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PREFACE
 

The Fore'gn Assistance and Related Proarams Act, 1980 (The Appropriation

Act) under consideration by Congress would provide for an Economic Support

Fund (ESF) Cash Transfer inthe amount of $785 million for Israel. Of this
 
amount, 3260 million and S525 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 obl-ations by A.I.D. for "Continuing

Projects or Activities." The Resoluticn was effective October 12, 1979 and
 
extends through November 20, 1979, or until the Appropriations Act is
 
enacted, whichever first occurs.
 

The follcwino FY 1980 Procram Assistance Pacer orovides the justification
for the S705 million package. ',.Ie amount of the Cash
propose that the full 
Tanser be aroroved. Hcwever, we propcse that only the same amount 
ob]icated in the First Quarter of FY 1979 for the same purpose - S200 
milon ,95 million loan and !315 arant) - be obligated now oursuant to 
the Continuing Resolution covering FY 1980 funding with disbursement upon
execution of the loan/grant agreement and satisfaction of Conditions 
Precedent. A dra-ft loan/g-ant agreement for the S200 million is included
 
as Annex A.
 

We propose tnat at such time as the Appropriation Act is passed the
 
loan/grant agreement be amended to per:nit obligation of the remaining 3585
 
million and disbursement thereafter of 3195 million (365 million loan and
 
3130 million orant) on December 22, 1979 and April 1, 1980 and July 1,
 
190'0. A draft of the proposed amendment is included as Annex F.
 

Procram Assistance Committee 

NE/PD: D. J. Nackell (Chairperson) 
NE/EI/I: R. Misheloff 
GC/NE: S. Carlson 
NE/DP: S. Chernenkoff 
SER,/CO /E: R. T. Looper 



I POL.TICAL AND ECONIC CONS.DERATIONS 

Israel's oolitical and economic stability have been deemed essential
 
to achievinc a comprehensive peace in the %liddle East. U.S. assistance 
proqrams, bcth military and economic, tangibly reflect U.S. support and 
e.oep rae] t:Ceconficence it needs to take the risks necessary to 

reach a Peace settlement with its Arao neighbors. The U.S. Economic 
Support Fund (ESF) directly suoports Israel's civilian econony, and helps 
Israel to manace its large balance of payments current account deficit. 

A. Recent Eac).,round 

Since its inception, Israel has had to struggle with the problem of 
limited resources. This challenge became p--rticularly acute in the mid­
7D's as a result of its burgeoning defense expenditures; wcrldwide priceinfiation, an' economic recession in countries with which Israel trades.
 

As a consequence, Israel became zeoendent upon larce cacital and aid in-
S .s to- meet its financial ef c't . U .S. assistance rose to S2 .5 billion 
in -, -76 ano the transition cuarter. Israel's short-term ebt spiraled
nearl / fourfold from 'ts pre-1973 level of 3200 million %'edium and long 

teo: cre. , e -c.rcnt in the P iod between Canuary 19773nd the en
 
Cf ,975. 

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

in part to curb i, -ort .:emand, (2) rapid Cr.wth in export receipts, (3)
 
U.S. assistance and (4) rivate resource transfers, Israel's balance of 
oayments picture showed marked im-o'ovement in 1976 and 1977. Thus, the 
trade (goods and services) deficit declined from S1.1 billion in 1975 to 
52.6 billion in 19/7. in the latter year, Israel's civilian balance of
 
payments ,as in surplus by over 3400 million despite the fact that borrow­
ina on commercial terms was -much reduced from the level of the previous 
year. t must e added ho,,,ever, that these improvements were achieved at 
the orice of continued economic szaanation. The Gross NIational Product 

e by only 1.6 crent in 1976 and 1.0 percent in l977, i ebv less than 
tine ra:e oZ .opulat4on :rowt. 

By " le 19-77, the Government of Isr:ol had come to feel that Isr el's 

balance of Paviments proolem -...as under control, and that accordingly it 
coulo safely turn its attention to tne problem of stimulating a more rapid 
rate of economic growth. It expected that much of the impetus for growth 
Nou;, come from a continued buoyancy of exports. Thus, it did not antici-
Pate a serious, adverse impact on the balance of payments. 

"n ,-rtherance of its growth objectiv e, the Government relaxed the 
tiznt mcnetary and fiscal oolicies of orevicus years. The result was a 
reversal of the steeo downward trend in :cIss domestic ca ital formation 
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which took olace in 1976 anc 1977 and a sharp rise in private and public
 
consumption. 1/ The rate of economic growth accelerated to 4.7 percent in
 

As the Pace of economic activity quickened, :srael raidly ap­
roched full utilizaton of resources. Inflationary pressures -- which 

had been strong since the 1973 war despite a slack economy -- intensified. 
For the year 1973, the cost of living index rose by about 50 percent. 

3. Current Situation
 

The rae of increase in the price level has continued to increase in 
1979 fueled by the shar* increase in the prices which Israel must pay for 
imported oil and continued acmestic eccnomic expansion in the 4 to 5 
percent per annum range in The face of fi-ll employment. It is likely that 
inflation w,.ill be about 30-90 percent for >979. 

Economic activity associated with the redeoloyment in the Neoev of
 
.srae]i Personnel and installations currently in the Sinai Peninsula car­;-i1. ;Ie

,ies it an ecnomy which already haswith the threat of further overheatino 
ittle, slack, 2/ thus driving up nho rate of inflation to still higher 

levels. ThIs is true Ceste the fact that a substantial part of the work 
is beina financed by military assistance from the United States and actual­
ly carried out using imported materials and foreign labor. 

The upsurge in economic growth in 1973 and 1979 has also contributed
 
to a deterioration in the current account of the balance of payments. In
 
1973 tne goods and services deficit rose to S3.4 billion (from a 32.6
 
billion le,,el in 1977). A further deterioration in 1979 is likely.
 

The U.S. Government continues to sponsor a broad program of assis­tance in resonse to 'sraeli econcTc reuirements. In addition to the 
:zroomic Support Fund program, economic aid to israel in FY 1979 included 
re a yevsmall amounts of -L 430 Title i, immiarant assistance, and 
American Schools and Hospitals Abroad (.ASHA) contributions. 

1/ The increase in public consumption (actually a reversal of real declines 
,nich took place in 1976 and 1977) is largely accounted for by a 10 oercent 
increase in defense imports (in real terms'. presume factors other',,Ie that 
tnan the ]:overnment's resolve to oromote -,,ore raoid economic growth 
fiured orominently in ceter-ininc the lev'el of these imoorts. 

2 unless, of curse, srael curtails activity in other ecc omic sectors 
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II. U.S. EC NOMIC ASSISTANCE ?R0GRX,1
 

A. Recent Economic Proqrams
 

Since fiscal year 1972, AID has been providing assistance from
 
the Economic Suooort Fund 3/(grants and loans) to finance non-defense
 
conmmodity irmorts and to meet Israel's needs for cash. Initially, 
obligaticns were fairly modest ($50 million in FY 1972, FY 1973 and FY 
1374). By FY 197C, they had increased to $700 million in response to 
israel's growirg economic problems -- a $550 million CIP loan and grant 
program and a S150 million cash grant. The following year the program
reached S735 million, of which S300 million was in the form of a cash
 
grant, and in F7 1973 it was increased to S735 million -- SS5 million in
 
commodity import financing and a $300 million cash grant. Since FY 1976,
 
acor'oximatel / two-thirds of the ESF program has been provided on a grant
basis and the remainder has been cn concessional loan terms.
 

