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Columns "

NYT-1/1 Flora Lewis "Better and Worse"

Tng, but they ere ripening gradually,
war is not imminent,

noth the Arabs and ls
gre needed,

extremists on each side have in the past,

The Press Reports

Israelis Says S :ia Doesn't Want Deal

Attitudes among Arabs have changed.
whether moderates on each 8ide can help each other now more than

Crucial changes are in the mak-
In the Mideast the shadew of

raelis know that more talks
The question is

L 4

NYT-1/1l Friedman-Israeli military officials are becoming increasingly
convinced that Syria is no longer interested in an agreement for the
withdrawal of Israeli troops from Lebanon. Officials say that if

the Lebanese, who are dictated by Syria, does not show sgome sign of
willingness to agree to certain Israeli security conditions at the next
session of talks, Israel will have no reason to continue with the talks
and will have to act on its own. Several recent changes have occured

in the Mideast and Syrias position has chan
have no desire to help other Mideast countr
they will if Israel withdraws from Lebanon,

zed as well., The Syrians
ies speak to Israel, which
The Soviet Union does

not wish to see the US play a role in bringing about an Isreeli
withdraual rhis iz sadd ro be a reason Syria hardened its position,
Israel has been trying to shivié up rélaiilons with the Shiite Amal,

NYP-no byvline 12/31-Peres said on 'leet the Press'" that Israel can
withdraw from Lebanen in a few months,.

a

Arafat Assalls Syria

NYT-AP photo of funeral of Kawasmeh, Arafat spoke at funeral and said

-ﬂ:ﬁt_gi'ria was behind the plots against the PLO, He accused Damascus
of implimenting the policies of Zionism end America. (see DN-1/1-AP;

NYP-1/1; DN & HYP 12/31.

Israel State Comptroller Criticizes Gov't

NYT-Reuters-In a long awaited report, Yitzhak Tunik blamed the Gov't
and the central bank for ignoring the dangers of allowing commercial
banks to manipulate their shares on the Tel Aviv estock exchange.
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Peres appointed a cormittee to make recommendations on the report's
findinga, (see ID-Wash Post) 1l/1

again, Lut tils jury may get to héay elements of a ka{ giece of
evidence--the secrer appencix of the Hzhane repeort. 1/

Brits Eved Invasion of Isranel in 1954

NYP-no byline-Britian's military chiefs drew up contingency plans in
Y9547 (6 invande lsreel from the south, according to records released.
Britian had a treaty with Jordan, 1/1 -

Isreell Worker Eacts Gems

D¥~1/1-UFI-A diemond worker angered by his employer swallowed 30
dfamondy ™,

Lebangn-Protests Over Missing

i
‘:r;n. Trinl
NYP-lathanson~Staren hasg been refused permission to take the stand
i
A
i
¢

'YP-12/31-Photo of old woman with pistol protesting over the fate of
cusands missing in Lebanon. Ileanwhile, three jowurnalists, two

Americans and one Canadian, were robbed and held prisoner for 7 hours
by militias.

Hasidic Heros

NYP-Rosenshon-Two Hasidi¢ rahbbinical students caputured a man who
mugged an elderly woman in Crowm Heights,

Cartoons

JN-1/1-01d Father Time is telling the 1985 baby that "The Moslems hate
the Hindus, that Iraqis hate the Iranians, that Arabs hate the
Israelis, the Irish hate the English ete,,.”

HAPPY NEW YEAR _
ITONUT - -

-

S l-AR sapYnna Ynao '-'.:*'v.! -“ ”‘315 smbawn nfs s vl
- 0w .




backgrounder

DATE* 12/30/84

i984: U.B5.-S0VIET RELATIONS (2970)
(Fact Sheest! Agreements, negotiations and cooperation!
BACHGROLIND

The palicy of the United States toward the Soviet Union during
1984 has been guided by realism, strength and dialogue.

£ realistic U.S5. appralsal of Soviet objectives, and U.S. pursult

of the military, economlic and social strength necessary to counter
those goalsy have been dictated by concern over Soviet activities.

Moscow has, for example, continued tal seek military superiaritys

occupy Afghanistang try to impose an alien ideology on client states
and allies, particularly PFolandg repress human rights at homed denvy

2iit permits to Soviet Jews wanting to esmigrated ship arms to Central

Americad and violate arms control agreements.

The United States has recoanized the adversarial nature of i1ts
relationship with the Soviet nion. It has, however, made eveaery
affort to resolve bilateral problems and ensure the peace through
dialogue, negotiation and cooperation.

Following is a list of significant contacts between the United
States and the Soviet Union from Januwary to December 19843

AGREEMENTSE ON ARMS COMTROL

MaY 28-JUNE 2y 19845 INCIDENTS AT SEA
At their 12tk annual naval talks to review the 1972 Incidents-at-Sea
Agreement, the United States and the Soviet Union agree 1n Moscow to

renew the accord for threee years. The agreemant establishes rules to

govern special situations lnvalving the naval surface vessels and
aircraft of the two countries.

JULY 17, 1984« THE U.S.~S0VIET "HOTLINE"

The United States and the Soviet Union initial a diplomatic note in
Washington agreeing to technical improvements in the 21-year-old
"Hotline." This Direct Communications Link (DCL) bestween the two
capitals 15 for use in emeraencies.

The new accord is designed Lo reduce the risk that accident,
miscalculation ar misinterpretation could lead to confrontation or
conflict by providing for a mare rapid exchange of messages between
U.85. and Soviet heads of government in times of crisiss and for the
exchange of graphs, maps, charts and drawings.

NOVEMBER 22, 19845 NEW LI.5.-SB0VIET ARME CONTROL TaALKS

The United States and the Soviet Union jJointly announce their
agresment to enter i1nto new negotiations on nuclear and outer space
wedpons .
They also announce that Secretary of State George Shultz and Soviet

®

Foreign Minister Andrel Gromyko will meet in Geneva January 7-B, 198BS,

to "reach a common understandina” on the "subject ancd objectives of
such negotiations.”

ARMS CONTROL NEGOTIATIONS AND PROPOSALS

JAMUARY 1&, 1984t NUCLEAR AND CONVENTIONAL FORCES

In a major public address on U.S5.-Soviet relationsy President Reagan
rensaws the W.5. call for a resumption of the arms control talks
suspended by the Soviets in November and December 1983 -- the

Intermediate-Range Nuclear Force (INF) negotiations, and the Strateagic

Armz Reduction Talks (S.T.A.R.T.} in Genevas and the Mutual and
Balanced Forces Reduction (MBFR) talks in Vienna.

United States Information Service
Tel Aviv, 71 Hayarkon Street, 63903 Tel, 654338 ext. 204
Jerusalem, 19 Keren Hayesod Street, 94188 Tel, 222376
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JANUARY 17, 19844 CONFEREMCE ONM DISARMAMENT IN EUROPE
In a speech at the opening 1n Stockholm of the Conference on
Confidence- and Security-Building Measures and Disarmament in Europe
(CDE), Secretary of State George Shultz emphasizes U.S. hopes for a
Soviet return to the arms control talks in Geneva and Yienna, and U.S.
commitment to the CDE az a possible turning point in East-kest
relations.
JaMUARY 24, 19841 CDOE
The United States and 1ts MNorth Atlantic Treaty Oraanization (MATO)
allies table the first proposal at the 3IS5-nation Stockholm CDE -- 3
package of six concrete measures to strengthen mutual trust and
sacurity in Europe.
EARLY 1984: U.S.-SOVIET MILITARY CONTACTS
President Feagan sugsests o Soviet leaders the desirability of
exploring the possibility of regularizing high-level military contacts
and discussions betwesn the tws countries "to i1ncrease mutual
understanding and minimize bthe potential for misinterpretation and
miscalculation.”
FEBRUARY 1984+ NUICLEARF MNONMPEOLIFERASTION
The: United States and the Soviet Union hold their third round of
Milateral consultations on preventing the spread of nuclear weapons.
MARCH 1&, 198B4: EAST-WEST COMNVENTIONAL FORCES
The United Statee welcomes the Soviet Union's return, after an absence
af thres monthe, to the East-West MBFR talks in Vienna on conventional

Qtrcu:n: reductions in Central Europe, and urges the Soviets to resume
the INF and S.T.A.R.T. talks.
APRIL 18, 1984: CHEMICAL WEAPOMNSZ L.5.-SOVIET TALKS

At the United Mations (UMY Conference on Disarmament (C0) in Geneva,
Vice President George Bush introduces a negotiable draft treaty for a
worldwide ban on the development, production: possessicon, use
stockpiling and transfer of chemical weapons. The treaty has
comprehensive varification provisions to check compliance.
Following presentation of the draft ban, the United States and the
Soviet Union begin bilateral talks on chemical weapons 1n Geneva on
the margins of CDO mestings.

APRIL 19, 19841 MBFR

The United States and its MATD allies present a major new initiative
to the Saviet lUnion and its East European allie=s to break the
East-West deadlock at the MBFR talks over the number of Warsaw Pact
forces in Central Europe.

JUME 44, 19843 CDE —= MNON=-USE OF FORCE

In a speech to the Irish Parliament in Dublin, President Reagan offers
to discuss the Soviet proposal for a reaffirmation of the principle of

.nr_'-rn-use of force art the Conference on Disarmament in Europes if the

Sowviet Undion will "negotiate agreements which will give concrete new
maaning to that principle.”

JUNE 14, 1984: ANTISATELLITE WEAPONS: U.S.-SOVIET SUMMIT

President Reaagan sayvs 2t 2 news conference that the door is not closed
to discussions with the Soviet Union on antisatellite (ASAT) weapons.
He also sayzs he 1s preparecd to meet and talk to Soviet leaders
"anytime."

JUNE 27, 1984: 1U.5. PROPOSALS IN "HOTLINE"™ TALKS

In a spesch to the Confarence on J.S.-Soviet Exchanges, President
R=agan says that within the framework of L.S.-Soviet talks on
improving the "Hotline, " the United States has suggested discussions
an? (a) potential terrarist incidents involving nuclear weapaonss (b
the establishment of 3 Joint military communications line¢ and (c)
upgrading embassy communications in both countries.

JUNE 29, 1984' U.S.-SC0VIET TALKS OGN OUTER SPACE ARMS
The United States immediately accepts Moscow's June 29 proposal to
maet in Vienna in September to begin talks on "preventing the
militarization of outer space.”
White House Mational Security @dvisor Robert McFarlane says the U.S.
willy
== discuss and define mutually agree=able arrangements, under which
negotiations on the reduction of strategic and i1ntermediate-range
nuc lear weapons can be resumaide
-— discuss and seek agreement on feasible negotiating arproaches which
could lead to verifiable and effective limitations on antisatellite
waapnngi
~-= discuss any other arms control concerns.
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JULY 1, 1984: VIENMA TALKS ONM QUTER SPACE

A White House spokesman says the United States will attend the
proposed September arms control talks with the Soviets in Vienna
without preconditions. He adds that Soviet acceptance of a U.5.
agenda which would include raising the question of Moscow's resumption
of the INF and £.T7T.4A.K.T. negotiations, i= not a U.5. "condition" far
the mesting.

SEPTEMBER 24, 1984! COMPREHEMSIVE ARMS CONTROL

In a speech to the United Mations General Assembly, President Reagan
proposes a broad "umbrella" framework for talks between the United
States and the Soviet Union on arms control issues,

Reagan suggests that it would be mutually beneficial for the United
States and the Doviet Union to consider:®

-—- gichanaing observers at nuclear test sitesd

-= gichanging the outlines of five-year plans for the development of
weapons, and the schedules for intended procurement of armsé

-= strengthening contacts between military personnel .

The United States, Reagan saysy is committed to achieving the
following results in U.5.-%oviet and multilateral arms control talks:
1. A complete ban on chemical weapons at the 40-nation Conference on
Disarmament 1n Genevas

2. Real reductions to lowsr and equal levels in Soviet and dmericany
Warsaw Pact and MATO conventional forces, at the Mutual and Balanced
Forces Reduction (MBFR) tallks in Yiennas

3. Concrete, practical measures to enhance mutual confidence, to .
reduce the risk of war, ard to reaffirm commitments concerning non-use
of forcey, at the 25-nation Stockholm negotiations on confidence- and
security-bullding measures 1n BEuropagé

4. Improvements 1n verification, essential to ensure compliance with
the U.5.-Soviet Threshold Test Ban Treaty of 1974 to limit underaround
testing of nuclear weapons, and the Peaceful NMuclear Explosions
Agreement, signed by the United States and the USSR 1n 19744

=i Close cooperation to strengthen the international institutions and
practices aimed at halting the proliferation of nuclear weaponsd
4. A substantial reduction in U.S5. and Soviet nuclear arsenals.

