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I. SUMMARY OF POLITICAL AND ECONOMIC CONSIDERATIONS

Israel's political and economic stability have been deemed essential to
achieving a comprehensive peace in the Middle East. U.S. assistance programs,
both military and economic, tangibly reflect U.S. support and help give Israel
the confidence it needs to take the risks necessary to reach a peace
settlement with its Arab neighbors. The U.S. Economic Support Fund (ESF)
directly supports lsrael's civilian economy, thereby facilitating maintenance
of a modest rate of economic growth and management of Israeli's large balance
of payments problem.

Israel is attempting to maintain a high level of social welfare services and a
modest economic growth rate, while at the same time expending large sums for
defense and debt service (internal and external). Despite unique access to
concessional resources from abroad, this had contributed to inflationary
pressures and persistent balance of payments deficits. both problems were
considerably exacerbated after the 1973 Arab-lsraeli War by world inflation,
particularly in oil prices, recurring periods of recession in the economies of
Israel's traditional trading partners and the need to rearm and to maintain
adequate military forces.

Despite periodic attempts to dampen import demand and stimulate exports and
foreign investment, it is clear that Israel has not yet made a full adjustment
to the post-1973 international economic environment. Economic assistance is
still needed to assure Israel of access to the resources it needs to maintain
economic activity at a level high enough to assure reasonably full employment
and a stable or slowly improving standara of living. The perioa of time
during which Israel will continue to require assistance wiil depend on Israeli
efforts to make necessary adjustments, on future international developments
which affect the prices of traded goods and services, on the demand for
Israeli exports and on the level of Israeli defense expenditures.

I1. RATIONALE FOR ECONOMIC ASSISTANCE

A. Background

Israel's economic achievements in the first 25 years of its existence have
been remarkable in view of its very limited natural resources. Fueled by very
high leveis of investment frequently exceeding 25% of GNP, Israel's real GDP
rose at an average annual rate of 9% between 1952 and 1972. At the same time
price levels were relatively stable; until 1970 consumer prices increased at
an average annual rate of 7%.

Since the early 1970's, Israeli economic performance has deteriorated.
Expansionary monetary policy in 1971 resulted in not only high GNP growth
--11% in 1971 and 12% in 1972 -- but also a sharp increase in inflation to 13%
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in 1971 and 12% in 1972. Inflation subsequently accelerated reaching 56% in
1974, In the face of reduced GNP growth of 2% annually between 1975 and 1977,
inflation decelerated to an average annual rate of 34%. In addition the
deficit on the civilian goods and services account declined from the peak $2.1
billion registered in 1974 and 1975 to $1.4 billion in 1977.

Beginning in late 1977, however, aggregate demand was stimulated by expanding
government exnenditures. In 1972 government expenditures (including
transfers) had comprised some 51% of GNP; by 1982 such expenditures were equal
to an estimated 90% of GNP. In part as a consequence of deficit financing of
public sector expenditures, consumer prices rose by 48% in 1978, and inflation
rose to triple digit levels (111% in 1979, 133% in 1980, 102% in 1981, and
132% in 1982). However, the incomes of Israeli consumers were increasingly
protected against the erosive forces of inflation by an increasingly
widespread system of indexing wages and interest income to rises in consumer
prices and related exchange rate movements.

During the course of the 1970's, an increasing proportion of national savings
was channelled toward the financing of the government deficit, while
productive investment declined both because of the uncertainty of the
magnitude of real returns under conditions of high inflation and because of
the crowding out of investment by government borrowing. The level of gross
domestic investment declined from 33% of GNP in 1972 to 23% in 1982.
Relatively high levels of consumption were stimulated primarily by deficit
spending. Over the 1971-1981 period, Israeli real wages increased at an
average annual rate of 3.3%. The high levels of consumption coupled with a
lessened ability of the Israeli economy to supply demanded goods and services
because of decreasing investment led to growing current account deficits,
financed both by increased U.S. assistance flows and rising foreign
borrowing. The deficit on civilian goods and services account increased from
$1432 million in 1977 to $2139 million in 1982, and external foreign debt
(including short-term debt) rose from $11.1 billion in 1977 to $20.9 billion
in 1982.

B. Developments in 1982

In an attempt to slow the rise in the domestic price of imported goods and
consequent effects on the rate of inflation, the Israeli government in 1982
purposefully slowed the depreciation rate of the Israeli shekel. The relative
appreciation of the shekel together with the worldwide recession lowered
demand for Israeli exports. In volume terms, Israeli exports of goods and
services declined by an estimated 2.9% in 1982 and by 2.5% in dollar terms.
Since exports typically comprise over 40% of Israel's GNP, the drop in exports
contributed largely to a real drop in GNP of 0.2% in 1982 vs. the real growth
of 4.6% registered in 1981.