Tile rogram level remained at S735 million. However, the na­
ture of the orogram changed in that, for the first time, the total amount
 
was provioe as a casn transfer. The commodity import financing element 
was eliminated to alleviate difficulties which the Government of Israel 
had encountered in utilizing available funds. Despite the high volume of 
Israel's non-military imports from the United States -- $900 million to 
$1.2 billion a year for the past few years -- Israel had considerable 
difficulty in collecting the necessary documentation on a sufficient 
volume of transactions to ensure timely disbursement of all available CIP
 
funds. The problem arose because of Israel's traditional lack of
 
government control over private sector transactions. The result was that
 
undisbursed CI? Funds totaled approximately $300 million as of September
 
30, 197S.
 

:n discussing the shift to a completely cash transfer ESF pro­
gram with the Sovernment of Israel, AID nuted its concerns that the shift
 
not impact adversely on the aggregate level of Israel imports from the
 
U.S., or disaovantace U.S. firms in terms of their access to Israeli
 
markets. The Government of Israel indicated that it understood our con­
cerns, and orovided written assurances covering both points.
 

In addition to ESF, the U.S. has been providing PL 480 Title I
 
food for several years and has authorized several housing gua-antee pro­
grams. Under other legislation, assistance has been orovided to help

Israel settle new immigrants from the Soviet Union and other countries.
 
3uring F'Y 1975 a S20 million grant for a ,oint U.S.-Israel Desalination
 
Project ,,as coligated; engineering design the oroject is -.
the -or ell
 
inderway, ~0t. ite orecaration virtually cocrolete and orocurement of
 
materials -n,eouioment uncerway.
 

?e o ,icw-namounts DF mi tary assistance have been orc­
v -'e" :v .7,' S15 b l',lion; 7 , S2CC million; --v 9 7, ? 197, and FY 

7 : n in eacn year.
 

..­__ ' iecur'ty Swc:ort ing Assistance
 

A
 



B. FY 1980 -COCIOMIC PROGRAM 

For FY 1930, Congress has under consideration an appropriation
 
of S735 million for the Economic Support Fund. The two-thirds Grant/one­
third Loan ratio of the past few years will be mai:..ained.
 

As inFY 1979, the entire FY 1980 program will be inthe form of 
a cash transfer. The change made inFY 1979 in the form of the program ­
from CI to cash transfer - was to alleviate difficulties which the Govern­
ment of Is-ael had encountered in utilizing available CIP funds. When 
Israel shifted to all cash transfer in FY 1979 the undisbursed balance in 
CiP funds was $201.9 million which was disbursed in the first 9 months of 
1979. 

Prior to the shift in FY 1979 to a completely cash transfer ESF
 
program AID noted its concerns in discussions with the GOI that the shift
 
not imD.ct adversely on the aqoreqate level of Israel imports from the
 
U.S., or disadvantage U.S. firms in terms of their access to Israeli
 
mar'%ets. T -e GO! indicated its understandina of the concerns and provided
 
written assurances coverina these points (Annex C). The GO! undertook a
 
review, in the summer cf 1979, of the exDerience under the cash transfer
 
procedures and submitted a report of its findings in an October 2, 1979
 
,etetr ,Annex D . These findinas are addressed in Section 1V A below.
 

For the FY 1980 cash transfer ESF program the conc2rns of AID 
remain the same, and the GO! has again given its written assurances con­
cerning these points (Annex E) indicating that the GOI will undertake 
another review of experience under the cash transfer procedures providing 
a report of findings to the U.S. by September 1, 1980. 

In addition to the ESF program, Israel is expected to receive $1 
million in Pt 420 Title I assistance in FY 1980. 

III. LOA N AID GRAiT JUSTIFICATION 

Economic Suppcrt Fund assistance has been a key 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.
 
Its civilian sector financing shortfall was about $2.2 billion in 1977 and
 
$2.9 billion in 1978. Over the past few years, approximately one-half of
 
this amount was covered by private transfers from abroad. The remainder
 
was financed by revenues realized from bond issues, commercial borrowing
 
and U.S. economic assistance. d/
 

ne acceleration in the arowth race of the Israeli economy -1hich
 
becan in 1973. ,,,hile obviously Welcome, adds to the need for imports and
 

_/Ftr_ cn ~rvmen in Israel has rot bt:n significant in the Dost-_-7.
 
.... everhess, it has beer, increasing and may, become an imoortant
i 


Iac:.or i.:/ears :c ::mne.
 



thus creates additional financing difficulties. Of course, strengthening

the economy also ,13kes it possible for israel to cover mere of her financ­
ing requirements by borrowing on nonccncessional terms. 

"The loan and r ant cash transfer Drocram rooosed herein will assist 
israel by proviinQ foreign exchange neeced to help meet the country's

civilian forei rn exchange financing requirements. 

A. &alance of ?avments
 

Following the 1973 war, world recession, dramatic increases in
import Drices (tarticularly for petroleum products) and the need to rearm
combined to strike an economically devastating blow to a society that had 
been accust*-.me. to steady growth, stability and qeneral improvement in the 
ouality of life. 

;e.vnd the psychological and emotional imoairment experienced
by many {sraelis foilowina the 1973 Tsrael-rb Ir,
the financil costs of 
repiac~na and xogradinz a modern, high techn olo(y military inventory posed!r rs resource allocation and Iliy to Day ne military 
crain on the civilian economy was stag .ing 'n terms of toth human and 
TInancial rescurces. In recent years defense expenditures have claimed 30 
to -5 percent of the national budget and 15 to 20 percent of the total 
resources available to the economy. 

-oup led ,ith substantial diversion of resources to defense, the
prosperity of the civilian economy was further undermined by the general
slowdown of the ,vcrld economy in 1974 and 1975 and a surme in oil prices.
These factors led to 
a massive trade deficit in 1975 of $4 billion, while 
economic crowth came to a virtual standstill. 

The worsenino balance of Daments became ',he :rincipal focus of 
d'ecision makers and ..rompted the GO! to intrJduce... policies ult~ately
desi.ned to slacken demand for imports and stimulate o-obuction ftr ex­
port. .7evaluation and economic slowdown ,,ere se'ected as the princioal
mocalities to arrest the oavrments deficit. ,-dditionally exaort Profit­

as byability ,,, enhanced subsidies, special investment incentives and 
liberal credit.
 

In Noverrber 1974, Israel announced a 43 Percent devaluation.
 
Subsecuentlv, monthly mini-devaluations were utilized to keep Israeli 
ex­
crts cometit,ve in internati naI markets oespite hi n ra es of infl­
ticn' and to non-essential I,t r'Csec ic
curb imoorts. 3r austerity 
measures ta.Ken included raisina prices 3f s,.s'diZed -coas "nc luding s"ch 

s n as tre ad, milk, and e..s, Increasira -axes -o very h evels, 
anc re,'ucin real ublic consumotion. 

.... 1)ees= a.oi.r cai ce c n ­... . n , en or'- s a mac wr,
of e eCu7,:ru7. ne cocoI-s anocoa rea:S,'a :a anC o~tarIj-entI 

http:accust*-.me
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services deficit 
vhich had reached SLd billion in 1975 was reduced to S2.6

billion in 1977. Y.ore irtortantly in terms of assessing the need for
concessional 
financing, the civilian financina requirement 5/ dropped by
over S500 million to a 1977 level of S2.2 billion. These chanaes were theresult of a substantal. increase in tot 
l exports (43 percent over the two
 year period) and much slo.,er growth (19 percent) innon-defense imports.
 

in 1973, 
the current account of the balance of payments took a
turn for the worse, w-'th the goods and services deficit rising to 
33.4
billion, an increase of over S300 million. 
 Almost two-thirds of the

increase resulted from a 50 Perceit surge 
in military imiports. 6/ The

acceleration inthe ace of economic activity which took place in1973 also
contributed to the deterioration as non-defense imoorts rose by 12.7 
percent in real terms i13 oer-aent overall). On the other hand, export
crowth -- althouch still impressive due to favorable price movements,
particularly for diamonds -- declined from 24 percent in 1977 to 17.3
 
percent in1973. 
 Inthe latter year, real growth drooped to 2.8 oercent as 
.uoyant 
 domestic demand coupled with declinina export profitability
in-uced some producers to shift:heir focus to the Israeli market. 