MOVEMBER S5, 1984: U.S. ARMS COMTROL POLICY

President Reagan says peace, disarmament, and a reduction of nuclear
wapons 1n the world will be the "number one priority" of his second
term.

MOVEMBER 28-30, 19847¢ RNUCLEAR NONFPROLIFERATION

The United States and the Soviet Union hold their fourth round of
talks in Moscow on preventing the spread of nuclear weapons. They

agree to "regularize" bilateral consultations on nuclear
non-proliferation issues by mesting twice a year. .

DECEMBER 2, 1984: NEW WORKING STRUCTURE AT CDE
The United States and the Soviet Unionsy together with the 33 other
Western, neutrzal, nonaligned, and East European countries
participating in the Conference on Confidence- and Security-Building
Measures and Disarmament in Europe, agree to establish working garoups.

The State Department says it hopes the new working structure will
"sncourage detailed sxamination of the possible areas of agreement" at
the Stockholm talks, and that "serious negotiations on the concrete
and practical confidence- and security-building measures introduced by
the West" in January 1984, "will no longer be delaved.®

HIGH-LEVEL U.5.-SOVIET DIPLOMATIC CONTACTS

JanUaRY 18, 1984:s In Stockhalm for the opening of the Conference on
Dismarmament in Europe (CDE)y Secretary of State Shultz and Soviet
Foreign Minister Andre:l Gromyko meet for five and one-half hours.

FEBRUARY 14, 1984 Vice President George Bush, in Moscow for the
funeral of Soviet leader Yuri OGndropovy meets new Soviet President
Konstantin Chernenko.

SEPTEMEER 24, 1984: In his speech to the UN General Assembly,
President Reagan suggests that the United States and the Soviet Union
agree "to embark on periodic consultations at policy level about
regional prublwmﬁj" and tm "institutionalize regular ministerial or
cabinet-level mestings between our bwo countries on the whole agenda

of i1ssues before uUs...."
SEPTEMBER 2&, 1984: Shultz and Gromyko meet in New York, and discuss




e e e .

L i
U.S.-Soviet relations. -

SEPTEMBER 2B, 19847 President Reagan and Gromyko meet at the White
House. Reagan reaffirms .5, interest in establishing a more stable
and constructive U.S5.-Soviet relationship, and America's commitment to
productive dialogue.

SEPTEMBER 28, 1984: Shult:z and Gromvko meet in Washington.

MNOVEMBER 3, 1984: Shultz and Premier Nikolai Tikhonov meet in New
Delhi, where they are leading the U.S. and Soviet delegations to the
funeral of Indian Frime Minister Indira Gandhi. Shultz stresses
President Reagan's hopes for an expansion of the dialogue begun with
Gromyvko in September.

NOVEMBER-DECEMBER 1984:* Soviet Minister of fgariculture Valentin
Meysats visits the United States, and invites U.S5. Secretary of
Agriculture John Block to the USSR in 1985%.

U.5.-8S0VIET CONSULAR AGREEMENT

MAUGLIST 1, 1984 The United States and the Soviet Union exchange
notes concluding an agreement on facilities, travel of exchange
scholars, expediting the 1ssue of visas, and the addition af two
entry-exit points for diplomats.

.5.-S0VIET SATELLITE AGREEMENT

OCTOBER 5y 1984! The United States and the Soviet Union sign in
Leningrad a memorandum making their joint search and rescue
satellite-aided tracking syvstem (COSPAS/SARSAT) fully operational.

INFORMAL U.S.-SOVIET SPACE COOPERATION

DECEMBER 15, 1984: &4 U.S. experiment to analvze the dust of Halley's

omat rides aboard the Soviet Vega-1 spacecraft as it 1s launched from

azakhstan in Central fAsia. |

& seconds identical LW.S. cosmic dust analyzer, designed and built by
University of Chicago astrophysicists, 15 on board the Soviet Union's

|

Vega 2, launched December 22.

Several American scientists have key roles in the two Soviet missions
to rendezvous with Halley's Comet in 158&.

U.S.-50VIET DISCUSSIONS OM REGIONAL ISSUES

1984% The United States and the Soviet Union hold high-level
diplomatic discussions in Washington and Moscow on third-country
questions.

The United States sipresses readiness to engage in detailed talks on
regional issues of special concern, including southern Africa, and the
Persian gulf.

NEGOTIATIONS ON U.S.-SOVIET MARITIME DISPUTE

JUNE 27, 1984! In & speech to the Conference on U.S.-Soviet
Exchanges, President Reagan says the United States has offered the
Soviet Union a fair and equitable resolution of their differences on
the: maritime boundary off Alaska.

uring 1984, the United %States and the Soviet Union hold two rounds of
echnical talks on the disputed maritime boundary in the Bering Sea.

L.S.-8S0VIET EXCHANGES

CURRENT STATUS:
Of the 12 specialized agreements signed by the United States and the
Soviet Union between 1972 and 1974 to sponsor exchanges in science,
technology,; education and culture, five failed to survive the 1979
Soviet invasion of Afghanistan, the imposition of martial law in
Poland in 1981, and the shooting down of a Korean civilian airliner by
the Soviet Union in 19B83.
By late 1983, the level of activity under the remaining seven science
and technology agreements was roughly 20 percent of that of late 1979,
The U.S. government also funds, wholly or in rpart, exchange programs
run by the National écademy of Sciences, and the International
Fesearch and Exchanae Board (IREX).

L.S. MOVES TO REVIVE AhND STRENGTHEN EXCHANGES

JUNE 27, 19842 In a speech to the Conference on U.S.-Soviet
Exchanges, President Reagan outlines recent U.S. proposals to the USSR
to promote dialogus, and a more constructive working relationship=
-- A resumption of preparations to open Consulates General in New
York and Kievé

-- Negotiations on a new U.S5.-Soviet exichanges agreement to replace
the previous accord that was allowed to expire in 1979, following the
Soviet invasion of Afghanistang
== The beginning of preparations for meetings of the Joint committees
attached to the U.S.-Soviet agreements on cooperation in environmental
protection, housing, health, and agricultures
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-- The beginning of preparations for 2 meeting of the U.S.-Soviet
Joint Commercial Commissions
== The renewal for ten years of the 1974 U.S.-Soviet Agreement to
Facilitate Economic, Industrial, and Technical Cooperation.

President Reagan al=so zayvs the Soviets have been offersed the
following proposalss

(1) A simulated space rescue mission in which U.S, and Soviet
astronauts and cosmonauts would hold combined exercises in space to
develop techniques for rescuing people from malfunctioning space
vehicless
(2) Discussions betwsen the U.S. Coast Guard and the Soviet Ministry
of Merchant Marine on search and rescue procedures to assist citizens
of all countries lost at =ea.

_ MARCH 21, 1984} The United States delivers a diplomatic note to jéhe
Soviet Union renewing the Memorandum of Cooperation between the U.S.
National Bureau of Standards and the Soviet Academy of Sciences. The
fFive-year eitension was effective from December 1983.

JUNE 28, 1984 The Soviet Union agrees to the U.S. proposal to renew
far five years the U 5.-US5F agreement of 1974 on Housing and Other
Construction.

JUNE 1984* The United States and the Soviet Union agree to a
ten-year extension of their aagreement to facilitate sconomic,
industrial, and economic cooperation.

JUNE 27, 1984' The United States informs the Soviet Union of its
interest in reinvigorating environmental cooperation.

JULY 1984F U.S5. and Soviet officials meet in Moscow to discuss the
next joint committes mesting of the 1972 Agreement on Cooperation in
Environmental Frotection.

JULY 19843 The United States presents the Soviet Union with a draft
text of a new General Agreement on Contacts, Exchanges, and
Cooperation. Its provisions include the resumption of official
support for exchanges of major exhibitionsy academics, and individuals
and groups assoclated with culture and sports.

The Soviet Union offers 1ts draft of an agreement 1n August 1984,

SEFTEMBER-DECEMBER 198B4: The United States and the Soviet Union hold
detailed discussions 1n Moscow on a new General Exchanges Agreement.

DECEMBER 1, 1984% The lUnited States and the Soviet Union jointly
announce their agreement to revive scientific and technological
activities related to agriculture.

This decision i1s sxpected to lead to the resumption of meetings,
exchanges and cooperation wnder the 1973 U.S5.-Soviet Agreement on
Cooperation in fAgriculture. Although that agreement was automatically
rencswed for five years 1n June 1983, the United States had suspended
most cooperative activities following the Soviet invasion of
Afahanistan in December 197%. .
U.S.-SOVIET ECONOMIC ISSUES
APRIL 1984. FISHING AGREEMENT
The United States and the Soviet Union agree to extend their 1974
Fisheries Saresment for 18 months.

JULY 25, 1984, FISHING ~LLOCATION
President Reagan announces that the United States will allow the
Soviets to catch about 50,000 tons of fish in the U.S5. sxclusive
SCOnomic Zons.

Following the Soviet invasion of Afghanistan, the United States had
terminated allocations to the USSR to fish within the U.S. 200-mile
20N8 .

SEPTEMBER 11, 1984, U.5. GRAIN SALES TO USSR
President Reagan announces that the United States will make more grain
available to the USSR for 1984.

The decision, which followesed large Soviet purchases of U.S. grain
during the summer, raises the ceilina for the second year of the
five-year U.5.-5oviet grain agreement signed in August 1983, from 12
to 22 million metric tons of grain.

The U.S5. Department of Agriculture estimates that U.S5. grain sxiports
to the USSR in 1984 could =s:iceed the previous record of 15 million
metric tons.

MOVEMBER 1984% The United States and the Soviet Union hald in
Washington the second of their regular biannual consultations on grain
sales.

~ 1984: FUR SEAL CONVENTION -

The United States and the Soviet Union agree in principle to extend
the MNorth Pacific Fur Seal Convention.
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DATE; 1=2/30/B4

(Following material for ralease at 20060 GMT, January 39
(TEXT) THE PRESIDENT'E STRATEGIC DEFENSE INITIATIVE (7470)
{(Following is the text of a3 publication regarding the Reagan
administration's ressarch program against missile attack: the
Etrategic Defense Initiative. The publication will be released with
other materials which relate to the January 7-8 Geneva talks. It is
embargoed until 2000 GMT, JTanuary 3.0
(bergin text)
PRESIDENTIAL FOREWORD
Since the advent of nuclear weapons, every president has sought to
minimize the risk of nuclear destruction by maintaining effective
forces to deter aggression and by pursuing complementary arms control
agreements. Thi=s approach has worked. We and our allies have
succeaeded in preventing nuclear war while protecting Western security
for nearly four decades.

Originally, we relied on balsnced defensive and offensive forces to
deter. But over the last twenty years, the United States has nearly
abandoned efforts to develop and deploy defenses against nuclear
weapons, relying instead almost exclusively on the threat of nuclear
retaliation. We accepted the notion that if both we and the Soviet
Union were able to retaliate with devastating power even after
absorbing a first strike, that stable deterrence would endure. That
rather novel concept seemed at the time to be sensible for two
reasons. Firsty, the Soviets stated that they believed that both sides
should have roughly equal forces and neither side should seek to alter
the balance to gain unilateral advantage. Second, there did not seem
to be any alternative. The state of the art in defensive systems did
not permit an effective defensive system.

Today both of these basic assumptions are being called into
aquestion. The pace of the Soviet offensive and defensive buildup has
upset the balance in the areas of areatest importance during crises.
Furthermore, new technologies are now at hand which may make possible
a truly effective non-nuclear defense.

For these reasons and because of the awesome destructive potential
of nuclear weapons, we must seek another means of deterring war. It
is both militarily and morally necessary. Certainly, there should be
& better way to strenagthen peace and stability, a way to move away
from a future that relies so heavily on the prospect of rapid and
massive nuclear retaliation and toward greater reliance on defensive
systems which threaten no one.