Despite declining exports, levels of consumption continued to be maintained at
high levels. Private consumption increased by an estimated 7.5% in 1982 vs.
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11.0% in 1981. Reflecting the expenditure requirements for conducting the war
in Lebanon as well as continued real increases in interest payments, public
consumption expenditures (excluding defense imports) rose at a higher rate in
1982 than in 1981 (4.6% vs. 0.7%). The government budget deficit is estimated
to have risen from 23% of GNP in 1981/1982 to 26% in 1982/1983. Maintenance
of high levels of consumption was reflected in increased imports. The volume
of goods imports rose by an estimated 10% in 1982 vs. 4% in 1981. In dollar
terms however, the increase was far less (1.4%) reflecting the strength of the
dollar against the currencies of Israel's chief import suppliers -- the
countries of the EEC -- plus soft prices for oil imports.

Despite the slowing in the rate of the depreciation of the shekel and
restraint in passing on price increases in the cost of government controlled
commodities, the pace of Israel's inflation rose in 1982. On a year end to
year end basis, consumer prices rose by 132% in 1982 vs. 102% in 1981.

The deficit on civilian goods and services account rose by 48% from $2139
million in 1981 to $3167 million in 1982 (see Table I). The increase in the
deficit was largely due to a $330 million decline in merchandise exports, a
$77 million decrease in receipts from tourism, a $437 million increase in
interest and investment income payments, a $109 million increase in goods
imports, and a $216 million increase in expenditures for such invisibles as
shipping, foreign travel, insurance, and other services.

Reflecting the financing requirements for the deficit on current goods and
services as well as defense imports, Israel's foreign debt outstanding
expanded by $1.7 billion in 1982 from $18.2 billion to $20.9 billion. Of
total gross capital inflows (excluding short-term capital) of $5.0 billion in
1982, medium and long-term loans comprised 46% and unilateral transfers,
including economic assistance and private donations, 52%. Direct investment
comprised the remaining 2% of gross capital inflows. As was the case in every
year since 1976, capital inflows exceeded the current account deficit and debt
servicing needs. Thus additions could be made to official foreign exchange
reserves, and, in 1982, reserve holdings increased from $3542 million to $3771
million.

C. Developments in 1983

The macroeconomic policy environment was little changed in the first half of
1983. The rate of depreciation of the shekel continued to be held below that
of domestic inflation, while the government continued to raise prices of
government controlled basic commodities (e.g. bread, milk, edible oils, eggs,
margarine, frozen meat) with the exception of petroleum fuels by an average of
5% on a monthly basis, which, because the increase was so low, tended to
increase the level of government subsidization of private consumption.
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TABLE 1

($ Millions)

1973

4289
2972
385
932

2928
1560
258
240
870

-1361
455

- 1816

5093 -

1979

10786
7230
1380
2176

8312
4759
792
808
1953
-2474
839

3313

15138

CIVILIAN BALANCE OF PAYMENTS

1980

12173
7776
1966
2431

10089
5798
896
1052
2343

-2084
957

3041.

16517

1981

12913
7823
2320
2770

10774
5903
970
1485
2416
-2139
1119

3258

18231

1982

13675
7932
2757
2986

10508
5573
893
1657
2385

-3167
1053

4220

20918

1983, (Est.)

14700
8600
3000
3100

10600
5500
900
1800
2400

‘44100

1000
5100

22500
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Fiscal policy as embodied in the initial budget for the 1983/1984 fiscal year
remained relatively unchanged. On the revenue side, the temporary 3% levy on
imports instituted to finance the costs of the Lebanon war was continued.

The budget projected a decline in defense expenditures, but this decline was
largely offset by in<reased expenditures for interest payments resulting
chiefly from the maturation of bonds issued to finance the 1973 Arab-Israeli
War and some recovery in the size of government investment expenditures. The
budget also provided for increases in transfer and subsidy payments
proportionally larger than the projected increase in overall budget
expenditures. In other areas, expenditures in real terms were held roughly
constant to those realized in the 1982/1983 budget. The budget deficit was
expected to decline from 26% of GNP in 1982/83 to 24% of GNP in the current
fiscal year. However, the monetary impact of deficit financing was expected
to be larger as foreign grant receipts as a proportion of GNP were projected
to decline while domestic financing of the deficit as a proportion of GNP was
forecast to rise. In sum, the 1983/84 budget provided for a continuation in
the fiscal policy generated increases in aggregate demand and offered little
promise that inflationary pressures would be abated through monetary
discipline.

In the face of continued poor export performance, the government announced in
April a series of measures to promote exports and reduce discretionary foreign
exchange purchases. These included:

--a tax of $50 on Israeli trips abroad;

--a 1% levy on purchases of foreign exchange, offset by a decrease
from 3% to 2% in the import levy, thereby penalizing discretionary or
speculative foreign currency purchases while endorsing bona fide
foreign exchange transactions;

--a reduction in national insurance payments by employers in
industrial, tourism, and agricultural sectors from 15.6% to 14.0% of
wages, thereby reducing production costs and enhancing Israeli
competitiveness.

--a 2% decrease in premiums on exchange rate insurance for exporters.