The civilian financing requirement reached 32.9 billion in
197 3 u from 32.2 billion the previous year. Nevertheless, Israel had 

tlitile difficulty in attracting the necessary financing as evidenced by

the fact that fore ion 
exchange reserves increased by approximately Si

billion. In addition to traditional sources uf financing, i.e. private

transfers from abroad, sale of bonds, medium and 
lono-term borrowing on

co~mwercial markets, and 
-- to a lesser extent -- foreign investment, Israel
also attracted a large volume of short-term funds in the latter part of1973 and beginninQ of 1979! as Israelis borrowed abroad to circumvent domes­
tic credit restrictions 
i-r osed to moderate inflation and foreianers were
 
-ttracted by relatively hich Israeli interest rates. 7/
 

On the basis of oreliminary data far the First part of 1979, it 
aPcears that Israe,'s non-defense, merchandise trade Jeficit is -rowinQ

si.-nificantlv. fxports
For the first eight months of the year increased by

14.4 oercent 
in terms of current dollar value, a sharo reduction from the

27.2 percent rate achieved during 1973. The chief oroblem has been a

decline in the value of polished diamond exports. Other export indutries
 

/ Civilian trade gap (goods and services) plus external debt maturities.
 

6/ Si-ce oayments for :,IS financed imoorts are not necessarily made ,,hen:he coods arrive in Israel, these data are not entirely suitable for

assessinc tne of imoorts on =
imoact Tsrael's extrrno l financial position.
 

7/ The_ inflows sustained tne value of t,: sra-el curd in -he face o ramoant 4ni ation, tnus onerodinr the orof tabili- of exoort, the one 
har n: hel--n- t, finance the resultan- trade ar,n the other. 
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have performed .ell. The metals, machinery and electronics sector has been
 
particularly strong. Chemicals, plastics and agricultural 
products have
 
also shown impressive growth.
 

On the other hand, non-defenso imports grew by 24.4 percent
during the first half of 1979 relative to the corresponding period in 1973. 
Excluding diamonds, the import of which fell percipit-usly during the 
first months of 1979 as the industry worked off invent:ies at a time of 
sluggish demand, imports 
were up by 40.4 percent. All sectors (diamonds

being the exception), i.e. consumer goods, production inputs and
 
investment goods, shcwed sizeable increases. Strong domestic demand
 
couoled with surging oil prices are the principal contributing factors.
 

Overall, the merchandise deficit for the January to June 1979
 
period increased by 15.6 percent over 
the same months of the previous year.
 

Capital account data for 1979 are sketchy and information about
 
orivate unilateral transfers is not yet available. Nevertheless, since
 
foreign exchange reserves increased by approximately 3300 million during

the first quarter of this year, it is clear that these inflows were more
 
tian sufficient to offset the growing trade deficit.
 

in the immediate future, the balance of oarnents outlook is
 
clouded by factors which are difficult to predict. Thus, for instance,

both exports and imports will continue to be influenced in the coming

months by the rate of change in the exchange rate relative to 
increases in
 
domestic costs. Towards the 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 eroding the profitability of exports. Although the pound

has depreciated more rapidly in recent months, exports 
are still not as
 
profitable as they were a year ago.
 

Another factor which may be imDactirng adversely on the current
 
account is a shor tage of labor. The surge in economic activity in 1973
 
eliminated virtually all unemcloyment. lew demands imposed on the economy

by the Sinai redeployment nay induce some shifting of labor away from
 
export-oriented industries. It may also strengthen overall demand, in­
cluding demand for imoorted goods and services.
 

Perhaps the most important factor impacting upon tne balance of
 
payments outcome is and will be the Government of Israel's response to
 
increasing inflation and a growing trade deficit. The timing and nature of
 
measures ,hich it decides to take 
to reduce the level of aggredate demand
 
are particularly imoortant in a resource-ooor country like Israel which
 
must imort many productive inouts and investment goods in order to sustain
 
the momentum of its aomestic economy.
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In summary, the economic measures taken by Is-ael in the years

immediately after the 1973 war which were designed to curb import demand 
and stimulate export growth were remarkably successful. Renewed emphasis 
on econmic growth durin; the Past two years, together with the surge in oil 
prices and the requirements of the Sinai redeployment have reinforced
 
inflationary :ressures and contributed to a deterioration in the balance
 
of payments current account. So far, increasing unilateral transfers and
 
capital imports (including U.S. aid) have more than offset the current
 
account deficit, resulting in an increase in reserves to comfortable
 
levels. Whether or not the current account deficit deteriorates further
 
will depend in part on factors which are difficult to project, e.g.
 
comPetitiveness of exports and imoorts and also on the dearee to which
 
governmental policy supports or restrains rapid economic growth.
 

The following table sets forth estimates of Israel's 1973 civilian balance
 
of payments accounts.
 

ISRAEL: CIVILIAN BALANCE OF PAYMENTS 

CY 1973
 
(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 Investment 180
 
Bond 3orrowing 400
 
Long and Medium Term Loans 860
 

Total Sources 2,716
 

C. Financina Gao ;9
 

0. 2.. Ezonomic Assistance 357 

. ro li ?fict :n iin Account 792 



•. e,'_t Service
 

israC 's fore -n debt 'ncreased by 14 .ercent in 197,' to a level
of 512.2 billi.. This represents a decline in the rate of Incr"as rom oa-s s t ,..e vew e r e of Tsrae currentl/ estimates4
that outstanding fore. gn zet will reach >,. billion by the end of 1979, 
up 17 percent from the previous year. 

%'hilethe overall amount owed continues to rise, the Government
of Israel has succeeded in imorovino the 
term structure of its debt. This
improve ,ent arrested a disturbing trena which sa, short-term debt rise . L I e 12.2 Percent in1975. At

22 7 il _n at t.. end of -, sno-rt-term debt was equal to about 34
 
ocr cent 
 - :srael's fore ign exchange reserves. 3y the end of 1973 it had
 
..clir.e .oS o the tot al,
.- er. 
 2cua to 37 percent of reserves. 

alr :D,orton of Israel's fore i.n debt consists of lona-term
 
...ozf:i. :sraeli Government. :1uch .f itisowed to 
israeli bond
 no ders and te -_ :.S vernment, arc s o terms not availabe 
from


comercialI ,es. The U.S. Goverment is now Israel's bigoest creditor,2er 

wi:h outstandinclans of approximately $5.5 billion. Israel bond oblig­
a;tions out:ancing are over 52.5 billion, about 19 percent of total debt. 

2rael's future economic prospects aopear to be favorable and,
thus, the Prospects for repayment of the 526 
 million loan appear reason­
able.
 

Earlier this year, Congress, in authorizina a $2.? billion sup­
olemental F,>,S orcgra.m to assist srael 
meet the costs ol redeoloyment of

ilitary fa;cilities in the Sinai, took note of Israel's 
debt burden and
wrote into the 
leislaton a oroision requirino the xecutive -Sranchto 
. t ...-,crt y Jaua ry 15n nnually thereafter which .ill
ax-m'ine crvailinoeconomic ccnditi-ns in Tsrael 
as :he, a-ect its ab

t'7 .oservice the 
"Jebt ,hicn it .icuI. underta<e as a consequence of the


suopienentai oIogra, 
 t is hi-hly unlikely that that eocrt wil reach a

conclusion which contradicts that of the precedinQ paragraph.
 