On March 23, 1783, T announced my decision to take an important
first step towards this goal by directing the establishment of a
comprehensive and intensive research program, the Strategic Defense
Initiative, aimed at eventually eliminating the threat posed by
nuclear armed ballistic missiles.

The Strategic Defense Initiative (SDI) is a program of vigorous
research focused on advanced defensive technologies with the aim of
finding ways to provide a better basis for deterring aggression,
strengthening stability, and increasing the security of the U.S. and
our allies. The SDI research program will provide to a future
president and a future Conaress the technical knowledge required to
support a decision on whether to develop and later deploy advanced

United States Information Service
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defensive systems.

At the same time, the United States is committed to the negotiation
of equal and verifiable agreements which bring real reductions in the
power of the nuclear arsenals of both sides. To this end, my
administration has proposed to the Soviet Union a comprehensive set of
arms control proposals. We are working tirelessly for the success of
these efforts, but we can and must go further in trying to strengthen
the peace.

Qur research under the Strategic Defense Initiative complements our
arms reduction efforts and helps to pave the way for creating a more
stable and secure world. The ressarch that we are undertaking is
cansistent with all of our treaty obligationsy including the 1972
Anti-Ballistic Missile Treaty.

In the near term, the S01 research program also responds to the
ongaoing and extensive Soviet anti-ballistic missile (ABM) effort,
which includes actual deployments. It provides a powerful deterrent
to any Soviet decision to expand its ballistic missile defense
capability beyond that permitted by the ABM Treaty. Aand, in the
long=-term, we have confidence that 5SDI will be a3 crucial means by
which both the United States and the Soviet Union can safely agree to
vary deep reductions, and eventually, even the elimination of
ballistic missiles and the nuclear wapons they carry.

Our vital interests and those of our allies are inextricably

inked. Their safety and ours are one. Theys, too, rely upon our

‘nu:lear‘ forces to deter attack against them. Therefore, as we pursue
the promise offered by the Strategic Defense Initiative, we will
cantinue to work closely with our friends and allies. We will ensurs
that, 1n the event of a future decision to develop and deplay
defensive systems -- a decision in which consultation with our allies
will play an important part -=- alliedy as well as U.S. security
against aggression would be enhanced.

Through the SCI research program, I have called upon the areat
scientific talents of our country o turn to the cause of
strengthening world peace by rendering ballistic missiles impotent and
obhsolete. In shorty I propose to channel our technological prowess
towards buillding a more secura2 and stable world. And I want to
emphasize that in carrving out this research program, the United
States seeks neither military superiority nor political advantage.
ur only purpose 1s to search for ways to reduce the danger of nuclear
war.

As you review the following pagesy I would ask you to remember that
the guality of our future 1= at stake and to reflect on what we are

rving to achieve -- the strengthening of our ability to preserve the
eace while shifting away from our current dependence upon the threat
of nuclear retaliation. I would also ask vyou to consider the SDI
research program in light of both the Soviet Union's extensive,
ongoing efforts in this area and our own government's constitutional
responsibility to provide for the common defense. I hope that you
will conclude by lending your own strong and continuing support to
this research effort -- an effort which could prove to be critical to
our nation's future,

THE FPRESIDENT'S STRATEGIC DEFENSE INITIATIVE

"What if fres people could live secure in the knowledge that their
security did not rest upon the threat of instant U.S. retaliation to
deter a Soviet attack, that we could intercept and destroy strategic
Ballistic missiles before they reached our own soil or that of our
allies?"

From President Reagan's March 23, 1982 speech

The President's Yi=ion

In hizs March 22 address to the nation, the president described His
vision of a world free of i1ts overuhelming dependence on nuclear
weapon=sy a world free once and for all of the threat of nuclear war.
The Strategic Defense Initiative, by itself, cannot fully realize this
vision nar salve all the security challenges we and our allies will
face in the futurej for thisz we will need to seek many solutions --
political as well as technoleogical. A& long road with much hard work
lies ahead of us. The prasident believes we must begin now. The
Strategic Defense Initiative makes a crucial first step.
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The basic security of the United States and our allies rests upon
our caollective ability to deter aggression. ©Qur nuclear retaliatory
forces help achieve this security and have deterred war for nearly 40
vears. Since World War IT: nuclear weapons have not been uﬁad} there
has been no direct military conflict between the two largest world
powers, and Europe has not seen such an extended period of peace since
the last century. The fact is,y however, that we have no defense
against nuclear ballistic missile attack. Andy as the Soviet building
program widens the imbalance 1n key offensive capabilities,
introducing systems whose =tatus and characteristics are more
difficult to confirm, our vulnerability and that of our allies to
blackmail becomes guite hiah. In the event deterrence failed, =
president 's only recourse would be to surrender or to retaliate.
NMuclear retaliation, whether massive or limited, would result in the
losis of millions of lives,.

The president believes strongly that we must find a better way to
aszure credible deterrence., If we apply our great scientific and
enginesering talent to the problem of defending against ballistic
mizsiles, there iz a very real possibility that future presidents will
be able to deter war by means other than threateninag devastation to
any aggressor —-- and by a meanz which threatens no one.

The president's goal, and his challenge to our scientists and
engineers; is to identify the technological problems and to find the
technical solutions so bthat we have the option of using the potential
of strategic defenses to provide a more effective, more stable means
of keeping the U.S. and our allies secure from aggression and
COSEMrC10mn. The Joint Chiefs of Staff, many respected scientists, and
other experts believe thaty with firm leadership and adequate funding,
recent advances in defensive ftechnologies could make such defenses
achievable.

What 1= the Fresident'ws Strategic Defense Initiative

The president announced hi=s Strategic Defense Initiative (SDI) in
his March 23, 1983, address to the nation. Its purpose is to identify
ways to exploit recent advancez in ballistic missile defense
technologies that have potential for strengthening deterrence -- and
thereby increasing our security and that of our alliss. The program
is designed to answer a number of fundamental scientific and
enginesring questions that must be addressed before the promise of
these new technalogies can be fully assessed. The SDI ressarch
program will provide a future president and a future Congress the
technical knowledge necessary to support a decision in the early 19%90s
on whather to develop and deploy such advanced defensive systems.

Az a broad research program, the SDI is not based on any single or
preconcelived notion of whal an effective defense system would look .

like. A number of different concepts, 1nvolving a wide range of
technologies, are being s@xamined. Mo single concept or technology has
bzen i1dentified as the best or the most appropriate. A number of
nan-nueclear technologies hold promise for dealing effectively with
ballistic missiles.

We do feel, however, that the technologies that are becoming
avalilable today may aoffer the pomsibility of providing a lavered
defense -- a defense that uses various technologies to destroy
attacking missiles during esach phase of their flight.

-- Some missiles could be destroyed shortly after they launch as
they burn their engines and boost their warheads into space. By
destroying a missile during this boost phase, we would also destroy
all of the nuclear warheads it carries at the same time. In the case
if ICBMs, they would probably be destroyed before leaving the
territory of the aggressor.

-=- MNext, we could destroy those nuclear warheads that survive the
boost phase by attacking them during the post-boost phase. During
this phase we would target the device that sits on top of the mis=sile
and 1= used to dispense 1bts warheads while 1t 1s 1n the process of
releasing its cargo. By destroying this device, the post-boost
vehicle, we can destrovy all the warheads not yvet released.

-= Those warheads that have been released and survive, travel for
tens of minutes in the void of space on their ballistic trajectories
towards their targets. While we would now have to locate, identify
and destroy the individual nuclsar warheads themselves, this
relatively long mid-course phase of flight again offers us time to
exploit advanced technologies to do Just that.
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== Finally, those warheads that survive the outer lavers of
defense, could be attacked during the terminal phase as they approach
the end of their ballistic flight.

The concept of a layered defense could be extremely sffective
because the progressive layers would be able to work together to
provide many opportunities to destroy attacking nuclear warheads well
before they approach our territory or that of our allies. An opponent
facing several separate layers of defenses would find it difficult to
redesign his missiles and their nuclear warheads to penetrate all of
the layers. Morsover, defenses during the boost, post-boost and
mid-course phases of ballistic missile flight make no distinction in
the targets of the attacking missiles -- they simply destroy attacking
nuclear warheads, and in the process protect people and our country.
The combined effectiveness of the defense provided by the multiple
layvers need not provide 100 percent protection in order to enhance
deterrence significantly. It need only create sufficient uncertainty
in the mind of 3 potential aggressor concerning his ability to succeed
in the purposes of his attack. The concept of a layered defense
certainly will help do this.

There have been considerable advances in technology since U.S.
ballistic missile defenses were first developed in the 19&80s. At the
time the ABM Treaty was signed (1972), ballistic missile defense
prospects were largely confined to the attacking nuclear warheads
during the terminal phase of their flight using nuclear-tipped
interceptor missiles. Since that time, emerging technologies offer

e possibility of non-nuclear options for destroving missiles and the

uclear warheads they carry in all phases of their flight. New
technologies may be able to permit a layered defense by providing®
sensors for identifying and tracking missiles and nuclear warheadsi
advanced ground and space borne interceptors and directed energy
weapons to destroy both missiles and nuclear warheadsj and, the
technology to permit the command, control and communications necessary

In the planning that waent into the SDI research program, we
conscilously chose to look broadly at defense against ballistic
missiles as 1t could be applied across all these phases of missile
flight: boost, post-boost, mid-course, and terminal. Although it is
too early to define Fully those individual technologies or
applications which will ultimately prove to be most effective, such a
layvered approach maximize=s the application of emerging technology and
holds out the possibility of destroving nuclear warheads well baefore
they reach the territory of the United States or our allies.

fAs President Reagan made clear at the start of this =ffort, the SDI

g=earch program will be consistent with all U.S5. treaty obligations,

cluding the ABM Treaty. The Sovietsy who have and are improving the

world's only existing anti-ballistic missile system (deploved around
Moscow), are continuing a program of research on both traditional and
advanced anti-ballistic missile technologies that has been underwavy
for many years. Bult while the president has directed that the UJ.S.
effort be conducted in a manner that is consistent with the ABM
Treaty, the Soviet Union almost certainly 1s violating that Treaty by
constructing a large ballistic missile =2arly warning radar in Siberia
{at Hrasnoyvarsk!) which 1= located and oriented in a manner prohibited
by the Treaty. This radar could contribute significantly to the
Soviet Union's considerabls potential to rapidly expand its deploved
ballistic missile defense capability.

The United States has offered to discuss with the Soviet Union the
implications of defenzive technologies being explored by both
countries. Such a discussion would be useful in helping to clarify
both sides' understandina of the relationship between offensive and
defensive forces and in clarifying the purposes that underlie the U.S.
and Soviet programs. Further, this dialogue could lead to agreement
to work together toward a more stable strategic relationship than
exists today.

Why SCI?

SDI and Deterrence! The primary responsibility of a government is
to provide for the security of its people. Deterrrence of aggression
is the most certain path to enzure that we and our allies survive as
free and independent nations. Providing a2 better, more stable basis
for enhanced deterrence is the central purpose of the SDI program.
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Under the S0DI programy, we are conducting intensive research focused
on advanced defensive technologies with the aim of enhancing the basis
of deterrence, strengthening stability, and thereby increasing the
security of the United States and our allies. On many occasions, the
president has stated his strong belief that "a nuclear war cannot be
won and must never be fought." U.S. policy has always been one of
deterring aggression and will remain so even if a decision is made in
the future to deploy defenszive systems. The purpose of SDI is to
strengthen deterrence and lowesr the level of nuclear forces.

Defencsive systems are consistent with a policy of deterrence both
historically and theoretically. While today we rely almost
exclusively on the threat of retaliation with offensive forces for our
strategic deterrence, this has not always been the case. Throughout
the 1950s and most of the 19460s, the United States maintained an
extensive air defense network to protect North America from attack by
Soviet bomber forces. At that time, this network formed an important
part aof our deterrent capability. It was allowed to decline only when
the Soviet emphasis shifted to intercontinental ballistic missiles, a
threat for which there was previously no effective defense. Recent
advances 1n ballistic missile defense technologies, howevers provide
more than sutfficient reason to believe that defensive systemes could
eventually provide a better and more stable basis for deterrence.