To reduce further expenditures on imports, the government announced in June
the institution of import deposits to affect primarily the importation of
consumer durables. Under the new requirements, shekels equivalent to 15% of
the value of the good to be imported are to be deposited with the government
at the time of order; the deposit is returned, without interest, after one
year.

By mid-year, a slowing in the rate of inflation was not evident; to the
contrary, consumer prices in the first half of 1983 had risen by some 130% on
an annualized basis. Moreover, the imbalance in external accounts ocontinued
to widen; the merchandise trade deficit expanded by $300 million in the first
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half of 1963 as compared to the first half of 1982. In light of these adverse
developments, the Government devalued the shekel by 7% in August and proposed
a combination of expenditure cuts and revenue measures totalling some 55
billion shekels or roughly equal to 5% of budgeted expenditures. The Israeli
cabinet met and is reported to have approved a number of the proposed
measures. Whether these measures will be implemented is uncertain since
follow-up cabinet action was deferred upon Prime Minister Begin's resignation
and the formation of a new government.

Uncertainties surrounding the likely economic policies of the new government
coupled with continued adverse developments in both price movements and
exports led in September to a flight from shekel denominated financial assets
and a sharp drop in Israeli share prices. In response to the crisis, the
Government announced on October 11 a 23% devaluation of the shekel, a
corresponding 23% increase in government controlled petroleum prices, and a
50% increase in the price of government controlled basic commodities. The
government also declared that it did not intend that the deflationary effect
of these price increases should be recouped in upcoming wage negotiations.

The size of the devaluation should allow for restoration of confidence in the
shekel and enhance the competitiveness of Israeli exports. The rise in price
of government controlled commodities should produce a modest decrease in
government expenditures. The devaluation as well as the price increases, if
not offset by future wage increases, should also serve to absorb excess
purchasing power, thereby dampening inflationary pressures present in the
economy.

The measures announced on October 11 are likely to raise the rate of inflation
experienced in 1983 substantially. The increase in consumer prices on a year
end to year end basis is now expected to reach roughly 160% in 1983. In other
areas, the October 11 measures will have less effect on overall economic
results for 1983. In the remaining two months of 1983, the devaluation will
not lead to a recovery in exports sufficient to offset the declines of past
months. As in 1982, reduced exports of goods and services as well as poor
investment rates are expected to result in a negative or, at the very best, a
slightly positive rate of GNP growth for 1983. The autumn developments will
also have a dampening influence on GNP growth. The September-October loss of
confidence in the Israeli economy contributed to a steep fall in the prices of
Israeli stocks; these may not recover in the very near future with consequent
negative impacts on wealth induced consumption in the last quarter of 1983.

In addition, the devaluation and commodity price increases, if not
incorporated in 1983 wage increases, will tend to dampen the real level of
last quarter consumer expenditures.

With minimal or no growth in merchandise exports or tourism receipts, a $700
million increase in goods imports and a $250 million increase in interest
payments, the civilian goods and services deficit is projected to widen by $1
billion in 1983 to a record level of $4.1 billion (see table). Increased
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foreign borrowing is projected to raise Israel's foreign debt to some $22.5
billion by the end of 1983 compared to the $20.9 billion outstanding in
December 1982. Additions to Israeli official foreign exchange reserves are
also likely to be far less in 1983 than the $228 million rise registered in
1982.

D. Current Status and Qutlook for Israeli Economy in 1984

Israel has experienced high inflation for over a decade and triple digit
inflation for the past five years. The Israeli consumer's standard of living
has been protected against erosion from inflation by an increasingly pervasive
system of indexing wage and interest income to consumer price and related
exchange rate movements. In addition, transfer payments and subsidization of
basic commodities by the government have tended to increase disposable

income. Government deficits have expanded stemming both from high levels of
military expenditures and rising transfer, interest, and subsidy payments.
Private consumption has grown, and investment has not kept pace. Moreover,
with high inflation, the attracciveness of investing in real productive assets
has declined relative to the holding of financial and other assets as a hedge
against inflation. As a consequence of both the above developments, the rate
of fixed investment has declined, precluding major advances in labor
productivity from increased capital per worker. At the same time, wage
settlements plus the system of wage indexation have led to rises in labor
costs that exceeded increases in productivity.

The pattern of wage settlements, indexation and government deficit spending
that has emerged over the past several years has led to rises in both public
and private consumption which have exceeded the increases in the economy's
productive capacity. As a result, Israel's deficit on civilian goods and
services account has increased, reflecting both greater imports and lagging
export performance. While excessive aggregate demand pressures largely
account for increased imports, a number of additional factors have been
responsible for lagging export performance. Firstly, the global recession of
1980-1982 dampened demand for Israeli exports of goods and services.
Secondly, domestic wage costs have been increasing at a faster pace than those
of foreign competitors, reducing the profit margins for Israeli exports.
Lastly, the slowing in the rate of depreciation of the shekel in 1982/1983
made Israeli exports relatively more costly and further undermined the
position of Israeli suppliers in export markets.