. Loan erms
 

The terms recormended are -0 years maturity including 
a 10 year
grace er oc on reoayment of Princical with a 2 ercent interest 
rate

.urinc Zne trace oeriod and 3 oercm 
 therea-or. -he 17". IOocrooria­
"ions-c- -oes ico contain ceilins or lim7ita-ions on S- loan terms. 

nlike _evelooment .Assistance accounts, vihere loan terms have 
oe~:~c to te ocr c ao of ra c~ oun r 4s. :'ie Eecrc.ent:-rncn- 'as antaird hz z . 

zve 
t nountres :'/M. S-ae,

jor ar . -4,ia" for ooaP tical reasons te accorded enual 'ms -e7e 


/ 



CCUt:,,/3ranch has traditionally given AID's most concessional terms to 
the >,icdle East countries, except ,ere legislation equired stricter 
terms, and tne terms recomended for the loan portion of the israel cash 
transfer oroaram are consistent ith this ract-ce 

IV. Loan and Grant dm itrtn 

*;. Procedures 

Prior to FY 1979, AiD provided both commodity import financing
 
and cash grants for Israel. The CIP was on a reimbursable basis. To 
otcain reimbursement, the Government of Israel submitted to AID certain
 
documentation evidencing the foreign exchance costs of the eligible im­
ported cc-odities. Such documentation -ecame an administrative burden to 
AiD and the GOI in accounting for orivate sector procurement under the CIP, 
oarticularlv after the GO! further relaxe' its internal economic controls. 
The result w.as a serious la,. in the rate of expenditure of available CIP 
funds. This interfered ,iith achievement of the purposes of the assistance, 

a.,to hep finance a balance of payments deficit. To alleviate this 
adct a e.sion %,as taken to provide all economic assistance (PL 480 
andS'A ezxce.tec, on a cash transfer basis linked at the aQregate level 

to U.S. non-defense exports to israel. 

The Government of Israel agreed with this approach and assured 
AID, in a letter dated August 19, 1973, that it would take all necessary 
steos to ensure, during U.S. FY 1.979, that the dollar level of Israel's 
non-defense imports from the United States would be at least equal to the 
level of U.S. economic assistance obligations (estimated at approximately 
S790 million), and that U.S. suoplilers would not be disadvantaged by the 
zermination of the CIP. (See Annex C). 

Re.ardino Israeli Government procurement of large capital
equicment items which U.S. suooliers might furnish, we were assured that 
soecial measures -ioult be taken by the GOI as necessary to assure that U.S. 
sucopliers couDcommete on terms at least as favorable as those offered by 

D third the
prosec ie country suppliers. Additionally, GOI agreed to
 
continue importing from the U.S., corn, wheat, soybeans and other agricul­
tural 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. 

Concernina the transoortation of goods imported from the U ,
the GO-' ave assurances that it would continue t-o follow present procedures 
for oulk shiornents of grain on cry-bulk carriers. These Procedures were 
,.cr<ed out . th GO , AID and >aritme Administration particioation to 
,assure a far Share of he market for American carriers. 
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In the sumer of 197, the Israeli Government undertook an 
anaivsis of experience with U.S. imports under the cash transfer oroce­
du-es. A roert Of "'s ,rnoIngs *as presented to AD31in a GOI letter or
 
Occober 2, 797 (A.-nnex D). 

tartial ata U.S., 
wnich are atzached to the October 2, 1979 letter, and which have been 
endorsed by the U.S. Department of Comerce, it is reasonable to conclude 
that (1) israel's non-defense imports from the U.S. were at least equal to 
the level of U.S. economic assistance obligated during FY 1979; (2) Israel 
cont inued to ir,ort corn, wheat, soybeans, and other agricultural pro­
ducts, purchased on GOT account at levels approx'imating those of the past 
re' years; and, (3) 'J.S. exoorters were not disadvantaged by the shift to a 
cash tr.-nsfer only program. 

From the year of Israel's imoorts from J:e 

Recardinc transport of bulk shipments of grain, the following
 
simmarizes the procecures agreed to by the Israel Supply >fission (IS.I),

i .!,iRLi and ,AID:Yaritime Administration C.. a AD 

,.;itouz beng cbliat-- to accept tonnage, the IS>! is
-roerd 

rree to netotiate fPr U.S. fla vessels as frequently as necessary. How­

...r ifa 4ven month 's bulk carrier requirements have not been met
 
hrou7h necotiation, IS>! will issue a freight tender during the first seven
 
a s 3f tne month. A:D will be advised of issuance of the tender and will
 

review and obtain 'A concurrence fairness reasonableness of
> ADs on and 

U.S. flac rates offered. 1S1 will be expected to accept all U.S. tonnage 
determined to be offered at fair and reasonable rates. 

At the end of each shipping month, IS>N will submit a detailed 
report to AID with an exolanation of any discrepancy. AIso, ISM will 
submit t',wo ratec Dills of ladino for each U.S. flag vessel accepted. After 
review, ',TD will confirm its acceptance of ISNI's report in writing. 

The : srae'is have recularlv canvassed, the J.S. market in an 
tempt to chart r U.S. bulk carriers. AID has monitored this orocedure 

iscd confident that the Government of israel is accepting all U.S. 
carriers which offer at fair and reasonable rates. The GOI, in a letter 
cated October 1979, renewed the assurances for FY 1980 that it made in FY 
1979 (Annex E). 

in the summer of 1980, the GOI will undertake another review of 
exoer'ence under the cash transfer or.cedures and report Finongs to the 
'nited Sttes by Se nt _,er 1, IcO. 

There is no _1. .ission in Israel and imoniementation and moni­
. rina . f tn.s Proc.ra m w-ill e the resoonsibilizv of AID's 'lear East 
3,-reau. 
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3. Utilization of Previous CIP and Present ESF Assistance
 

From FY 1975 thrcugh FY 1979 AID has made available to the GOI $3.4
 
billion in ESF (formerly SSA) and it has all been disbursed as of the end
 
of FY 1979.
 

FY 1975 throuah FY 197.
 
(Billions of Dollars)
 

Commodity Import:
 

Grant: $1.1
 
Loan: .755
 

Program Cash Transfer:
 

Grant: 1.290
 
Loan: .260
 

TOTAL 53.405
 

C. FY 1980 Proaram Cash Transfer Obligation and Disbursement
 

The obligations in the loan/grant agreements and A.I.D.'s release of
 
the proceeds of the FY 1980 ESF Program Cash Transfer loan/grant will be as
 
follows:
 

1 $200 million (S65 million loan and S135 million grant) pursuant
 
to the Continuing Resolution, upon execution of the loan/grant
 
agreement and satisfaction of Conditions Precedent, and
 

2. S585 million (5195 million loan and S390 million grant) pursuant
 
to the Appropriations Act when acted on by Congress, on a quarterly
 
basis (December 23, 1979, and April 1, 19S0, and July 1, 1980) after
 
execution of an amendment to the loan/grant agreement and
 
satisfaction of Conditions Precedent.
 

V. RECOMMENIDATION
 

It is recommended that the 'ollowing financing for the State of
 
israel be authorized -- program cash loan, $260 million and a program cash
 
grant 3525 million -- on the following terms:
 

.n Loan Interest and Terms of Reoayment
 

The 3or-ower shall reoay the lcan to A,2 in United States Dollars 
w-,th nfor-y ' -1G years frcm the date of the :irst disbursement under the 
loan, incljdir a grace oceriod of not to exceed ten (10) years. Bor-ower 

Iay .'n Jnited States -ollars interest :n tne total loan at the 
...: o .n ' er annum du -nc crace oeriod andThe tnree 
Dercent ". ,r.. annum th.ereafter on the ou s:.ancinc , sbursed balance of 
-ne c'a-n arn :n any tue anc u:noai irterest. 
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B. Other Terms and Conditions
 

1. A.I.D. will release the proceeds of the ESF Proaram Cash Transfer
 
loan/grant as follows:
 

a. $200 million (S65 million loan and $135 million grant) pursuant
 
to the Continuing Resolution, upon exectuion of the loan/grant
 
Agreement and satisfaction of Conditions Pr-ecedent, and
 

b. $585 million ($195 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 $195
 
million ($65 million loan and $130 million grant) will be made on
 
December 23, 1979 and April 1, 1980 and July 1, 1980.
 