Effective defenses against ballistic missiles have potential for
enhancing deterrence in the future in a number of ways. First, they
could significantly increase an aggressor's uncertainties regarding
whether his weapons would pensetrate the defenses and destroy our
missiles and other military targets. It would be very difficult for .
potential agaressor to predict his own vulnerability in the face of
such uncertainties. It would restore the condition that attacking
could never leave him better off. 6n aggressor will be much less
likely to contemplate initiating @ nuclear conflict, even in crisis
circumstances, while lacking confidence in his ability to succesd,.

Such uncertainties also would serve to reduce or =liminate the
incentive for first strike attack. Modern, accurate, ICBMs carrying
multiple nuclear warheads -- 1f deploved in sufficiently large numbers
relative to the size of an opponent's force structures as the Soviets
have done with their ICBM force --could be used in a rapid first
strike to undercut an opponent’'s ability to retaliate effectively. By
significantly reducing or eliminating the ability of ballistic
missiles to attack military forces effectively, and thereby rendering
them impotent and obsolete as a means of supporting agaression,
advanced defenses could remove this potentially major sources of
instability.

Finally, in conjunction with air defenses, very a&ffective defenses
against ballistic missiles could help reduce or eliminate the apparen.
military value of nuclear attack to an aggressor. By preventing an
aggressor from destroving a signficiant portion of our country, an
aggressor would have gained nothing by attacking in the first place.
In this way, very effective defenses could reduce substantially the
possibility of nuclear conflict.

If we take the prudent and necessary steps to maintain strong,
credible military forces, there is esvery reason to believe that
deterrence will continue to preserve the peace. However, sven with
the utmost vigilance, few things in this world are absolutely certain,
and a responsible government must comnsider the remote possibility that
deterrence could fail. Taday, the United States and our allies have
no defense against hallistic missile attack. We also have very
limited capability to defend the United States against an attack by
enemy bombers. If deterrence were to fail, without a shield of any
kind, it could cause the death of most of our population and the
destruction of our nation as we know it. The SDI program provides our
only long=-term hope to change this situation.

Defenses also could provide insurance against either accidental
ballistic missile launches or launches by some future irrational
leader in possession of a nuclear armed missile. While such events
are improbable, they are not inconceivable. The United States and
other nuclear-capable powers have instituted appropriate safeguards
against inadvertent launches by their own forces and together have
formulated policies to preclude the proliferation of nuclear weapons.
Monetheless, it is difficult to predict the future course of events.
While we hope, and sxpect,; that our best efforts will continue to be
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successful y our national security interests will be well served by a
vigorous 5DI research program that could provide an additional
safeguard against such potentially catastrophic events.

Today our retaliatory forces provide a strong sword to deter
aggression. However, the president seeks a better way of maintaining
deterrence. For the future, the S0I program strives to srovide a
defensive shield which will do more than simely make that deterrence
stronger., It will allow us to build a3 better: more stable basis for
deterrence. And., at the same timey, that same shield will provide
necessary protection should an agaressor not be deterred.

Insurance against Soviet Defensive Technology Program® While we
reefer to our program as the president's Strategic Defernse Initiative,
some have the misconception that the Linited States alone is pursuing
an i1ncreased emphasis on defensive systems -- a unilateral U.S. action
which wi1ill alter the strategic balance. This is not the case. The
Soviet Union has always considered defense to be a central and natural
part aof its national szecurity policy. The extensivey advanced Soviet
air defense network and large civil defense program are abvious
examples of this priority.

But in addition to thisy the Soviets have For many yaars been
working on a nunber of technologiesy bhoth traditional snd advanced.

with potential for defending sagainst ballistic missiles. For example,
while within the constraints of the ABM Treaty, the Soviet Union
currently i1s uparading the capability of the only operational ABM
system in the world today -- the Moscow ABM defense system.

The Soviets are also engaged 1n research and development on a
rapidly deplovable ABM zyastem that railses concerns about theilr
potential ability to break out of the ABM Treaty and deploy a

nationwide ABM defense zystem within the next ten years should they
choose to do so. Were they to do soy as they could, deterrence would
callapse, and we would have no choilces between surrender and suicide.

In addition to these ABM effortsy some of the Soviet Union's air
defense miselles and radars are also of a particular concern. The
Soviet Union already possesses an eitensive ailr defense network. With
continued improvements to this networky it could also provide some
degree of ABM protection for the Soviet WUnion and 1ts Warsaw Pact
allies -- and do so nominally within the bounds prescribed by the ABM
Treaty.

Since the late 1940=, the Soviet Union also has been pursuing a
substantial y advances defensive technologies program —-— a2 program which
has been exploring many of the same technologies of interest to the
U.s. in the S0OI program. In addition to covering a wice range of
advanced technpologies, 1ncluding various laser and neutral particle
beams,y the Soviet program apparently has been much largers than the
U.5. affort in terms of resources invested -- plant, capital, and
manpower. In facty over the last two decades, the Soviet Union has
spent roughly as much on defense as 1t has on 1ts massive offensive
Progran.

The SDI program 1= 2 prudent response to the very active Soviet
research and development activities in this field and provides
insurance against Soviet efforts to develaop and deploy unilaterally an
advanced defensive =vstem. A unilateral Soviet deplovyment of such
advanced defenses, in concert with the Soviet Union's massive
affensive forces and 1ts already impressive ailr and passive defense
capabilities, would destroay the foundation on which deterrence has
rested for twenty years.

In pursuing the Sitrategic Defense Initiative, the lnited States is
striving to fashion a future environment that serves the security
interests of the United States and our alliesy as well as the Soviet
Union. Consequently, should 1t prove possible to develop a highly
capable defense against ballistic missiles, we would envision parallel
UJ.S. and Soviet deployments, with the outcome being enhanced mutual
security and international stability,

Requirements for an Effecltive Defense

Ty achieve the benefits which advanced defensive technologies
izemld offery they must, at 2 minimum, be able to destroy 3 sufficient
portion of an aggressor’'= attacking forces to deny him confidence in
the outcome of an attack or deny an aggressor the ability to destroy a
militarily significant portion of the target base he wishes to attack.
The level of defense svetem capability required to achieve these ends
cannot be determined at this time, depending as it does on the size,
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composi Fion, effectivensss, and passive survivability of U.S. forces
relative to those of the Soviet Union. Any effective defensive system
must, of course, be survivable and cost-effective.

To achieve the required level of survivability, the defensive
system need not be invulnerable, but must be able to maintain
sufficient degree of effectiveness to fulfill its mission, even in the
face of determined attacks against it. This characteristic is
eseential not only to maintain the effectiveness of a defense system.
but to maintain stability.

Finallyy in the interest of discouraging the proliferation of
ballistic missile forces, the defensive system must be able to
maintain its effectivensss against the offense at less cost than it
would take to develop offensive countermeasures and proliferate the
hallistic missiles necessary to overcome it. ABM systems of the past
have lacked this essential capability, but the newly emerging
technologies being pursued under the SDI program have great potential
in this regard.

Current PFPrograms

Todays deterrence against Soviet aggression is grounded almost
axclusively in the capabilities of our offensive retaliatory forces,
and this i=s likely to remain Erue for some time. Consegquently, the
SDI program in no way signals a near-term shift away from the
moadernization of our strategic and intermediate-range nuclear systems
and our conventional military forces. Such modernization is
sssential to the maintenance of deterrence while we are pursuing the
generation of technologically feasible defensive options. In
additions in the event a decision to deploy a defensive system were
made by a future President, having a modern and capable retaliatory
deterrent force would be essential to the preservation of a stable
environment while the shift is made to a different and enhanced basis
for deterrence.

Arms Control

A directed by the President, khe S50I ressarch program will be
conducted in a marner fully consistent with all U.S. treaty
obligations, including the 1972 ABM Treaty. The ABM Treaty prohibits
the development, testings and deployment of ABM systems and components
that are space-based., air—-based, sea-based, or mobile land-based.
However, as Gerard Smith, chief U.5. negotiator of the ABM Treaty,
reported to the Senate Armed Services Committes 1n 1972, that
agreement does permit research short of field testing of a prototvpe
ABM system or component. This is the type of research that will be
conducted under the S0I program. g S — = B

Any future national decision to depluy defensive systems wouldy of
courses lead to an important change in the structure of U.5. and
Sagviet Forces. We are examining wavs in which the offense/defense
relationship cae be managed to achieve a more stable balance through
=trategic arms control. Above all, we seek to ensure that the
interaction of offensive and defensive forces removes first strike
options from 2ither side's capability.

The U.S doss not view defensive measures as a means of establishing
military superiority. Because we have no ambitions in this regard,
deployments of defensive systems would most usefully be done in the
contest of a cooperative, equitable, and verifiable arms control
environment that regulates the offensive and defensive developments
and deployments of the U.5. and the Soviet Union. Such an anvironmant
could be particularly useful in the period of transition from a
deterrent based on the threat of nuclear retaliation, through
deterrence based on a balance of offensive and defensive forces, to
the period when adjustments to the basis of deterrence are complete
and advanced defensive systems are fully deployed. During the
transitions, arms control agreements could help to manage and establish
guidelines for the deployment of defensive systems.

The SDI research program will complement and support L1.S5. effortis
to seek equitable, verifiable reductions in offensive nuclear forces
through arms control negotiations. Such reductions would make a
useful contribution to stability, whether in today's deterrence
environment or in 2 potential future deterrence environment in which
defenses played a leadina role.

A future decision to develop and deploy effective defenses against
ballistic missiles could support our policy of pursuing significant
reductions in ballistic missile forces. To the extent that defensive
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systems could reduce the effectiveness and, thus, value of ballistic
missiles, they also could i1ncrease the incentives for negotiated
reductions. Significant reductions in turn would serve to increase
the effectiveness and deterrent potential of defensive systems.

SDI and the Allies

Because our security 1= inextricably linked to that of our
friends and allies, the SDI program will not confine i1tself solely to
an exploitation of technologies with potential against ICBMs and
SLBM=, but will also carefully examine technologies with potential
against shorter range ballistic missiles.

fan effective defense against shorter range ballistic missiles could
have a significant impact on deterring aggression in Europe. Soviet
55-20=, SCALEBOARDS, and other shorter range ballistic missiles
provide overlapping mapabilities to strike all of NATO Europe.

Moreover, Soviet doctrine stresses the use of conventionally-armed
lhallistic missiles to itnitiate rapid and wide-ranging attacks on
crucial NATO military targets throughout Europe. The purpose of this
tactic would be to reduce significantly NATO's ability to resist the
initial thrust of a Soviet conventional force attack and to impede
MATO's ability to resupply and reinforce i1ts combatants from outside
Furope. By reducing or =2liminating the military effectiveness of such
ballistic missiles, defersive systems have the potential for enhancing
deterrence against not only strategic nuclear war, but against nuclear
and conventional attacks on our allies as well.

Over the next zeveral vears, we will work closely with our allies
to ensure that, in the event of any future decision to deploy |
defensive systems (a decision in which consultation with our allies |
will play an important part), allied, as well as U.S., security
against aggression would bhe enhanced.

ASSERTIONS AMND FACTS mpoUT SDI

INTROCLICT ION
A key fact ignored by many critics of the Strategic Defense
Initiative is that S0OI 1s a research program, not a program to deploy

weapons. The guestion of whether to proceed to deplovyment of an
actual ballistic mizs=ile Jdefense system would arise in the years to
come when the SDI research generates options for effective defenses
that are achievable and affordable.

Many misleading claims and charges are often made by critics of
SDI:

ASSERTIONS

fzsertion® GSDI means a radical change in the fundamental concepts
of U.S. military-political strateay.

Fact®* Fundamental LUI.S. and NATO defense policy is to avoid war
through deterrence. @ mix of offensive and defensive zystems 1s fully
.I:t:rmpatihle with that obiective. -

The purpose of 30T i1s to determine whether there are cost-effective
defensive technologiss that could enhance deterrence and increase
stability.

Technological acdvances inevitably have profound military and
political effects. The course of statesmanship 1s not to ignore the
advance of technoloav, but to look ahead, to study the promise and
potential pitfalls of these advances, especially in their implications
for international security. That iz precisely what S0 1s designed to
do.

fssertiont S0 will leave our Allies defenseless and mean a return
to "Fortress dmerica.”