To finance the growing civilian goods and services deficit and related
consumption requirements, Israel has relied on both continued flows of
concessional economic assistance and expanding borrowing in foreign commercial
capital markets. The interest and principal payments on Israel's external
debt (including short-term debt) absorb over 30% of Israel's earinings from the
exports of goods and services. In addition, foreign debt service payments
comprise an increasingly significant portion of government expenditures.

Given the magnitude of Israel's external debt and present debt servicing
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capacity, Israel will need to limit its recourse to additional commercial
financing in order to contain its growth in debt service.

If the major internal and external imbalances present in the Israeli economy
are to be corrected and if Israel is to take advantage of the opportunity
provided by Western economic recovery to revive exports, the government must
find ways to adopt policies to delink wage increases from consumer price
increases and exchange rate movements. Exchange rate policies nrst reflect
narket forces and be geared to enhancing the competitiveness of Israeli
exports. Reductions in budget expenditures are also required to curtail
aggregate demand and the monetary expansions associated with rising deficit
spending. Were wage increases no longer totally linked to consumer price
increases and if aggregate domestic demand pressures were reduced via fiscal
policy measures, real wage costs in Israel could be expected to decline with
positive impacts on both export competitiveness and profitability. 1In
addition, the dismantling of the pervasive wage indexation system (most likely
a gradual process) coupled with reductions in deficit budget financing would
act to reduce inflation. Over the longer term, reducea inflation would tend
to make investment in real, productive assets more attractive, while increased
export profitability and declining relative wage costs would provide
opportunities for investment in export oriented manufacturing and services.

The new Israeli government which came to power in October 1983 has indicated
readiness to consider serious austerity measures. As mentioned above, the
highest priority in redressing present internal and external imbalances in the
Israeli economy must be to attack the problem of how to delink wage increases
from consumer price increases. However, the ability of the new government to
undertake far-reaching reform of the wage indexation system has yet to be
tested. The need for reform is balanced by a concern to protect those with
lower incomes from crippling price increases. Labor unions have voiced
opposition to alterations to the wage indexation system. When plans for
austerity measures and reform of Israel's monetary system were made public in
mid-October, public outcry was extremely negative and, combined with lack of
political support for the economic reform program, forced the resignation of
the Minister of Finance. Given that public reaction, changes to Israel's
indexation system are, at best, likely to be gradual, and cuts in budget
expenditures moderate.

Economic expansion in Israeli export markets coupled with October's
devaluation of the shekel should spur some recovery in Israeli exports in
1984. Political conditions are, however, unlikely to permit major changes in
wage indexation and reductions in real wage costs. Thus in 1984 a very marked
improvement in the deficit in civilian goods and services from the projected
1983 record level of $4.1 billion cannot be expected. The requested FY 1984
ESF level of $910 million is consistent with such current account financing
requirements,
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IITI. U.S. ECONOMIC ASSISTANCE PROGRAM

A, Recent Economic Assistance Program

Since fiscal year 1972, A.I.D. has been providing grant and loan assistance
from the Economic Support Fund to finance non-defense commodity imports and to
meet Israel's needs for cash. Initially, obligations were fairly modest ($50
million in FY 1972, FY 1973 and FY 1974). By FY 1976, they had increased to
$700 million in response to Israel's growing economic problems -- a $550
million CIP loan and grant program and a $150 million cash grant.-- The
following year the program reached $735 million, of which $300 million was in
the form of a cash grant. In FY 1978 the program was increased again to $785
million -- $485 million in commodity import financing and a $300 million cash
grant -- The program has remained at approximately that level since 1978.
From FY 1976 through FY 1980, approximately two-thirds of the ESF program was
provided on a grant basis; the remainder was on concessional loan terms. The
terms of the package were changed to all grant in FY 1981.

In FY 1979 the nature of the program changed in that, for the first time, the
total amount was provided as a cash transfer. The commodity import financing
element was eliminated to alleviate difficulties which the Government of
Israel (GOI) had encountered in utilizing available funds. Despite the high
volume of Israel's non-military imports from the U. S. -- $900 million to $1.6
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 CIP funds totaled approximately
$300 million as of September 30, 1978.

In discussing the shift to a completely cash transfer ESF program with the
GOI, A.I.D. noted its concerns that the shift not impact adversely on the
aggregate level of Israel's non-defense imports from the U.S., or disadvantage
U.S. firms in terms of their access to Israeli markets. The GOI indicated
that it understood our concerns and provided written assurances covering both
points. Each year since 1979, the GOI has undertaken a review of the
experience under the cash transfer procedures and submitted a report of its
findings to A.I.D. These findings are discussed in Section IV A below.

In addition to ESF, the U.S. provided PL 480 Title I food for several years
and has authorized several housing guarantee programs. Under other
legislation, assistance has been provided to help Israel settle new immigrants
from the Soviet Union and other countries. During FY 1975, a $20 million
grant for a Joint U.S.-Israel Desalination Project was authorized. This
desalination plant was completed on March 31, 1983 and is now in the
operational testing phase.

