
ernment of Israel ("Israel") and the Government of the United States of
America, ictirg througn the Agency for International ODevslopment

("A.I1.0."), togzsther referred to as the "Parties."

WwHEREAS the Parties have neretofore entered into an assistance Agree-
ment dated Novembher , 1979 (the "Agreement"), pursuant to which A.I.D.
agreed to grant [srasl One Hundred Thirty-five Million United States
Collars ($135,0C0,200) and to lean Israel Sixty-five Million United States

Jollzrs (365,200,0C0), and

WHEREAS A.I.D. intended to increase the amount of such iassistance
during 1920 subject to the funds being made available by the Congress and

the mutual agreement of the Parties to proceed,

NOW THEREFORE, the Parties hereto agree that the Agreement shall be

and hereby is amended by making the following changes:

1. The manetary provisions in Article I, "One Hundred Thirty-five
million United States Dollars ($135,000,000) (the "Grant")" and "Sixty-
five Million United States Jollars (365,300,000) ‘the "Loan")," are delet-
¢ and substituted therefor, respectively, are "Five Hundred Twenty-five
WMillioen United States Dollars (3525,3C0,CC0Y {thes "Grant™)" amd "Two
Hundreg Sixtv Million Unitad States Dollars f3260,0CC,C00) (the "Loan";"

and

-

NS



2. The paraagrapn unger Sec.oion 4,1 is designated "(a): and below it

is insertad paracrapn "(b)":

"Thereafter, on Cecamber 28, 1979, April 1, 1930 and
July 1, 1380, A.I.D. will deposit in the bank designated
pursuznt to Section 4.1 (i) the sum of One Hundred Ninety-
Tive Million United States Dollars ($195,000,000) of which
(1) One Hundred Thirty ™Million Unided States DJollars
(3120,200,C00) will be Grant +unds; and (2) Sixty-five
Miliion Unitsd Statss Jollars (35%,000,00C) will ke Loan
funds.,"

= (D

Pricr to the disbursement of the additional Assistance provided
by this Amenament or to the issuance by A.I.D. of documentation pursuant
to whicn Zisoursement will be made, Israel will, except as the Parties
may otnerwise zgre2 in writing, furnish to A.I.D. in form and substance
satisfactory to A.I.D. an opinion of counsel acceptable to A.I.D. that
this Amencment to the Agreement has been duly authorized and/or ratified
ty, and axscuted on behalf of, Israel, and that it constitutes a valid
and legally binding obligation of Israel in accordance with all of

its terms,

txcent as specif.cally amended hereby, the Agreement shall remain

in full force and effect.

IV WITHEZS WHEREQF, the Government of Israel and the Government

of the United States of America, sach acting through its resoective



in their rames :ind delivered is of the day and vear first above written,

GOVERNMENT OF ISRACL

Title:

UNITED STATES CF AMERICA