Fact® The presicdent made clear that no change in technology can or
will alter our commitments to our allies. In particular, NATO's
strategy of flexible response, which is the basis for deterrence and
peace 1n Europe, remalns ac valid today as when it was first adopted
in 1967. The president made our continuing commitment to our allies
explicit in his March 1983 speech announcing SDI. Consequently, SDI
is looking at the entire ballistic missile threat, including the
shorter-range threat to our allies.

fesartion® The experts "know" that there 1s no point 1n even
trying to defend against attack.

Fact* The history of the development of technology argues strongly
against those who make flat statements that something is
technologically impossible. fAdvances in physics, data processing, and
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other fields affer ample justification to explore whether technologies
in these and other fields can be applied to defend the U.S. and its
allies. Arguments made by Western scientists over the feasibility of
dafending against ballistic missiles can only be resolved with further
resgarch.

This argument is also a favorite theme of the "concerned Soviet
scientists" who argue in the West that the U.S5. should refrain from
even 2xploring whether 1t 1s possible to defend against offensive
nuclear systems. I doing soy they carefully and intentionally
refrain from noting the Soviet Union's own efforts at defense.

Assertion: Through SDI, the U.S. is unilaterally accelerating the
arms race.

Fact! #As noted, the DZoviets are already hard at work on advanced
technologies for BMD, including lasers and other directed-energy
weapons. They also have active programs on mare conventional
approaches to BMD, including upgrading the anti-ballistic missile
(ABM) system in place around Moscow (the only ABM system in the
worldl, and research and develoement on a new rapidly deplovable aBM
system.

These Soviet programs have teen going on without regard to U.S.
efforts. Most were underway many vears before the president 's speech
on strategic defense. Thers is no reason to believe they would stop
if we now decided to do no research of our own.

Moreover, during the past decade the Soviets have engaged 1n a
massive build-up of all categories aof offensive weaponry as welly
despite the existence of the ABM Treaty and the Treaty's commitment to
corresponding reductions in offensive (as well as defensive) .
capabilities.

Assertion? Effective BMD would be fantastically expensive, and
macily negated by countarmeasures.

Fact: Judgments of technological feasibility of possible costs
{including offense/defense cost ratios) are highly premature. When
not the product of prejudgment or bias, many critics' assertions
betray a static approach tn complex guestions of evolving technology
snd strategic deterrence, both of which are by their nature, highly
dynamic.

Gssertiont Ballistic missile defenses are intended to give the
U.B. a first-strike capability.

Fact:® The Lnited States does not seek a "first-strike capability®
and we will not attempt to acquire one. The president has reaffirmed
that we do not aim for a3 unilateral advantage in BMD.

In fact, effective defenses against ballistic missiles, by
increasing the uncertainty 2 potential attacker must confront, would
be a powerful disincentive to anyone contemplating a nuclear first
ztrike. This disincentive to first-strike can be further enhanced by
reductions of offenzive ballistic missiles -- precisely the objective
we have been trying to achisve i1n arms control.

The basic U.S. arms control objective 1s to achieve balanced
outcomes at the lowest possible level, with the forces of both sides
deploved in a way that increases crisis stability. The U.S5. strategic
modernization program is designed both to provide incentives for the
Soviets to move toward such an outcomey, and to enhance deterrence and
stability whether they do so or not.

Spviet commentators, of course, can be counted on to call any new

U.S. weapon a "first-strike" system -- they have even applied the term
to the Space Shuttle. Comparable Soviet systems -- including many
deployed for years before their U.S5. counterparts -- never earn this

sobriguet. Their discussion of the SDI research program is fully
coansistent with this pattern.

AGssertiont SDI violates the ABM Treaty.

Fart: The United States does not and will not violate its treaty
obligations. The ABM Treaty explicitly permits the kind of research
envisaged under SDI, and all such research will be conducted within
its canstraints. Critics who claim that SDI would violate this treaty
ar others are simply wrong -- often because they are critiguing an SDI
program of a nature and direction of their own invention, rather than
the research program the 1.5, will actually carry out. Moreover, the
Soaviets have been conducting analogous research for many years. They
mave not called their own program 3 violation of the ABM Treaty -- nor
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have we for that matter.

In contrast, the Soviet Union is constructing a large phased-array
radar that will contribute to its ABM potential. Because of the
location and orientation of this radar,y it almost certainly
constitutes a violation of the 1972 ABM Treaty.

The ABM Treaty provides for possible amendments and periodic review
sessions in which possible changes can be discussed. When the SOI
research has produced specific options to develop and deploy a BMD
system, we would then address the question of avaliling ourselves of
these procedures in order to modify the Treaty.

Meanwhile, howsver, the ABM Treaty specifically calls on the U.5,
and USSR to take effective measures to reduce offensive nuclear
weapaons. The U.5. welcomes the Soviet Union's decision to return to
such negotiations, which 1t has bovcotted since late 1983.

Moreover, we have repeatedly told the Soviets we would like to
discuse the implications of these new defensive technologies with them
in a government-to-government Forum. We have made suggestions about
the venue and invited their ideas.

Assertion: S0I will mean "the militarization of outer s=pace.’

Fact: Recent Soviet propaganda has stressed the supposed need "to
prevent the militarization of outer space." In fact, the Sovietz have
had a fully deploved anti-satellite (ASAT) weapon for over a decadeg
it 15 the only such operaticonal system 1n the world. (A U.S. ASAT is

still under developmert. ) In the late 1940's, the Soviets developed a
Fractional Orbiting Bombardment Systemy involving an orolting nuclear
warhead -- a system with no L.S, Ccounterparts then aor now. Moreover,

the "militarization of space" began in the late 1950 's when the first
Soviet ballistic mis=siles were tested. Thus, professed Soviet
concerns about preventing the U.S. from "militarizing space" are
disingenuous at best.

If 2 decision were made 3t some future time to deploy a BMD system,
some components might well be based in space. Any such deployments
would be defensive systems, aimed at preventing the use of weapans,
which themselves go through space to attack targets on earth. It 1s
hard to understand why it iz wrong even +to consider possible wave te
use space ta prevent nuclear devastation on earth.

Today, there are considerable "military" uses of space which
directly help maintain stability and preserve the peace. Both the
U.S. and the USSR, for instance, use space for such puUrposes as early
warning and the monitoring of arms control asgreements.

SDI QGUESTIONS anD AaNSWERS

GUESTIONY What i=s the Administration's Strategic Defense
Initiative (SOI) which 1= —ometimes referred to as "Star Wars"? Does
Lt mean we have lost confidence in deterrencea”

ANSWER! Our nuclear deterrent has kept the peace for almost forty
YEars. It has prevented not only rnuclear conflict but also direct
military conflict between the United States and the Soviet Union and
between East and West in Europe. At the same time; as President
Reagan pounted out in March 1983, it is important to eramine the
rpotential contribution of defensive technologies to =ee 1f we can

reduce the risk of war sven further. He described the vision
underlying his initistive in this way* "What if fres people could
live secure in the knowledge that theis security did not rest upon the
threat of instant U.5. retaliation fto deter a Soviet attack{ that we

could intercept and destroy strategic ballistic missiles before they
reach our own so1l or that of our allies? This could lead to a safer,
more stable world in Fhe Ffubupre,"

The Strategic Defense Initiative (SDI) is a research program to
vigorously pursus important new technologies that can he used to
create a defense against ballistic missiles which could strengthen
deterrence and increase our security and that of our Allies. The
research effort is designed to allow a future President and Congrass
to decide whether to go ahead with such 2 system. The Strategic
Defense Initiative 15 fully consistent with all of our arms control
treaty obligations.

@r Why 1s the Administration pursuing the Btrategic Defense
Initiative now?

At For three basic reasons. First, a defense against ballistic
missiles could significantly enhance deterrence and =tability.
Second, recent technological breakthroughs suggest that it may be
possible to overcome the difficulties in defending against ballistic




st
missiles. Third, the Soviets have long been hard at work in this
area. We cannot afford to risk letting them gain a =zignificant
technological advantage that could in time be converted to a military
advantage oveEr us.

By pursuing SDI research now we learn more about the prospect for
defense against ballistic missiles and have a prudent hadge against
the possibility of a Soviet breakthrough in defernsive technologies and
breakout aor abrogatiorn of the ABM treaty.

G Specifically, what are the Soviets doing in the area ot
strategic defenze?

&° The USSR has long devoted many mare fimancial and human
resources than we have to strategic defenses. The Soviets maintain
ancl are upgrading the world's only operational anti-ballistic missile
(ABM) =ystem, which 15 in place arpund Moscow. They are buirlding a
new large phased-array radar in Siberia which almo=zt certainly
viglates the ABM Treaty. The Soviets are also engaged 1in research and
develaopment on a potential ABM system which could be guickly
ins=talled and could form the basis of a nation-wide defenze 1Ff they
chose to go ahead with such 3 system. In addition, for more than a
decade and a2 half, the Soviets have been vigorously pursding research
in advanced technologies -— 1ncluding lasers and neutral particle
bheams -- with application to ballistic missile defense.

G: What i= the difference between the Strategic Defense Initiative
and ASATs?

A* Both the Strategic Defense Initiative and our anti=zatellite

program aim at enhancing deterrence and strengthening strategic
stability, but in different wavs. Many of the technologlies inwvolwved
in the Stratesic Defense Tritiative research and the A5AT Program are
related. Howsver, the ASAT erogram is 3 near—term effort to develop
sm anti-satellite weapon intendsd Lo redress a specific military
imbalance. The Strategic Defeanse initiative is a long~-term research
program to explore the future potential for defense against the threat
of ballistic misziles and to provide insurance against any potential

Coviet decision to deplov additional anti-ballistic missile (ABM)
ayatems.

T Is the Strateaic Defense Initiative permitted under the 4
Treaty”

s Yes ., The Strategic Defense i1nitiative iz a research program.
The ABM Treaty wvermits research. The U.S. and, to a greater sitent,
the USSR have had ressarch programs since the signing of the Treaty.

G: How would defenses against ballistic missiles work? What aood
would it do to defend against ballistic missiles if we could still be
attacked by bombers and cruise missiles?

A*  There are a number of possibilities that our research effort is
investigating. For sxample, one 1% whether new technologies can bes .

combined to form a defense network -- perhaps a zeries of systems
based on different technologies —-- which could defend against
ballistic missiles. Such a syztem or set of systems would be designed

to defend against ballistic missiles in various phases of their
flighty i.2.y during their i1nitial launch, during the course of their
flighty and as they approach their targets.

We are focusing on defenses against ballistic missiles because
these missiles, with their sepesd, short warning time and great
destructive capability pose a areater threat to stability than do
=lower-flving systems such as bombers and cruise missiles. There are
aleo efforts underway, howevery to sxaming technologies for defending
against bombers and cruilse missiles.

G* Won't the Stratecic Defense Initilative lead to another arms
race, and make the USS5E sven more raluctant to reduce offensive
weapons’?

A*  The Soviet strategic defense program has existed —- and will
continue to exist -- independently of U.S. efforts in thas field.

Rather than stimulating a new arms race, the U.S. Strategic Defense
Initiative could complement our effaorts to seek equitable and
verifiable reductions i1n offensive nuclear arsenals. This
inter-relationship betuween offensive and defensive forces has long
been an important consideration in our strategic thinking and 1in
fashioning arms control agreements. To the eistent that the S50I
research proves successful and leads to the capability to defend
against ballistic missiles, then those missiles could lose much of
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their offensive value. That, in turn, would i1ncrease incentives for
both sides to reduce the numbers of ballistic missiles greatly.

3 Would a3 missile defense system lead to a point where vital
defense decisions would simply be made by computers rather than by the
preaasident?

fa*  The United States has always placed the highest priority on
ensuring that control of our deterrent forces remains in the hands of
the president. RNothing in the Strategic Defense Initiative will
change that. & major aim of the Strategic Defense Initiative research
affart iz to ensure maximum safety, reliability, and political control
for any potential defenzive system.

@* Would having a ballistic missile defense mean that the U.S.
would only protect itself and not the NATO Allies or Japan and our
other Pacific security partners?

g% No. Our commitment to the defense of our allies remains intact.