1n
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The following amounts of military assistance have been provided to the GOI:

FY 1976, $1.5 billion; TQ, $200 million; FY 1977 through FY 1980 inclusive, $1
billion in each year, FY 1981 and FY 1984 $1.4 billion each year; and $1. 7
billion in FY 1983. Additionally, in FY 1979 the United States provided $3
billion to assist Israel to pay for the redeployment ot military installations
and personnel in the Sinai.l/

A grant of $800 million from the FY 1979 military assistance program was for
the construction of two air bases in the Negev; the remainder was used as FMS
credits. .

As in the previous five years, the FY 1984 ESF program will be in the form of
a cash transfer., Since the purpose of the assistance is to help lsrael
finance current, non-defense balance of payments deficits, it is necessary
that we choose a mode of assistance which permits rapid disbursement. Cash
transfers are admirably suited for that purpose.

IV.  GRANT ADMINISTRATION:

A. Procedures:

Prior to Fiscal Year (FY) 1979, AID provided annual funding to the Government
Of Israel (GOI) under both a Commodity Imports Program (CIP) and as a Cash
Transter Program. In FY 1979 a decision was taken to eliminate the Commodity
Import Program element and to provide the total economic assistance to the GOI
(PL 480 and ASHA excepted) as an annual Cash Transfer, linked at the aggregate
level to U.S. non-defense exports to Israel.

The QU1 agreea with this approach and for FY 1984, as for the preceaing five
years assured AID, in writing (Tab C), that it would take all necessary steps
to ensure that the aollar level of lsrael's non-defense related imports from
the U.S.A. would be at least to the level of the U.S. economic assistance
obligations of that fiscal year. In the same letter the GUI assured AlD that
U.S. suppliers of goods and services would not be disadvantaged by the
termination of the CIP. The GOl also assured AlID that in all government
procurement of large capital equipment items which could potentially be
providea by U.S. suppliers, the GOI would take all necessary steps to ensure
that U.S. suppliers could compete on terms at least as favorable as those
offered by prospective third country suppliers. In aadition, the GOI agreed
to continue purchasing on government account and importing from the U.S.,
corn,, wheat, soybeans ana other agricultural products, at levels which
approximate the levels of the past few years. Such purchases of agricultural
products are to be made with due consideration of Israel's annual requirement
for such goods and the GOI's capacity to store them. The GOI also assured AID

170f the $I1.4 billion FMS package provided in FY 1981, $200 million was a
supplement to theFY 1979 reaeployment assistance package B
FY 1984 Economic Assistance Program
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that it would follow procedures for bulk shipments of grain or dry-bulﬁ
carriers which are acceptable to the U.S. government.

During each of the sunmers of 1979 through 1983, the GOI has reviewed its
experience under the Cash Transter Program. A report of the finaings of the
most recent review was presented to AID in a GOl letter dated December 5, 1983
(Tab D). From this report ana other appropriate U.S. Government data it has
been concluded that; (1) Israel's non-defense imports from the U.S. exceeded
the level of U.S. economic assistance obligated during FY 1983; (2) 1srael
continued to import corn, wheat, soybeans and other agricultural products,
purchased on the GOl account, at levels approximating those of the past few
years; and (3) U.S. exporters were not disadvantaged by the shift from a
Commodity Import Program to a Cash Transfer Program.

The GOI has advised AID (Tab C) that in the summer of 1984, it will undertake
an extensive review of Israel's experience under the FY 84 Cash Transfer
Program. A report of the findings of that review will be transmitted to AID
by September 1, 1984,

As in previous years, there will be no USAID resident mission in Israel during-

FY 84. Therefore implementation and monitoring of the FY 84 Cash Transfer
Program during FY 84 will continue to be the responsibility of
AID/Washington's Near East Bureau.

B. Utilization of Economic Support Fund (ESF) Assistance:

From FY 1975 through FY 1983 AlID has provided a total of $6.545 billion of
Economic Support Funds (formerly Security Supporting Assistance ) to the GOI
As of the end of FY 1983 all of these funds have been disbursed.

TABLE 11

FY 1975 through FY 1983 funding for the GOI Program
(1n billions of dollars)

Proggam Grant Loan Total
Conmodity Import 1.100 .755 1.855
Cash Transfer 4.170 .520 4.690
Total - 5270 1,275 6.545

C. FY 1984 Cash Transfer Program authorization, obligation and disbursment:

At this time, it is proposed that the Administrator of AlD sign this Project
Assistance Approval Document (PAAD), thereby approving and authorizing the
obligation of a Cash Transfer Grant from the FY 1984 ESF account in the amount
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of $910.0 million, Subsequent to authorization of this PAAD, a Cash 1ransfer
Grant Agreement (Tab B) in the amount of $910.0 million will be negotiated and
signed with the GOI. Following the GOI's satisfaction of the conditions
precedent to disbursement which are contained in the Grant Agreement, these
funds w.11 be disbursed to the GOI.

The conditions precedent to disbursement of these funds require that the GOI
designate and authorize an official government representative or
representatives and provide AID with specimen signatures of such
representatives.