2. The loan and grant shall be subject to other terms and conditions
 
as A.I.D. may d =m advisable.
 

C. Disbursement
 

The assistance will be disbursed as outlined inB.1 above.
 



A.D'laty A 

A.I.D. Grant No. 271-K-614
 

A.I.D. Loan No. 271-K-147
 

AGREEMENT
 

BETWEEN 

THE GOVERNMENT OF ISRAEL 

and
 

THE GONMENT OF THE UNITED STATES OF AMERICA 

acting through 

THE AGENCY FOR INTERNATIONAL DEVELOPMENT
 

Da 3':: Novem ber 107­



-"
AG.EEMEN- dated the/.5 day of November, 1979
 

between the Government of Israel ("Israel") and the Government
 

of the United States of America, acting through the Agency
 

for International Development ("A.I.D."), together referred
 

to as the "Parties".
 

WHEREAS, A.I. D. intend s to Provide a ta1 of
 

Seven Hundred Eighty-five Million United States Dollars
 

($735,C0,000) as cash assistance to Israel during Fiscal
 

Year 1930, subject to the funds being made available by
 

the Congress and the mutual acreement of the Parties to
 

proceed, and
 

"-EREAS, Congress has not made the entire amount
 

of such funds available at this time,
 

NOW T EREFORE, the Parties hereto agree as follows:
 

ARTICLE I
 

The Assistance
 

To support the economic and political -tability
 

of: Israel, A.I.D., pursuant to the Foreign Assistance Act
 

of 1961, as amended, agrees to grant to Israel under the
 

terms ,r this Agreement not to exceed One Hundred -hirty­

five Million United States Dcllars '- ,000,000]) (the
 

"Grant"' and to lend to :srael unde- t-e terms of iS
 

Acreement no_ to exceed Sixtv-:'e Mi n "' = -. e
 

DcLr"-'- 3 ,)^0,300. (.he e"l an"
 



The aggregate amount of disbursements under the
 

'
Loan is referred to as "PrinciD al" The Loan and Grant
 

tocether are referred to as the "Assistance".
 

ARTICLE Ii
 

Loan Terms
 

SECTION 2.1. Interest
 

Israel will pay to A.I.D. interest which will
 

accrue at the Late of two percent (2%) per annum for ten
 

years followi ng the date of 
the fsIst disbrsement of the
 

Loan an4 at t*-e rate of 
three percent (3p) per annum thereafter
 

on the outstanding balance of the Principal and on any
 

due and unpaid interest. Interest on 
the outstanding balance
 

will accrue from the date (as defined in Section 4.2) of
 

each respective disbursement, and will be computed on 
the
 

basis of a 365-day year. Interest will be payable in semiannual
 

insta-tlens beg innng no later 
than six (6) months after
 

the first disbursement of the Lcan hereunder, 
on a date
 

to specified by A.I.D.
 

SECTION 2.2. ReoaYment
 

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

the Loan within fort , (I'd) years from the. date of

,

the -rst 

disbr,--se-ent C: the Loan in sixt';-sne (el) semiannual installments
 
rnc=al and
o- -- inzeres: Th firs: installment of ?rincial­

un-er Lan wi; oc n: n:a'aol one-a-lf ,ear
 

.......e ae on 4nhWn S'e nr:- Z aen 
 the
 
.......r... w~h -.. -'2.,mes no h
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A.I.D. will provide Israel with amortization schedules
 

in accordance with this Section after final disbursement
 

under the Loan.
 

SECTION 2.3. Application, Currency and Place
 

of Pavment
 

All payments of interest and Principal hereunder
 

will be made in U.S. dollars and will be applied first
 

to the payment of interest due and then to the repayment
 

Exceot as 

wr ng, naiments will be made to the Controller, Office 

of Financial Management, Agencv :or International Develocment, 

Was'ngnton, D.C. 20523, and wili be deemed made when received 

by the Office of Financial Management. 

SECTION 2.4. Prepavment
 

Uocn cayment of all interest and any refunds
 

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

o: .rinc4oal. A.I.D. may otherwise specify in
 

cart of the Prncial Unless A.I.D otherwise agrees 

_n writna, any such preoavment will be acolied to the 

installments of Principal in the inverse order of their 

ma tu r i t7. 

SECTION 2.5 Reneco-tiation of Terms 

(a) Israel and A.7.D. agree to neactiate, at
 

s.ch ti.me cr tires as ei e: may reuest, an eesacera:on 

' -h rea-;nen of tne L-n in the event t- ­

am' and nte in -er..il.s>.~. :c.iunc ;-Icroen 

a. .. O ' C..S., . S..a ., - - a .. . .... CM na cn: . n-.. ... ... .. 

"-s- ,¢aen nae sra.- re-a" "ne Loan on a shor- ae 

.sc c ­
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(b) Any request by Israel or A.I.D. to so negotiate 

will be made oursuant to Se:tion 6.1, and will give the
 

name and acfdress of the person or 
persons who will represent
 

the requesting Party in such negotiations.
 

(c) Within thirty (30) days after delivery of 

a recuest to negotiate, the requested Party will communicate
 

to the other, pursuant to Section 6.1, the name and address
 

of the person or persons who will represent the recuested 

Party in such neactiations. 

dY The reresenatlves of the Parties will meet 

to carry on negotiations no later than thirty (30) days 

afer delivery of the recuested Party's communication under
 

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

office of the Ministry of Finance in Israel.
 

SECTION 2.6. Termination on Full Pavment
 

Upon .pavment in full of the Princical and any 

accrue. interest, ths Acreement and all cbligations of 

Israel and A.I.D. relating to the Loan provisicn of this 

Agreement will cease. However, with resuect to any oblication 

arising out of the disbursement of Grant funds, this Agreement 

wil1 remain in full force and effect. 

SE .IJ, . . .2n~~n r. e 'ecen: 

-s nemen -.: Ur 

- e i7s a ... tcn ? r..e
 

/"7 
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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
 

with all of its terms; and
 

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

or ac-ting in the office specified in Section 6.2, and of 

a-; additional representatives, together with a specimen 

signature of each person specified in such statement. 

SECTION 3.2. Notification
 

When A.I.D. has determined that the conditions
 

precedent specified in Section 3.1 have been met, it will
 

promptly notify Israel. 

SECTION 3.3. Terminal dates for Conditions Precedent 

If all of the conditions specified in Section 

3.1 have not been met within ninety (90) dav from the
 

date of this Agreement, or such later date as A.I.D. may
 

agree to in writing, A.I.D., at its cotion, may terminate
 

.. s Agreement by written notice to Israel. 

ARTICLE V'7 

Di sbursement 

WTIONhn -. ... ,S aursemen: f tSsis:ance 

Wi~~hin~:hi:7 '0 cioas aftr s a is _La f 
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conditions precedent, A.I.D. will deposit in a bank designated
 

by Israel the sum of ?wo 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.
 

SECTION 4.2. Date of Disbursement
 

Disbursement by A.I.D. will be deemed to occur
 

on the d ts A.I.D. makes demosits to the bank desianaled
 

by Israel in accordance with Section 4.1(a).
 