We will ensure that any defensive system which we might develop 1n
the future would strengthsn global stability and the security of our
allies as well as of the United States. We are examining technologies
for defense not just against ballistic missiles that can hit the
Linited States, but al=o against the shorter range ballistic missiles
that can strike our allies,. We are consulting closely with our allies
and other nations on the Strateaic Defense Initiative and will
continue to do so as the program progresses.

QT How can we Jjustify spending billions of dollars for research on
zomething that miaht never be built?

. f*  Given the advance=s that the Soviet Union has made in this area,
W and the potential contribution that strategic defenses might make to
deterrences, pursuit of this ressarch program is a prudent and
necessary investment in insuring our future. We estimate that
Strategic Defense Initiative research will cost about 246,000 million
dollars in fiscal years 1985 through 19920 -- about ten dollars a year
for each American citizen.

If it succeeds in deterring war and at the same time reduces the
importance and value of ballistic missiles, 1t will prove a worthwhile
investment.

{end text)

(Preceding material for release at 2000 GMT, January 2)
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[ :ar Lane,

Following our recent conversation concerning the strike iu
L. Ak uew York, I wish to advise you that since my return to Israel
I nave looked closely into the matter.

As you probably know, since December o, 128 EL AL has been
onaged uy the Official Receiver as Temporary Liquidator - and he 1s
guided and controlled by the Bankruptcy Court in Jerusalem. In view of
t.e Lauvkruptcy proceedings, which are similar to the Chapter 11
puccedings o toe U.S.4., 1t is most difficult to intervene directly.
Fowever, [ have asked tie Jfficial Receiver -- Mr, Amram bBlum -- to
sirsonally handle the matter.

1 have been inforwed Lhat Mr, Sluw bas participated iu
soverul meelings wilh representatives of the IAM and that following the
sost recent round of talks meld in Washington on December 1u and 11
wider toe auspices of tie fational Mediation bLoard, some progress has
Loel pade.  Consequently, on Jecember <7, 1564 Mr, Blum obtained the
&, uroval of tne Jankruptcy Court to submft to arbitration the matter of
Lie eaployees against whnom cnarges of misconduct are pending.

Wr. dlua s well awarc of the long=-standing friendship vetwees
tue irade Unions auna [sracl, 4 friendsnip we cherish and wisi Lo nourisa.
1. is for this reason tnat Ar. tlum has agreed to submit all wajor issues
td arvitration. [ trust Luat you will agree that this 1s a step forward
in our astual effort to resolve tue dispute.

I understand tonat anotner meeting under the auspices of the
sational Hdediation voard is scheduled for January.

I hope that tue parties involved will do their utmost to reach
an early settlement whici is acceptable to the Sankruptcy Court. I
trust that you will use your good offices in that regard as well as in
relaxing tme constraints imposed on me and the Israeli Government by the
fact that these Dankrupicy proceedings are in the hands of the Court.

Sincerely,

Mr. Lane Kirkland Shimon Peres

AFL=CIu

815 leti. Stroel, ow
WASHINGTON LU 2Ubwu

P




Jerusalem December 30, 134,

Near Mr, President, .

The holiday Season that 1s upon us 1s a most opportune
reainder of the bright promise of ceace and the swesome responsioilicy
shouldered by those entrusteg with this task by man and history.

As the leader of the Free ¥World, responsible for slotal
stability, and as & oreat friend whose comnitwent to Israeli security
and wellbeing has been vemonstrated repeatedly over the years, we are
confident that your dedicatfom to seeking peace in our region -- se
holély demonstrated during your first term in office == is undiminished.
Indeed, success in this holy endeavour requires such deaication aloag
with the clese coordination that exists between our iwo countries.

Presently focusing owr attentioa on restoring stability to our
econosy and security for our northern population, and tie earliest
possible withdrawal of our Lroops from Letanon, | am most encouraged iy
the knowledge that on both issues we can depend on your support.

On behalf of the people and Govermnment of Israel please acceit .
my warmest wishes for a nappy and prosperous year to the pecple and
woverncent of the United States, HKay 15¢5 be both ciallenging ana
rewarding to you personally, and may your family enjoy happiness ana
good healtn.

My bDest regards to Mrs. Reagan.

Sincerely,

Shimon Peres

President Ronald Heagan
Tha White douse
WASHINGTOX D.C.
Unfted States of America
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Dear Mr. Socretary, .

IT i5 with great pleasure that I write to wish you -- and yours --
a must enjoyable holiday season and rewarding year ahead. The thought ¢!
this cold and white season in Washington brings to mind the warm .
hospitality extended to we by your wife and you in your lovely home just a
few months agqu.

Hardly a lTong period in the 1ife of one man -- let alone fn the
history of nations == Lhose fow ueels have witnessed a chain of developments
ghich == 1f managed correclly =- could cransform 19ub into a year of
transition for owr country with potential histordcsl significance for our
reqion and the world., AL luee —- from cconomic cheos to stability and tre
beginning of growth; on the peace Tront == from stagnation and

deterforation o prooress o4 sitila breakenrouan,
wth fronts 1 am i et urder Lhe stewardship of

President Reagen and vourself we can mly an the fire sunport of the United
aLatas. =

i isqured that T express the sentioents of the natfon (to
the axtent Chatl oke can hope for usanisity in & »lurslistic society such as
ours) n cenveying cur gratitude ‘or your oncoing support and friendly
advice on issues of arsatb cuncern to us. shall cont it 10 s2¢k and .
cirerish both,

Please convey my warmest regards to mrs. Snulitz.

incerely,

Shimon Peres

The Ho orable

George '. Shultz
Secretary of State
WASHIHGTON D.C.

United States of America







L . @o e
ay3se = .10 Moo 3« Y pyaiyy =
n'l1..l...1tnn..l.‘.ﬂ1 -

weeeat 173, 039083 2110 e

Hz’d”mgfg]--m-l_m'm DM e vy e
iy HOL 424 4l

.7

]
N

P IN YT LTMAY T 0ty ey a0 L 9vaann RUDXR  ntyn L amapn Yy
i______,-" :

NEWS SUMMARY - MONDAY DECEMBER 31, 1984

THE PRESS REPORTS

ISEﬁﬁtI ECONOMIC REFORM NOT TOO SLOW/ U. D

HInﬂé;:} rejected the U,S. suggetions that

WASH. POST. FRED HIATT Israeli P

ough,

WASH. TIMES. DOMALD NEFF Fuad uas.m h a member of the PLO executive board and .
former ms:Ir f Hebron, was/gunned down Saturday in Amman, Jordan. -
PLO RIFT SURFACE OLENTLY

CHRIS, EEII MON., MARY CURTIUS The assacination of Xawasmeh was a reminder of the
split in e PLO, between the mainstreem Fatah already calling Kawasmeh a martyr,
and the Syrian-backed Palestinian dissidents.

|
a

SHARON LIBEL TRIAL AWAITS ISRAELI DECISION ON 'SECRETS' AS CLOSING ARGUMENTS NEAR

CHRIS. SCf. MON. V. IRWIN The Israeli gaverumént has been considering how to
disclose the information about secret documents requested by the judge

ARAFAT MOURNS SLAIN PLO OFF1CIAL

PHIL. INQ. (W) PLO leader Arafat joined Arab mourners in paying respect to the family
of Fehed Kawasmeh.

ISRAEL MAY QUIT LEBANON IN 3 MONTHS

Israel Prime Miniter Pereg said yesterday ("Meet the Presa") he belicves his country
¢an withdraw it's troops from Lebanon "Within a few months",

EDITORIALS

WASH. TIMES. ABOVE THY DEEP AND DREAMLESS SLEEP,..

In an unexpected move Israel Prime Minister Peres went to Bethlehem an Christmas

eve, in his greeting he said that "1985 will be a year of political initiatives
and moves tward solving the Arab-Istaell crisis”,
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QUESTION: ONE TiiifG. WHAT WAS iT THAT IHE U.S. GAVE 10 I SRAEL,
FOR :

ECONOMIC GUIDANCE? THERE WAS SOME KIND OF A LETTER OR A PROPOSAL.

MR. ROMBERG: MARVIN, | ADDRESSED THIS LAST WEEK AND | REALLY
DON'T HAVE

ANYTHING TO ADD TO WHAT | SAID ABOUT IT AT THAT POINT. WE'VE HAD,
CERTAINLY, A

FULL EtEHiHGE OF VIEWS. THEY HAD A DELEGATION HERE. WE HAVE VERY
ACT IV '

DIPLOMATIC CHANNELS AND SO ON. BUT | AM NOT GOING TO GET 1nNTQ E1THER
THE

SUBSTANCE OR THE SPECIFICS OF WHETHER THERF WAS A EPECIFIC WIND OF
MESSAGE, AND

SO ON.

oty s o S DIE TR g, s S T e —

QUESTION: PERES SAID THAT THE SECRETARY DID NOT OFFICIALLY, OR
EVEN

UNOFFICIALLY, GIVE U.S. -~ A U.S5, BLUEPRINT, FOR EXAMPLE, FOR WHAT
ISRAEL SHOULD

DO ECONOMICALLY, BUT HE DID SAY THAT THERE WAS SOMETHING PASSED ON
BY THE

SECRETARY. AND | AM JUST WONDERING WHO WOULD HAVE =— FROM WHAT
SOURCE wWOUuLD

THIS COME FROM?

S T W P

MR. ROmognuz | AM GOING, | AM AFRAID, TO STICK WHERE | AM ON
THIS, THAT

IS, | AM NOT GOING TO TRY TO COMMENT ON HOW OUR VIEWS HAVE BEEN
PASSED, IN -

EPEEIFIE TERMS, BUT THERE HAS BEEN A VERY RICH EXCHANGE AND | DON'T
HAVE ANY

PROBLEMS WIiTH THE DESCRIPTIONS THAT HAVE BEEN MADE OF 1T BY MR,
PERES, BUT |

DON'T HAVE ANY SPECIFICS TO OFFER YOU.
\Ff\u Al o™ hAIN gﬁ)dﬂ fﬁjﬂ

i
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g
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QUESTION: PERES SAID THAT THE PRESIDENT HAD ASKED |SRAEL TO
Eglh¥k1ﬁgHT¥$tn, AND THEY HAD 3SOME PROBLEMS WITH IT. CAN TOUU SAT WHY

::ETg'?énAEL TO PUT UP A VOA TRANSMITTER?

MR. ROMBERG: NO, | DON'T HAVE ANYTHING SPECIFIC. OBVIOUSLY, HE
;ngcaéhﬂiva MADE A REQUEST. BUT | DON'T HAVE DETAILS.

QUESTION: ANYTHING YOU WANT TO VOLUNTEER TODAY, ALAN, THAT WE
ARE
OVERLOOK ING?

- MR, ROMBERG: NO,
THE FLOW OF
NEWS FOR TODAY.
QUESTION: ON ANOTHER AREA, IS MR. MURPHY TURNING BACK TO THE

MIDDLE EAST
TO ASSIST LEBANON AND ISRAEL, BEFORE THE RESUMPTION QF THE TALKS ON .

| THINK THAT YOU'VE PROBABLY GOT THE SENSE OF

JANUARY 77

_ MR. ROMBERG: | DON'T HAVE ANY INFORMATION ON THAT. IF THERE |5

SOMETHING
DIFFERENT TO SAY, | WILL CHECK ON IT AND LET YOU KNOW. | THINK THAT,

AS WE
INDICATED, FOLLOWING HIS EXTENSIVE CONVERSAT 1ONS OUT THERE, HE CAME
WE

BACK,
ARE IN THE PROCESS OF EVALUATING BOTH WHAT HAPPENED DURING THE COURSE

OF H1S
TALKS, AND WHAT IS HAPFEHIHG GEHER&LLT IN THE REGION AND SPECIFICAL

LY ON THE
ISSUE OF SOUTHERN LEBANON.

BUT | DDH T HAVE ANYTHING AT THE MOMENT TO SUGGEST A SPECIF|C
PLAN FOR HIM .

TO RETURN BEFORE THE HhQDURA TALKS WOULD RESUME., AS | SAY, | wWiLL
CHECK ON THAT

TO SEE IF THERE 1§ ANYTHING.