As in previous years, the attached Action Memorandum to the Administrator
proposes that the Assistant Administrator for the Near East (AA/NE) be
delegated the authority to obligate and disburse the funding for the Cash
Transfer Grant to the GOI in accordance with the following projected schedule;

DA1E AMOUNT
December 30, 1983 3$910.0

V.  RECOMMENDATION:

It is recommended that a $910.0 million Cash Transfer Grant to the GOI be
approved, and authorized for obligation at this time. It is further
recommended that the AA/NE be authorized to sign the Cash Transfer Grant
Agreement (Tab B) on behalf of the U.S. Government and obligate funds in
accordance with the following projected schedule;

DATE AMOUNT
December 30, 1983 $910.0

MEMBERS OF THE PROJECT COMMITTEE:

NE/EUR: R. MISHELOFF
NE/EUR: A. GOOCH
GC/NE: M. WILLIAMS
NE/DP: L. DOWNING
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MEMORANDUM
TO: N'E'/ﬁn/MENA‘,' Steven J. Freundlich
FROM: NE/Pb/ENV, Stephen F. Lintner 4{}ai_

SUBJECT: ISRAEL - Cash Transfer - FY 1984
The proposed act1v1ty is exempted from envmronmental analy51s
under the prOV151ons of 27 CFR 216.2. (c) Categorlcal

Exclu51ons,v(l), (;), (11), "A.I.D. Env1ronmenta1 Procedures;"

cc: GC/ﬁE, G. Davidson
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Ne

ZSF - ISRAEL

GENEPAL CRITERIA FOR COUNTRY
SLIGZBLITY

b ]
-

FAA Sec. 481. 32
decermined that ¢
government of the
recipienc country khas
failed 4o take adegquate
s=eps =O prevent narcotic
drucs and other
=cn=zolled substances (as
defined by the
Comprenensive Drug Abuse
vrevention and Control
Act of 1970) produced or
processed, in whole or in
part, in such country, Cr,
sransported tarough suca
countzy, from being sold
illegally within the
jurisdiction of suchk
countsy =¢ G.S.
Gcvaesnmen: pessonnel o
their Jdependents, or £

s
he

TAA Sec., 523({¢). If

ass.stance 1s to 2
government, is the
government liable as
debtor or unconditicnal
guazantor on any debt °o
a 9.5. citizen for gouds
¢z services furnished or
crdezed whece (a) such
citizen has exhausted

available legal remedies
and (p) the deblt is niz
deniad c: concested QY
sych govarnmens?

It nas not been so determined.

Israel is not knoWn,to be in
violatfon of this section.


http:gua:ant.or
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In

TAA Sec. 320(=)1()).

assistance 1S to a
government, has it
(including government
agen~ies or subdivisions)
taken any action which'’
has the effect of
nationalizing,
expropriating, or
otherwise seizing
ownership or control of
preperty of U.S. citizens
or entities beneficially
owned by them without
taking steps to discharge
its ¢cbligatiens tewvard
such ciztizens or entities?

PAA S2c., 532(c), 620(a),

520(f,, 620D; FY 1982
ADpreporiac 100 ASt Secs.
512 and sii. IS

reclplent country a
Cemmunist country? Will
assistance be provided to
angola, Cambodia, Cuka,
Lao0s, Vietnanm, Syria,
Litya, Irag, or South
Yemen? Will assistance
be zrevided %o
Afchanistan or Mozaabigue
without a waiver?

IS2CA oI 1581 Secs. 724,
727 and 7320, For
speciiic restrictions on
assistance to licaragua,
see Sec. 724 of the I52CA
0f 198L.. rFor specific

restrictions on
assistaace to =l
salvador, see Secs. 727
anéd 730 of che I3DCA of
1931.

FAAN Sec, €29(1), Bas the
countryv permitted, O
faileé to take adeguate
mezsures TS gravang, ne
damage ¢r destrucstion by
moL acticn 985 J.s.
grop2ary?

Israe] is not known to be in
violation of this section.

No Assistance w111 not be so
prov1ded

‘Not applicabla.

No.'

6



2

C(l). Bas the
1led to entar
e

6
agreement with

FAL Sec. 'ZO‘A)J

Tispermen's Protective
Act Of 13567, as amended,

Sec. 5. (&)

Has the
country seized, or
imposed any pen:lty or
sanction against, any
U.S5. Zishing activities
in international waters?

(b) If so, has any
deduction required by the
fishermaa's Protective
Act been made?

FAA Sec. 620(g): Ty 1982

1-'U 'S Q.

O NG

ACDrooriation Act Sec.
51 (a) BHas the

ve:nmen: cf the

default f£or aore tiew si
months 01 interest oOr
principal of aay AID lean
to the country? (b)) Eas
the country bzen in
afayglt ‘or ﬂore than cne
r on interest or
ne *oa’ an y g.s.
ogzram for
priation
es funds?