ARTICLE V
 

Scecial Covenants
 

SECTION 5.1. No Use for Military Purposes
 

It is the understanding of the Parties that the
 

'Issistance will not be used for financina military reuirements
 

of any kind, including the procurement of commcdities or
 

services for military purposes.
 

SECTION 5.2. Use Only Within Pre-1967 Boundaries
 

Program uses of the Assistance shall be restricted
 

to the -ecgrazhic areas which were subject to the Government
 

=
of Israel adminis-ration prior to June 96.
 



ARTICLE VI
 

Miscel lane ous 

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 telegram or cable, and will be
 

deemed duly given or sent when delivered to such Party
 

at the followinc address:
 

To Israel: 	 Economic Minister
 
Embassy of Israel
 
1621 22nd Street, N.W.
 
Washington, D.C. 20CC2
 

To A.I.D.: 	 Director, Office of Project Development
 
Bureau for Near East
 
Agency for International Development
 
Washington, D.C. 20523
 

All such communications will be in English, unless
 

the Parties otherwise acree in writing. Other addresses
 

.
may be substituted for the above ucon the civina of write
 

notice.
 

SECTION 6.2. Recresentatives
 

For all ourDoses relevant to this Agreement, 

Israe will be reoresented by the Ind'vidual holding or 

actIc in the Off ce of Economic inster, 7.nbasSo S -ae 

and . D. will be re-resented b' the "ndivilual holdinc 

or ac- na in the ofice of Direc -r Office of P e,­

----- -- ar 7--, eac C, 

no : e, ma, :es::ina~e 	 .a:: :r all- -_ 	 a!ireorese--tat'ves..._ 


: u rc es.
CCs 
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The names of the representatives of Israel, with
 

specimen signatures, will be provided to A.I.D., which
 

may accept as duly authorized any instrument signed by
 

such representatives in implementation of this Agreement,
 

until receipt of written notice of revocation of their
 

authority.
 

SECTICN 6.3. Amendment
 

This Agreement may be amended by the execution
 

o written amendments by the authorized representatives
 

of both parties.
 

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
 

writ ten.
 

GOVERNMENT OF ISRAEL
 

By: 

Title: 

UNITED STATES CF AMERICA 

v 
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AID HANOBOOK 3, App 5C(l) 3:32 June 7, 1979 5CM-1
 

FY SO ISP2AEL 

CASH TMANSFER 

5C(1) - CCUNTRY CHECKLIST 

Listed beloiw are, first, statutory criteria applicable generally to FAA funds, and then criteria
 
applicable to individual fund sources: Development Asistance and Economic Support Fund.
 

A. GEIERAL CRITERIA FOR CGCUTRY ELIGIBILITY 

1. FAA Sec. 116. Can it be demonstrated that It cannot be so demonstrated. The
conte-piaed assistance will directly benefit Department of State has not so de­
the needy? If not, has the Deoartment of 
State determined that this government has te-mined" 
engaged in a consistent pattern of gross
 
violations of internatiorally recognized
 
hLman rights?
 

2. F-A Sec. -!81. Has it been determined that it has not been so determined. 
the goverrment or recipient country has failed
 
to take adequate steps to prevent narcotics
 
drugs and other controlled substances (as
 
defined by the Ccrprehensive Drug Abuse
 
Prevention and Control Act of 1970) produced
 
or processed, in whole or in part, in such
 
country, or transcorted through such country,

frcm being sold illegally within the juris­
diction of such country to U.S. Government
 
personnel cr their dependents, or from
 
entering the United States unlawfully?
 

3. FAA Sec. 620(b). If assistance is to The Secretary of State has so 
a goverrment, has the Secretary of State determined. 
deterni-ned that it is not controlled by the 
international Communist movemeit? 

620(c). ..... .. to be in4. Sec. if assistance is to Israel is -or- known 

government, is the government liable as violation if this section.
 
debtor or unconditional guarantor on any
 
debt to a U.S. citizen for goods or services
 
furnished or ordered where (a) such citizen
 
has exhausted available legal re-edies and
 
(b debt is not nied or contested bv such
 
government?
 

5. FA-A Sec. 620(e)(1). If assistance is to Israel is not known to be in
 
a goveren-, nas it including government violation of this section.
 
acencies or subdivisicns) taken any action
 
,4hich has the effect oz nationalizina,
 
exoroDriating, or otherwise seizing owner­
ship or control of proo.rty of U.S. citizens
 
orentities beneficially cwned by them with­
out taking steos to discharge its obligations 
toward such citizens or entities?
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A.
 

6. F.A Sec. 20(a) , 620(f); FY 79 Aoo. Act, 
Sec. arc Es, is recipient country2± 506. 
a Cz&,-unlst cunZry?'Will assistance be pro­

vided to the Socialist Republic of Vietnam, 

Camtodia, Laos, Cuba, Uganda, 'Iozambique, or 
Angola? 

7. FAA Sec. 520(i). Is recipient country 
in any'way involvec in (a) subversion of, or 
military aggression against, 

the United States 

or any country receiving U.S. assistance, or 

(b) :he planning of such subversion or
 
aggression?
 

8. F"A Sec. 620 U). Has the country permitted, 


or Zaiied to take adecuate measures to prevent,
 

the damage or destruction, by mob action, of
 

U.S. property?
 

9. FAa Sec. 620(l). If the country has failed 
to ins:irtte :ne investment guaranty program
incon­risks of expropriation,for the secific 
veroibility or confiscaticn, has the AID 
Acministrator within the past year considered 

denyi.n assistance to such goverrment for this 
reason?
 

10. FAA Sec. 620(o); Fistrmen's Protective 
Act Or :/, as amencec, Dec. r country.
 

has seized, or imposed any penalty or sanction
 

against, any U.S-. fishi" activities in
 
international .aters:
 

a. has any deduction required by the
 

Fisher en's Drotective Act been made?
 

b. has ccmmplete denial of assistance
 

been considered by AID Administrator?
 

11. FaA Sec. 620; FY 79 Ac. ctSec. 603.
 

(a) is tre government of the recipient country 

in default for more than 6 months on 
interest
 

or principal of any AID loanto the country?
 
(b) Is country in default exceeding one year 

on interest or principal on U.S. loan under
 

program for which App. Act appropriates
 
funds?
 

12. FAA Sec. 620(s). If contemplated 
assistance is development loan or from 

Economic Sucport Fund, has the Administrator 
taken into account the percentage of the
 

country's budget which is for military 
expenditures, the amount of foreign exchange 
scen' on military equipment and the
 

ID~HANDBOOK 3, App 5C~ ) 

Israel is not a Ccmnunist country. 
Assistance will not be so provided.
 

The President has not determined that
 
Israel is engaged in such conduct. 

No.
 

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

Israel has not taken any such actions.
 

(a) No.
 

(b) No.
 

Yes, as reported in annual report on
 

implementation of Section 620 (s). 



AID HANDBOOK 3, App 5C(I) 3:32 

A.12. 

amount spent for the purchase of sophisticated 
weapcns systems? (An affim.ati,,e answer may 
refer to the record of the annu~il "Taking Into 
Consideration" reno: "Yes, as reported in 
annual report on implerentation of Sec. 620(s)." 
This report is prepared at time of approval by
 
the Administrator of the Operational Year Budget
 
and can be the basis for an affirnative answer
 
during the fiscal year unless significant changes
 
incircumstances occur.)
 

13. FA Sec. 6200t). Has the country severed 

diplc-natic relations with the United States?
 
If so, have they been resumed and have new
 
bilateral assistance agre-nents been negotiated
 
and entered into since such resumption?
 

14. FAA Sec. 620(u). What is the payment status 
of the country's U.1. cbligations? if the country 
is in arrears, were such arrearages taken into 
account by the AID Acministrator indeternining 
the current AID Operational Year Budget? 