QUESTION: 1S IT YOUR UNDERSTANDING THEY wiLL Be RESUMED? &
MR, ROMBERG: | THINK TH#T IS SOMETHING YOU'D HAVE TO ASK THE
EGTFT!&HS frk

EXCUSE ME, NOT THE EGYPTIANS —— THE LEBANESE, AND THE ISRAELIS. |
DON'T HAVE :

ANYTHING SPECIFIC.
; - _NUING )
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NEWS SUMMARY =

SUNDAY, DECEMBER 30, 1984

UNEMPLOYMENT 15 EXPLOSIVE SUBJECT IN ECORNOMICALLY TROUELED ISRAEL,..CONCERN IS

HEIGHTENED BY SHULTZ'S WARNING ON ECONOMY

Wash. Post, Walsh:...Throughout Israel, unemployment is subject to growing publiec

apprehension. In & published interview earlier this month marking the firsc 100
days of the natiomal uniry government here, P,M. Peres said: "We must not reach
the point where unemployment spreads on its own momentum., We must have this
danger in view and adopt measurcs to prevent it. I'm not resigned to there being
uvnenployment. "

Peres, however, offered no prescroptions on how Israel is to aveid higher
levels of unemplovment as it attempts to stem triple-digir inflation and reverse
a steep economic decline. It 1s an explosive subject that 1= at the heart of the

national debate over how much austerity Israel can tolerare fn the course of

slaching tha gaversmant budget and chifting wmeny workers from service aul Bwvelinueul

jobs to preductive industries that are geared to the export market.

ARAFAT SUPPORTER KILLED IN JORDAN - FORMER HEBRON MAYOR WAS (B PLO EXECUTIVE

Waah. Post, Reuter:A top Palestinian official and former mayor of the West
Bank city of Hebron was shot to death here today, and diplomats said a statement
by the Palestine Liberation Organization suggested that Syrian-backed rehels

opposed to PLO leader Yasser Arafat carried out the attack.
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JEWS ARE STILL LIBERALS AND PROUD OF IT - FORGET ALL THE TALK OF A CONSERVATIVE

SHIFT, NEO- OR NOT

Wash, Post, Lipset:As usval, the rumors about the Jews are wrong, They are not

cooverting, they continue to be & stubborn people, In spite of the many public

‘pronouncements hailing or deerying a Jewish move to "neo-conservative" intel-

lectuals, Amerjcan Jews remain the most liberal and Democratic white ethno-

religious group.

HOW BETTER TO AID ISRAEL

Phil. Ing.: ...The worst thing that the United States could do for Israel would
be to hand out a blank check for nearly 35 billion in additional military and
economie aid through 1986...Secretary of State George P, Shultz was correct to

|
condition increased U.S. aid on economic reform if American help is to serve

any constructive purpose. Perhaps such pressure will force Israel's quarreling

parties to unite on the tough economic medicine for which their country is uaiting. .

BOMB KILLS FIVE, TOUCHES OFF FIGHTING IN .LEBANON

The Sun, (AP):A car-bomb exploded outside the city hall of a Druze town south

of Beirut yesterday, killing five eivilians, dncluding a mother and her two
daughters. Beirut radio said the bombing in Shweifat, 5 miles scuth of the

capital, set off artillery exchanges between Druze and Christian militias In

%

the nearby hills.
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NEWS SUMMARY/SATURDAY ; ' P
DEC., 29, 1984 - i

SCHARANSKY REPORTED ILL .

Wash Post, wires:Soviet authorities have informed the family of jailed Jewish

dissident Anatoly Sc..aransky that he has been hospitalized, but they declined
to give details of his illness, his wife sald. Awital Scharansky, who lives
in Jerusalem, said, "The fear is growing that perhaps something terrible has
happened to him and that the authorities are trying to cover ir up,"
EDITORIAL

PASSING THE SHEKFL |

28.12.84
Even. Sun, Safire:...Needed now 1s some modern Joshua willing to break the bad

news and rally the people to overcome it, Not with a craven and unjust "“this 1s
the terrible price of American aid," but with the Erit of the generation that
bled to create the region's sole democracy and instilled new pride in Judaisnm.
Only then will come the kind of help that a vital ally deserves. With its
hundred days of half-measures; &ith its failure to understand that an economic
war of aurvival is under way, requirding all the fervor of mobilizarion; with its
crafty dickering to position itu best friend as its hard-hearted banker-Israel's

Bovernment of national unity threatens to become a Zgovernment of national disgrace.
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MURDER LEADS PROBERS INTO NEO-NAZT UNDERGROUND

Chicago Tribune, Coates: Investigation of the murder of a Jewish radio per-

sonality here has turned up details of a well-financed and technologleally

gophisticated group of latrer-day American Nazis.

The group communicates via a network of home computers 1inked by phone lines 1
to large terminals in Idaho and Texas. There also are stroug {ndications that
the Nazis have financed thelr activities by staging military-style raids on
armored cars in Ca “fornia and Washington atate, netting an sstimated 54 mitliom

in cash, according to court documents filed by the FBI,
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Editorials

Jews Summary December ZHIHBﬁ

DN “"Hard Times in Israel” Israel's economy is in a desperate state,
Tven if the US provides all the aid that Israel requests, there's
nL:n be painful austerity, un loyment and a dimming of dreanms,
usion inmts Lobanon hes frurned out to be an expensive occupation.
West Bmk serctiements use Wonay that should go into investment. The
US is providing $2,6 billion to Israel in economic and military aid,
That's justified, improtant to the gurvival of America's most valuable
ally in the Mideast. Izrazel hss asked for more and Shultz pointed out
to Peres that the US can't bail the Israelis out indefinitely. They
will have to put their house in order themselves, US officials have
a duty to American taxpayers to see that their money isn't wasted. .
0f course the US will -i . But Israel should bring their homemade
dissster - undor .ecntrol..-Only. then should Congress provide long term
investment capital that Israel must have to get back to prosperity.

E_u. Prass Réports
US Aid to Israel

g?n_b;uu-rha Us is prepared to increase military aid to Israel
gnu million te $1.9 billion next year with no strings attached,

an a istration ofticial sald yestecrday. Any ecuuumic aid teo laxacl
will be delayed until Israel adopts more stringent economic controls,
He said that Israel needs the incr . se {n military aid to insure its
edge in weapons systems OVer the Arab natioms.

Priests Battle in Bethlehem

%-IZJIEAP-GrIik Orthodox and Armenian priests scuffled yesterday while
cleaning the Church of Nacivity and sme sloryman waz injured, milit
officials renorted. The fracas began when one priest starte clean!

a wall in tha church and the other priest said it was their responsibilil

Sheharansky Hospita lized

). -Avital Shcharansky saild that her husband was in a Soviet hospital
and ¢t she was concerned for his life.
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TTIlliihul-UPEC counries agreed to set up & five-member committee 1
to oversee an auditing of the group's oil pricing and production, \
It will be headed by the Saudi 011 minister. Nigeria endorsei the i
plan. The plan is a last diteh effort to halt a steady decline in

oil prices. The oil industry is c:nting doubts on the plan's success |
as oil producers continue to slagh their prices,

Letters

E%-H:itnr states that those who put Israel down for its relatiomship
th South Africa should check eir facts. Bishop Tutu re=cently
said that he thanks God for the Jews "for being the most stalwart
supporters orf my efforts to end the digcrinimatory policies of the
South Wfrican gov't. Your zeal for justice is something that should
spread around the world."

‘ mlﬂﬁubz!

5!E;g¥¥g£§n-nnjar Abdu-Salam Jaloud, Qadaffi's right hand man was
Yy in Rome for a private meeting with the Pope. Later at a
party he climbed on a table and san a public resturant.

4 P
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ii+ e Nation-Scott Maclsod (Amman) (Freelance Journalist) "Al Fatah Is
i%ﬁ'ﬂﬁﬁﬁin; e Show e winner in the recent PNC wasn't Arafat, it

was Al Fatah, They held the meeting ﬂﬂl{itl threats 34ainst them and
their families by Syria. The National Allifance and Al Fatah made sure
that no longer would small factions retain & veto policy. Délegates
approved a subtly worded policy giving the Exec Committee, chugred
Arafat, wider luatituda im moking concessions in exchange for a Mideas
settlement that would satisfy at least some aspirations of the
Palestinian people. Al Fata also won a resolution regarding Egypt.
Arafat no longer leads on his own but collectively with Al Fntaﬁ.
Yet, Syria cannot be jgnored, It ~1lows Palestinian guerrillas to

te on ics territory. FLO leacers are favorable to resuming
talks with Hussein and they algo see the possibility of playing the
"Egyptian card"” once diplomatic ties are restored. This would increase
the chances for a more moderate approch to negotiations with Israel
and the US, By proposing an international conference, Hussein has
adopted an idea proposed by the Soviet Union and rejeceed by Israel
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m& in Saudi Arabia

-Ii%d & Ho;l.ﬂd-"'rhl 011 Money Runs Out" The Saudis are now
ecession in 30 yecars and the elitiaal pot i=a

}

!

:

to perk. u.nﬁ Saud has made the ritu.lz:tu pledge to \
absolute Tule with au = ol
!

¥

g levted ‘consultavie assembly.” Fahd'
! ity to maintain the status quo has declined as the Icnnom{c pie
. ghrinks. Some of the "poorer' grim:n. not to mention millions of

s, are sure to look with inereasing resentment on the immemse
wealth of a few major business families.
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NEWS SUMMAKY FRIDAY DECEMBER 28, 1934

THE PRESS REPORTS

SHULZONOMICS

WASH. TIMES (ED) Prime Minlster Peres was given a clear message from Secretary
Shulz: Israel would not get the financial aid it had asked for unless it would
adopt Secretary Shulz economic advicea

Cidl

ISRAEL'S FORTHCOMING CRUNCH

WASH. TIMES P. BUCHAMAN The US should refuse the economie aid asked by the Israelis
for their own good as well as the US.

EGYPT, ISRAEL REPORTED SET TO MEET ON LAST HURDLE IN RETURN OF SINAI

PHIL. INO. W. G, PIPPERT Israel and Egypt have agreed to discuss control of a tiny
disputed resort in the Sinal called Tsba,

PRIESTS SCUFFLE AT BETHLEHEM SITE

PHIL. INQ. (AP) Greek Orthodox and Armenian priests scuffled briefly yesterday while
performing the ceremonial cleaning of the Church of Nativity im Bethlehem, and one
clergyman was injured.

GEMAYEL AND ASSAD HOLD TALKS

PHIL. INO.(REUTERS) The presidents of Lebanon and Syria met in Damascus to discuss
a plan to deploy the Lebanese Army down to the Israeli front lines in southern
Lebanon.

BLAZE IN CONGREGATION BETH ISRAEL CALLED SUSPICOUS

BOSTON GLOBE A fire in the Beth Israel congregation in Mladen MA. caused 1 million §
in demage. Police chief said that the fire was "of undetermined but suspic ous

KAHANE KEFT OUT OF ARAB VILLAGE

BOSTON GLOBE {UPT) Rabbl Kahane was turned back yesterday in his first attempt to
challenge the unprecedent law that supposed to keep him from entering Arab villages
without permission.
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c3MAN CREENS CAUSE STEER IN KNESSET

2 GLOBE CURTIS WILKIE A fight berwcen several members of the Knesset broke
ae German Green party delegation was visiting the floor, The fighters were
1ly separated Ly Pollce Mlulster Bar-Lev,

O RALISE MILITARY AID TO ISRAEL 3AZ

. TRIB. HENRY TREWHITT The US has agreed to increase military aid to Israel
- year, probably in 500% million more,

1S HAVE A BAD YEAR : c S

“VE. SUN ( OP-ED ) The country's oil output had dropped to 1it's lowest levels

@ the early 70's, and other econcmical problema will demand majer steps from
Fahd

FL _CURBS ACTIONS OF ANT”-ARAB KAHANE AS HIS POPULARITY RISES

STIAN SCIENCE MONITOR MARY CURTIUS Although the Knesset has voted te stop
ne from entering the Arab villages in Israel, his number of followers seemed
“ow as a result of the country's economical and political situation.