0'7'

2,
BN "u - fu

e § T I
:3‘
(r o vt

tr

the
appre

TAA Seec, 62G(3). IZ

centemplated assistance
1s devalopment loan or
from Zccnomic Suppert
fund, has tha
rMministcrator taken into
account the amount cf
foreign exchange or otnar
ces0uzces which the
LR has s2=2n% an

ary ecuisment
ference nmav :e 1acn to

he annual "Taxi ins

st~ 3 0O
) s
n’b |
’l

There is an Investment Guarantee
Program between the U.S. and
Israel.

Israel 1s not knovn to hava
taken such actions.

No.

Yes, as reparted in the annual
repo*t on 1rp1ementat1on of
FAA Section 629(s).

1 7
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13.

- oy wm

consider atz.‘ memo:
*Yes, taken into account
by the acministrator at
cime oZ appreval of
Agency Cv¥3.° 7This
approval by the
Aéministrator of the
Operaticnal Year 3udget
can be the basis for an
affirmative answer during
the fiscal year unless
significant changes in
circumstances occur.)

FAA Sec. 620(t). Has the
country severead
diplomatic relations with
the United States? 1If
s¢, have they been
resumed and have new
bilateral assistance
agreements been
negotiated :nd entered
into since such
cesumpticn?

wlmarinn rl

AN Sec. €20(u), What is

the pavment status of the
ceuntzy's OLN.
oBligations? If the
country is in arrears,
wera such arr2arages
taken into account by the
AID Administrator in
determining the current
AID Cperaticnal vear
Sudget? (Reference may
be made to the Taking
intc Ceonsideration memo.)

TAML Sec. 620A:; £y 1882

ADECODI-1aT150 ACT Sec.
520. §Bas tae country
2:deé or abettad, by
gqranting sanctuazy from
prosecution to, any
individual cr group which
has ccmmitted an act of
iaternasional terrerism?
gas the country aideé or

" 'No. ‘Israel has not severed diplomati
_relations.

To the best of our knowledge,
Israel i5 not in arrears on its
U.N. obligations.

No; No.



14.

-5~

abetted, b'_‘:anting
sancsuary from
prosecution to, any
individual or group which

has committed & war ¢rime?

FAA Sec. 6Kh6. Does thé

countcy ooject, on the
basis of race, religion,
nationzl origin or sex,
to the presence of any
officer or employee of
the U.S. who is present
in such country to carry
out eccnomic development
programs under the PAA?

PAA Sec. 559, 670, Has

the country, after August
3, 1977, delivered or
receiveé nuclear
enrichment or
reprocessing equipmenst,
naterials, or technology,
without srecified
arrangemants or
safecuards? 3Has it
transferred 3 nuelear

d

‘explosive device to a

non-nuclear weapon state,
or if such a s:ate,
ei-her received or
detonated 2 nuclear
exs.osive davice, after

JAugust 3, 18772 (FAA

Sec. 6202 p--.;ts a
special waive:r of Sec,
8669 for Pakistan.)

=SDCA 92 1881 Sec. 720.
was tne con:t:y
representad az the
Meeting ¢f Ministers of

fozaign Affsirs and 3eads
of Telegaticns of the
won-2ligned Countries to
the 3§ch General Sessien
0f the General Assembly
of zhe U.N. ¢£ S=22t, 25
ard 25, 1931, and failed

No. ,

We have no knowledge that Israel
has delivered or received such
items or detonated such a devise.

NO).

|9
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17.

o—
: ssc--‘te itsalf
e

20 cise

from the communigue
issvec? If so, nas the
Presildent taken it into
accounz? (Reference may
De made to the Taking -

into Censiceration memc. )

ISDCA ¢f 1981 Sec. 721.
See sy2acial raquirements
for assictance to Baiti.

FIUDING SOURCE CRITERIA FOR
COUNTRY ZLIGISILITY

1.

Develooment issistancea
councry Criteria.,

a, £2A Secc. 116 jas the
Department cof State
Jetermined that tais
government has 2agaged in
4 censistent pats ern sf
gr:ss viclations of
internationally
r2cognized humas righte?
>f so, can it ba
demonstrated that
con:emp;a: ed assistance
viill cirectly bonefit the
neady?

cCondmic Iugpast Pund
Couatry LCriceria .
¢, PAX Ses. 5CJB. GSas
1t D2en determinad thas
the TouniryY has engaged
in 3 ¢tnsistent pattarn
of groes .viclazions of
internationall

reccgnized huxan rights?
1% so, has the country
made such significant
imgrov:imencs in it3 human
£i3ants zacord that
fuznishing such
agszistancs: ig ia the
natifnal intaresy?

e

,\Nafrapp]fcablé.

. Not applicable.

;Nﬁ;,ltjhés not been determined that
"Israel is engaged in a consistent

pattarn of gross violations of
internationally recognized humzn

- rights.
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b, 28DCx of 1981, sec,
725{5). I£ ESF 15 zC be
fernisned tc A-gentina,
bas the President
certified that (1) the
Govt. 0f Argentina has -
made significant progress
in human rights; and (2)
that the provision of
such assistance is in the
national intecests of the
0.S8.?