15. F.A Sec. 62CA, FY 79 Aco. Act, Sec. 607. Hao 

the country grantec sanczuary trom prosecution to
 
any individual or group hich has coimitted an
 

rror
act cf international te ism?
 

16. FAA Sec. 666. Does the country object, on 

basis of race, religicn, national origin or
 
sex, to the presence of any officer or enployee
 
of the U.S. there to carry out economic
 
deyelopment program under FAA?
 

17. FA Sac. 669, 670. Has the country, after 

August 3, 1977, delivered or received nuclear 

enrichmeent or reprocessinq ecuorrent. materials.
 
or technology, without specified arrangements or 

safeguards? Has it detonated a nuclear device
 
after August 3, 1977, although not a "nuclear­
weapon State" under the nonroliferation treaty? 

B. FUNDING CRITERIA FOR COUNiTRY ELIGIBILITY 

1. Develocmrent Assistance Ccuntry Criteria 

a. FAA Sec. 102(b)(l). Have criteria been 

establisnea and taken into account to assess 
ct=fmitment progress of country in effectively 
involving the poor indevelocment, on such
 
indexes as: (1)increase in agricultural
 
productivity through smal-farm labor intensive
 
agricul ture, (2) reduced infant mortality, 
(2)control of population ;rowth, (4)ecuality 
c-1 i;.Z: e distributicn, (5) reduction of 
unemoicent, and (6) increase.., literacy? 

June 7, 1979 5C(I)3 

No.
 

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

obligations. 

No.
 

No.
 

We have no knowledge that Israel
 
has delivered or received such 

Items or detonated such a device.
 

Not applicable since this is
 

Assistance.Economic Sucoort Fund 
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B I 

B.1,
 

b. F-A Sec. Il'd (l. If appropriate, is
 
this develc~rent (ircuding Sahel) activity designed
 

to build motivation for smaller families through
 

modification of econcmic and social conditions
 

supportive of the desire for large families in
 

programs such as education in and out of school,
 

nutrition, disease control, maternal and child
 

health services, acricultural production, rural
 

develocment, and assistance to urban poor?
 

2. Econcmic c-ocort Fund Country Criteria
 

a. FAA Sec. 5025. Has the csuntry encaged No. Program is in accordance 
ina consistent ;:tern of gross violations of with policy of 502B.
 
internationally reccgnized human rights?
 

Will assistance under Not applicable•
 

the Soutnern '*frica program be provided to
 
Za-bia? If so,
 

b. FAA Sec. 533(b). 


M-ozambique, Arcola, Tanzania, or 


has President deter'nined (and recorted to the
 

Congress) that such assistance will further U.S.
 
foreicn Poii cy interests?
 

If comcdities are to be Not applicable.
c. FAA Sec. 609. 
oranted 	so tnat sale proceeds -ill accrue to the
 

Account (counter­recipient country, have Special 

part) arrangeents been made?
 

d. FrY79 1o. ct,Sec. 113. Will assistance No
 

be provided for tne purpose of aiding directly the
 

efforts of the coverrment of such country to
 

repress the legitimate rights of the population
 
of such country contrary to the Universal
 

Declaration of Human Rights?
 

e. F!A Sec. 62CB. Will security supporting No 
assistance te 7uriished to Argentina after
 

September 30, 1378?
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ANNEX C
 

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. Wheelert
 

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


Israel from a comodity
Government's economic assistance to 


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


you raised about the possible impact of such a change on 
the
 

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


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

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


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

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


U.S. economic assistance obligations during that yearp 
and
 

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

of the CIP.
 

We have cbnsidered what steps will be necessary 
to fulfill these
 

For example,

commitments and have reached certain decisions. 


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
 

favorable as those offered by
compete on terms at least as 


Additionally, the Government
prospective third country suppliers. 


continue importing from theUnited States,
of Israel has decided to 


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
 

.o/2
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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 f@r.bulk shipments 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 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 levc! of non-defense
 

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

appropriate U.S. Government officials what raseoiable Ptopr it
 

could take to make American sources of supply more attractive
 

to Israeli importers.
 

Sincer lyl yours, 

Dr. Zvi Dinstein
 

Economic Minister
 

mailto:f@r.bulk


ANNEX D
 

EMBASSY OF ISRAEL 

WASHINGTON. 0. C. i 

October 2, 1979
 

Mr. Joseph C. Wheeler
 

Assistant Administrator
 
for Near East
 
Agency for International
 
Development
 
Department of State
 
Washington, D.C.20523
 

Dear Mr. Wheeler:
 

As indicated in our letter of August 29, 1979, the Government
 
of Israel agreed to review its experience under the cash transfer
 
program and provide A.I.D. with a report thereon. We are pleased
 
to provide 'youwith 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 from 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 nc 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 measu:es taken by the Government of Israel
 
to assure the competitiveness of U.S. capital equipment suppliers,
 
we call your particular attention, by way of example, to the
 
success of U.S. exporters of vehicles and aircrafts. In 1976, exports
 
to Israel of these products equaled S82.2 million. In 1977, they
 
were S119.1 million. They went up substantially in 1978 to $146.1
 
million. In the first four months of 1979 they equaled $89.2 million.
 

This singular success was exceeded by the exports of machinery 
and electric equ-pment to Israel. The value of these exports in 
1977 was S202.1 million. They wenu up by 35% in 1978 to S274.3 
m.lion. 7n -he firs- four months of 1979 they equaled S110.0 million. 

L:kewise, the impor-ation of grains from the U.S. continues
 
' 
-o :rew.. -or-ts. in 1973 exceeded those in 1977 by acproximaze-: 

.S,3 _ tnda - e ec-ed to crow substantiaiL%. Present estimates 
id-ate "a-te tozal value of cralm shipments in 1979 will 

r a-3 -11 , -.. 

ea ,exror-s tc .-rael for 1979 should aSor1ximate _.4 
or an increase o aparpx-matel_ S273 million over 9 
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WASHINGTON. D.C. 

These figures underscore the effectiveness of the cash transfer
 
program in terms of increased opportunities 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 employina U.S. bulk carriers of grain to 
Israel.
 
Suitable L-merican-flag vessels were used to 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 effectiveness of the program, vis-

a-viL the CIP, in terms of providing opportunities for U.S.
 
supplie-rs of: exports to Israel. We are pleased that these
 
results bear cut the confidence that A.I.D. placed in us in shift­
ing :rcm the CIP to a cash transfer program. You may rest assured

that the Government of Israel will continue to take the necessary
 
measures so 
that U.S. suppliers will not be disadvantaged by

the termination of the CIP.
 

Sincerely yours,
 

Dan Halp in
 
Minister
 
Economic Affiars
 



Table .
 

I,:0RTs _.,M C-. L . ( U.S.Millions of S)
 
CIF PORT !979 

1974 1975 2.976 1977 !973 i--A 

nmals & 

.of animals 4.49i!.54.9 4 9 4.2 4.8 

Ol--s & 

products 
thereof 270.9 361.0 327.8 336.7 315.2 120.7 

Oils 8.9 6.9 4.5 2.2 4.2 10.3 

Processed 
foods, bev­
eraces, 
tobacco 6.6 12.1 10.2 16.4 12.3 4.1 

inerals 4.6 6.6 3.0 3.4 2.9 0.9 

Chemical 
oroducts 

Rubber & 
plastics 

36.3 

14.9 

43.0 

15.2 

53.5 

12.9 

52.2 

13.6 

61.3 

21.4 

24.2 

9.3 

Leather & 
oroducts 4.0 5.1 4.1 4.1 3.4 1.8 

Wcod & 
products 

Paner & 

cardboard 

6.0 

23.1 

21.7 

34.1 

3.3 

33.4 

1.4 

26.1 

1.5 

21.4 

0.8 

7.8 

Textiles 22.9 21.2 24.4 25.6 31.3 12.3 

FCCtwear 

Co nstruc­

ticn -.a:: . 

0.3 

. 

0.3 

3.9 

0.4 

3.7 

0.6 

3.7 

0.6 

6.3 

0.2 

2.3 

, e - : . 4 _ - 4 .7 . 4 _ . 13.9 

57.2 69.7 45.4 40.9 5S .i 17.9 

.' c... e rv. 

.- 3. .1 9.9. 2 1 274. , n 

(.Mocre'} 



Table 1 
I'.*.PORTS FRI". TH-E U.S. (U.S."i lln Of 

197­
1974 1975 1976 1977 197 J--A 

& aircraf 59.6 10S.5 82.2 119.1 146.1 89.2 

mhotography,
medical 

equipment 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 of 
art 0.9 1.8 2.2 1.5 7.1 0.2 

Unc lassi­
:ied 

coimmdities 9.2 8.9 3.7 4.4 4.8 3.3 

752.9 1001.2 883. 931.1 1125.6 453.8 



Table II 

THE U..S. 2, 1!MPORTS F31O1M 

F.O.B SHIP 
1979
1977 1973
1974 1975 1976 

63724 2320360826 46994 

25004 32253 31094 40582 42736 3323 

53706 32303 

Corn 


35029
112534 95601
Soybeans 7488 94930 	 91271 


76321 68772 
 64393 17260

Sorghum 79388 77838 


cy;ail 13635 7836 3864 1878 4195 5406
 

275699 84221
263376 270763
247121 295160 


/-- l 
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WASHINGTON.D.C. 

Mr. Joseph C. Wheeler
 
Assistant Administrator for
 

October 31, 1979
Near East 

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. economic assistance program to Israel 

frcm conodity import financing to a cash transfer, the Government 

of I5rae! provided certain assurances regarding the impact of the 

shift on U.S. exports to Israel, bulk shipments of grain from the 

United States, and access of U.S. suppliers to Israeli markets. 

In rdrticular, the Government of Israel undertook to:
 

a) 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. economic assistance obligations
 
during that year, and that U.S. suppliers would not be
 

disadvantaged by the termination of the CIP, and
 

b) regarding the carriage of goods imported from the United
 

States, continue to follow procedures which had been
 
to that time for bulk shipments of grain on
followed uo 


dry bulk carriers.
 

In conveying these assurances, we also indicated, in an illustrative
 

way, steps which we had decided to take tc fulfill our ccmitments.
 

In this regard, we indicated that:
 

a) regarding Israeli Government procurement of large capital
 

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

measures would be taken as necessary to assure that they
 
favorable as those offered
can comoete on terms at least as 


by prospective third country suppliers, and
 

would continue importing from theb) the Government of Israel 
United Szz:es corn, wheat, soybeans and other aricui~ura 
products zurchasec on oovernment accunt at levels crSox­

imati no those of the east 	 few years, with due a'iowances 
for such ocoas and capaciZ 3:for israel's requirements 

store zhem.
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WASHINGTON. D.C. 

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, 1979. My government anticipates additional
 
increases in the coming year, and, as before, is prepared to discuss
 
with'appropriate U.S. Government officials what reasonable steps it
 
could take to make Aierican sources of supply more attractive to Is­
raeli importers.
 

Sincerely,
 

Dan Halperin
 
Minister
 
(Economic Affairs)
 

A­



ANNEX F
 

FIRST AMENDMENT 

TO 

AGREEMENT OF NOVENBER , 1979 

3ET. EEN 

THE GOVERNMENT OF ISRAEL
 

AND
 

THE GOVERNMENT OF THE UNITED STATES OF AMERICA
 

ACTING THROUGH
 

THE AGENCY FOR INTERNATIONAL DEVELOPMENT 

Dated: Decemer , !979 



AIIENDiE,,T, dated the day of 1979, between the Gov­

ernment of israel ("Israel") and the Government of the United States of 

America, acctina th rough the Agency for International Development 

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

WHEREAS the Parties have heretofore entered into an assistance Agree­

ment dated November , 1979 (the "Agreement"), pursuant to which A.I.D. 

agreed to Jrant Israel One Hundred Thirty-five Million United States 

Dollars ($135,000,000) and to loan Israel Sixty-five Million United States 

Dollars (S65,C00,000), and 

.,WHEREAS A.I.D. intended to increase the amount of such assistance
 

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 aaree that the Agreement shall be
 

and hereby is amended by making the following changes:
 

1. The monetary provisions in Article I, "One Hundred Thirty-five 

million United States Dollars ($135,000,000) (the "Grant")" and "Sixty­

five Million United States Dollars (365,000,000) (the "Loan")," are delet­

ed and substit:ited therefor, respectively, are "Five Hundred Twenty-five 

MIillicn 'Un-.. States Dollars (S325,OCO,000) ;the "Grant")" amd "Tw,o 

Hundred Sixty Million United States Dollars ($260,CC,C00) (the "Loan";" 

and 



2. The paragraoh uncer Section 4.. is designated "(a): and below it
 

is inserted paracraph "(b)" 

"Thereafter, on December 23, 1979, April 1, 1900 and 
july 1, 1920, A.I.D. will deposit in the bank designated 
pursuant to Section 4.1. (a) the sum of One Hundred Ninety­
five N-1ilion United States Dollars (S195,000,000) of which 
(1) One Hundred Thirty >Yillion Unided S ates Dollars 
(S!20,0YDO00) will be Grant funds; and (2) Sixty-five
>Iillion 'nited States Dollars (S6 ,OO0,0C,' will be Loan 
funds ." 

Pricr to the disbursement of the additional Assistance Provided 

by this Amenoment or to the issuance by A.I.D. of documentation pursuant
 

to .hicn d.isourse:nent will be made, israel will, except as the Parties 

may otherwise 'e 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 Amendment to the 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 with all of 

its terms. 

Except as specif~cally amended hereby, the Agreement shall remain
 

in full force and effect.
 

... , C.... 'H...,OF, the Government of Israel 
and the Government
 

of the United States of America, each actina through its resoective
 

\A 



duly auth-crized reoresen:3tive, nave caused this nendment to 'e signed 

in their rrmes and deI 4vered is of the day and year first above -ritten. 

GOVERN.EIT OF ISRAEL
 

Dy:
 

Title:___________
 

UNITED STATES OF A,!ERiCA
 

By:
 

Title:
 



K.' i mEX G 

NA 7. 3NS H.I 

Asitn Adin-rao
 

i.eatetof tate
 

~ Washington '$D.C.20523 1+ -

D~<'ear Mr." Wheeler: I ~~~ih-. 

Th flowngi t1e requste amdmen tourletter'dated
'October 3,17.Section .a. ol the'second paragrph should rea as 

In-particularY: the-.Government of.Lsrael udroo~ ":-~ o 

)atake alIses oisr ta,i.-during theU.S. fica4.year. 1979 , the dollar level~ofIre' nnee imports 
from the :United Stte would be iat' least eqthe - -the 

A~-*~~ level, of U.S. economicl~ass1istance. obligatjons'ding tha~t 
year,'4that U.S. suppl1ers--o1 d 6t ~be disadvantaged by

A->'the termination of 't})e I'adttthlelfcs 
asesmade to:Israe does not cause an avreimpact 

on the,'total amount of nonmilitary exorts from thenited
 
'~tI~2f.'~J~Sta tes to Israel." i ~~­

Sincerely.yo.r
 

~~~~~~- A: ~~~~a >2 A 4,"-lv2" Ji ,-4 r.
4 


~''Minister4 (Ec noi- A..''f,, a-I r 