€. ISDCA of 1981, seec.
726(b). I EST
assistance is to be
furnished to Chile, has
the President certified
that (1) the Govt. of
Chile has made
significant progress in
human rights; (2) it is
in the nasioral interas
9f the 7.5.; and (3) the
Gove. of Chile i3 nos.
aiding iaternaticnal
£erzorisa and has taken
steps to bring to justice
these indicted in
connection with the
murder of Srlando
Leteliar?

Not applicable.

" Not applicable.



WOWPRCIECT ASSISTANCE CHZ

*

ADD. Tanumserad;

(a) Sescribe hew Commistees on Anzrop-
siatisns o Senata and House have baen
or will be notified concerning tha non-
Frujact assistance;

is assistance within (Operatisnal
s> $at) couwnsry cr internaticral
crjanizatizn alleccatisn reported to the
Caagrass (or not =ora thas $1 xillicn
over What Zigure plus 10%)?

[
-
e

[

Sec. 611(a) (2). T4 Luzsher leglis~
ative aciison 18 required within recipis:
what is bagis for reascnable

on =hat such action will ta

: to fezzi: ordezly
FuTgosae of the

assis=aneca?

TAA Sec. 203, 819
wzdiziencly and e
vegiz2al 3l crgxaizaticng?
IX 33 why L5 assiatanesr ac
InZaz==tdi

cance will

srograms.  IZ azsiztance is
Lnluependant counzzy,
lzilatoral
4C3TTTaage with mulsil

the magioum axmantk 4APRTED

assistance nors

S omleilas

30 given?

sz aewly

-

D
- ‘s guemes rv =
-— aan H-:‘Q

:z
plans %3
atae?

=

-
- ad
e
- -
-

SAA Sec, £Cliale (and Ses. T01(Z)
dzve_coment lcans)., Infor=acicn and
censLugions whether assistange will ene
courage alicTta of the country %0:

{3) izcreasa the Slow of intesnational
ade; B) Zester srivate inisliasive
ans co=petilica; () encourage devalaop=-
=25t and use of cocgeratives, czedis

&
ek

e 0o w

wiens, and 5avings and lcan assceiazlons

2) =3

2issoerags zonogollis

=3 2=3ctizas;
e} izzTove zachnical affizisncy of
Irdastry, agT.suliuze, =nd sommerce; znd
(&) stTengThan dzama lakor unlenms.
PR 2 i

i3
factivaely given through
2Tes

a and corclusica waetder assis-
encculace riglilcnal develsmmens

A

(a) Committees have been notified
in accordance with normal agency
procedures.

(b) Yes.

No further legislative action is
required within the recipient
country. *

NQ _\ :

Funds will help finance Israal’
imports and generaliy assist
economy. ‘

S
its

S
LIS

2T
5
[

e B )
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infyzmaz

~oe g
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U.S. private trade and in-

5 S it :::gf':;"i:?;fff“:fc?:::j: vestment will benefit to che
*9c FRS N AW@SSRnt 23TS2h oxtent U.S. goods are pur-
;nd anc?u:age ?:;va:a U.S. parzicinatisa .pacad with the funds and
wn fsreljs susistance pICGTAns tinzleling indirectly.
s@ €2 private izade channsls .aad <o
sewrices ¢f T.S. zrivata entarastise).
§. TAA Sac. HLlI(b): Tec, 633(h). Dasesile Not applicable.
$32p3 taxea I3 2ssurse ©IiC, T She : -

maziou= extent potsiaie, the cswacsy
soaesitutiag lacal suzrasciss to maet
the cost o0f coatractual ard otner

csolm

T -
od

Hot applicable.”

ersvicas, ard ferelgn Turrencies nwned
£ e United 3zazes ava utilired o
J=aes iy c78f of csazractual ard other
LesrLzes.

7. T\ 32z, All(d). Dcas the United States
SW euNziZs 207 :ish cusTensy and, LI se,
wals 2TTasgesests fave beea mada Scr
%23 selazse?

t
.7
(S

ASSISTANIZ.

—em e moycarmaPe 2,0 m
e o shes ames o -?—--—’.n—f\ o t::::?R:N:-

). Veomezodect Srizsrzia for Securicy
Susoewting pasistance
2. T2: See. 571, Eow will this assls-
tuise SIDICIL SYODSTE 2CINSRLC 3F
pelizizal sTabilicy? Is the cowniry
ameng thae 12 councoles in which Suzrza
aAxsigtance ~av Sa zrovidad in ghass
533l vaaxs

- S amonume & 40 1wt >,y L vsgy ] o gnene

- ot St s - - Pt 3 B | .:- ae#&-ﬁy»—’fﬂ:
A%3L5T2020

7. Nonorotect Crisasia for Jevslecsment
reismance !loans aaiv)

4, Acdizicnal Crizcizia for Alliance for

Tha purpose of this assista
is to supoort the eccnumic
and political stabrlity of

c2ing Israel,

Yes.

Mot .applicable,

L :Noi“éﬁpjiéaﬁlelf;\

v
1 i ' tyoe e ?

Mot adolicable.

]