'S NO ROOM FOR A DO-NOTHING US POLICY IN MIDEAST

', SCI. MON. ROBERT R. BOWIE Last year no progress was made twards peace in the
‘@ East and the Palestinian people's problem. The US should take this fact into
‘deration for it's next year foreign policy plan,
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W. GERMAN GREENS CAUSE STEER IN KNESSET

BOSTON GLOEBE CURTIS WILKIE A fight between several members of the Knesset broke |
as the German Green party delegation was visiting the floor, The fighters were
finally separated Ly Pollce Milnlsler Bar-Lev.

US_TO RAISE MILITARY AID TO ISRAEL 3A%

CHIC. TRIBE. HENRY TREWHITT The US has agreed to increase military aid to Israel
next year, probably in 5005 million more,

SAUDIS HAVE A BAD YEAR i !

THE EVE. SUN ( OP-ED ) The country's oil output had dropped to it's lowest levels

since the early 70's, and other econocmical problems will demand major steps from :
King Fahd. !

ISRAEL CURES ACTIONS OF ANTI-ARAR FAHANE AS HIS POPULARITY RISES

CHRISTIAN SCIENCE MONITOR MARY CURTIUS Although the Knesset has voted to stop
FKahane from entering the Arab villages in Isrzel, his number of followers seemed
to grow as a result of the country's economical and political situationm.

|
THERE'S NO ROOM FOR A DO-NOTHING US POLICY IN MIDFAST

CHRIS. SCI. MON. ROBERT R. BOWIE Last year no progress was made twards peace in the
Middle East and the Palestinian people's problem, The US should take this fact into
consideration for it's next year foreign policy plan,

_.MJU?( | .'5

S s




i g‘_L

11%1 paan valtwy | Pi1?=31) = Awpn NPIND
= L - -
e, D it ) , -
s __Tno L efoxn ,naiopnY oA TRIY ,YMaioe “vb ,atpa ,An3ER ¢
G $131mEs A : _ =1 gy
= mav 178337711 .99

g Etg VIR WA | ey ]3( -GH iRRD

™ O
e mYIAne
V7S : P30 .08 ) wopa

Meowo Bummary Doccember 28, 19384

Columms .

Tety Wercheimer “High Tech Expansion”  Israel's economic future must
e in expansion, not curtailment of what hag already been achieved.
Eeonomists, both in Israel and the US insist.on cuts_as a condition of

increased aid, 1In reality-across the board cuts could inhibit

development. Throughout the crisis, Israel's export related industries
have remained a vibrant muscle in an ailing body, Export now comprises
257 of the GNP and this figure could double in the next few years, pavina.
the way to economic independence. The new Zionist hero must be the
man of industcy, The process has already begun in high-tech fields.
Ifigw tt;e Gov't mvst focus its efforts in enabling these industries to

ourish.

r+ NYT-"Ways of Reimiring the Isgraeli Economy"

Assaf Razin "American Incentives" Economists should see the logic of
the new american approch in terms Of &10 TO isTrael, With no ud

bailout in sight, Israeli leaders may now be able to make the decisions
needed to impose a tough austerity program. Without significant cuts
in spending cv ts already imposed cannot halt the snowballing national
debt, Several signs indicate that a full-fledged crisis may be imminent.
For every dollar that the US gives Israel, Israel should reduce Gov't
spending by one dollar, Without US prodding, Israel's weak Gov't 1is
unlikely to risk going beyond the proposed 51.5 billien in cuts.

NYT-Elgra lewia (Cairo) "The Technique of Terror'' The most effective
retaliation for terrorism is not sheer force but a resourgeful strike
at the terrorists' own point of vulnerability, their need for secrecy
and snonymity, The most successful anti-terrorist operation in a

long tims was Egypt's against Libya. The pain of humiliation camnot be ’
overemphasized in the Arab world. Counterterrorism depends nnl{ on
intelligence, The Israelis never cease repeating that, The willingness
to use force is secomdary. y

The Fress Reporcs

LEEEE-L!IIﬂL

E“i‘hhm'nr the first time in more than a year, Egyptian and Israell
negotiators will meet face to face on the deployment of an 1l nation
peacekeeping force along Taba, diplomatic sources claim, It is a sign
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1 that . Egypt would like to stabdbilize relacions with Ierael,

Sovics Jows in Iorael Split on US Radio Plan

to relay voice of America broadcasts have set off a debate among

3 Moscow 1s assertiveness, e Israeli Gov't has not made an
can't be chooseru," he stated,

~reens Vislc Hole ;aust Mewoclal

2 visit to Yad Vashem,

Syria Pleges Aid To Lebanon

mentls efforts to extrend its confrol over territories held by m

south, Ass _
eignty on the entire Lebanese soil.”

10 Refuseniks Get OK to Leave

2%, T ~Satng
y wil allowed to leave next month, The desislun way signal
eaging of emigraCion restrictions just before arme concrol talks

down harder in recent months,
Refugee Influx Strains Sudan

an frﬁﬁ'ﬂthiaE a. The Sudan, a pro-Western country have enormous
b

Eiz-sgecial-ﬁ US request for permission to set Up a transmitter. in Isragl

Soviet emigres. Some say they fear lMoscow will retaliate against Jews
in the Soviet Union. Others nr%ua that the only way to get anything l
h

teial reply but Amnon Rubinstein said the Gov't can't refuse, "bepgerf
NYT-Reuters-A delegation form West Germany's radical Green Party paid

ER-coghined-Gemeyael and Assad discussed delays in the Lebanese Envern-
ilitias

and stalled negotiations_ained at gettin Israel to withdraw from ther
5 ag %?cﬁgeé “ull Syrian Easistﬁnce to Lebanon to géin sover-

¥o-Klyrfeld-The Soviet Union has apparently notified 10 refusniks that
=y sitt be i -

next month,  US officilals are cautious in expressing optomism becuase
experts in' the area stress that if anything, the Sovietes have cracked

N
z
|

—p.l-E{hle-Requges bv the tens of thousands are Btreﬁming intoe the

Hi 1 - AR L ——— )
—————————

evelopment problems: an economic quagmire, insurgents in the south, and
demands placed on it by previous floods of refugees.
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NYT-Cwertzman-The US said it was giving priority to emergency ship- ‘

ments by air and sea to Sudan to hclq t cope with the new wave of
refugeea. The US is also quietly helpi
in Ethipﬂilr

QPEC

ng rebel relief organizations 4

NYT-Tagliabue-All OPEC members except Nigeria agreed “to a radicel
plan to audit the oil pricing and production of the groups's members.
Nigeria said it would state its plan today. Its participation 18
consldered cruciel te the plan'e successa. (aee WSJ-Ibrahim)

Koch-Black-Jewish Relations

NYP-Sed fman & Wasserman-Koch gaid that a "substantial number of Black
Yeaders are entl-semitic.” Dut he sgld his gur feeling was that the ]
commmity as a whole does not share that feeling. Blacks and Jews
expressed sadness at Koch's statement. (see E-losenfeld)

Book Reviews-Nazism

i
NYT-Hechinger (Editorial Notebook) There is a manuseript by Dr. David !
Xbraham, a professor of German History at Princeton, about the fall

of the Weinmar Republic, Some charge that he overstates the economic
causes of the fall of the Republic. German industry, banking and bus- !
iness thought Hitler useful to promote thelr {nterests. The prospect |
of teking over Jewish run enterprises was not displeasing.

~YT-Bruckner reviews "Hitler and the Final Solution" by Gerald Fleming.
Fleminz sets out to prove Hitler'spersonal responsibility Yor the
ex:eminatian of the Jews. He succeeds in his purpose. .
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QUESTION: ALAN, CAN YOU CONFIRM A REPORT THAT THE UNITED STATES | |

HAS AGREED — — |
T0O INCREASE MILITARY AID TO ISRAEL 3Y ABOUT 33 PERCENT?

MR. ROMSERG: YES, | SAW THAT REPORT. THE FACT 1S, AS Wt
INDICATED SEFORE,
”EEHEEE RECENTLY COMPLETED A SERIES OF USEFUL CONSULTATIONS WITH
I SRAEL1
OFF ICIALS ON OUR MILITARY ASSISTANCE PROGRAM, BUT NO FINAL DECISIONS

HAVE 3EEN .
TAKEN. AS WE NOTED, FOLLOWING THE MOST RECENT CONSULTATIONMS, THE .

ADHINISTRATION
EXPECTS TO SUBMIT A REQUEST TO CONGRESS FOR A LEVEL OF MILITARY

ASSISTANCE THAT |
WiILL ENSURE ISRAEL'S COHTIHU D SECURITY AND MAINTAIN 1TSS QUALITATIVE

EDGE. _ : :

QUESTION: 1S THAT LIKELY TO REQUIRE A SUBSTANTIAL INCREASE OR

JUST THE
SORT OF INCREASE THAT WOULD GD HITH INFLATIONT

MR. ROMBERG: WELL, AS l SAY, THERE HAVE BEEN NO FINAL DECISIONS
TAKEN AND : |
| THINK UNTIL WE HAVE SOMETHING SPECIFIC TO REPORT, WE WILL STAY AwWAY f
" FROY ) o
HUMSERS.

QUESTION: ALAN, THERE WERE PRESS REPORTS, MIDDLE EAST PRESS _
REPORTS LAST |
WEEK, THAT AN AIDE TO MURPHY HAD MET WITH SOME PLO REPRESENTATIVES. (@@ .
00 YOU '

HAVE ANYTHING ON THAT?

o MR. ROMBERG: OUR POSITION ON THE PLO HAS NOT CHANGED AND 'OUR

TI00S

CONSISTENT WITH THAT POSITION, HAVE NOT CHANGED. SO THAT SIMPLY

ISN'T TRUE. _ - |

THE REPORTS | SAW ACTUALLY SUGGESTED-THAT AMBASSADOR MURPHY HAD

MET WITH
THE PLO, AND THAT IS EQUALLY HHUHQ. SO, | WILL LEAVE YOU WITH THAT,

~_QUESTION: NOR AN AIDE?
MR. ROMBERG: RIGHT.

v e, -
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QUESTION: 1S THERE ANY PROGRESS REPORT ON THE U.S. TRYING TO
GET THE u.S. y

HOSTAGES FREE IN BEJRUT? ‘

MR. ROMBERG: NO, THERE 1S NOTHING ON THAT. AS WE HAVE
INDICATED EEFORE,

- |
THAT 03ViOusLY 15 AN IMPORTANT ISSUE. IT IS ONE WE PAY A LOT OF ;
ATTENTION TO. ) :

WE ARZ WORKING WITH VARIOUS OTHERS WHO MIGHT BE OF ASSISTANCE ON f
THAT. BUT OUR |

POSITION ALSO 1S THAT TALKING ABOUT IT ISN'T GOING TO HELP THE

siigar|nﬁ. , §
_ : ; r

QUESTION:  ANYTHING ON THE CONTINUING TALKS BETWEEN PRESIDENT 1
GEMAYEL AND ,

SAAD?
MR. ROMBERG: NO.

QUESTION: ANYTHING 'ON, SINCE THESE TWO LAWSUITS HAVE SOMETHING
T0 DO WITH : g :

" THE FOREIGN POLICY --
|
MR. ROMBERG: I'M SORRY?

- QUESTION: TwO LAHEUITS ONE AGAINST CBS AND UHE hGAIHST TIME
MAGAZINE?

.I'IR ROMBERG: HD | DON'T HAVE ANY EDHHEHT ON THAT. OKAY?
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STATE DEPARTMENT BRIEFING THURSDAY DECEMBER 27, 1984

GQUESTION: GIVEN HIS CURRENT POLITICAL ACTIVITIES, COULD YOu
EWE-US A
STATUS REPDRT ON MEIR KAHANE'S CITIZENSHIP?

MR. ROMBERG: THAT CONTINUES TO BE PROCESSED, THAT REVIEMW.

QUESTION: DO YOU HAVE A POSITION ON HIB POLITICAL ACTIVITIES?
MR. ROMBERG: NO.

1 MEAN, NOT OTHER THAN WHAT WE'VE SAID BEFORE., WE HAVE TALKED
BEFORE ABOUT

IT BUT 1 DON'T HAVE ANYTHING SPECIFIC TODAY ABOUT IT.

QUESTION: COULD YOU TAKE A QUESTION ON THE STATUB OF HIS
CITIZENSHIP?

MR. ROMBERG: ND, I AM GIVING YOU WHAT THE STATUS IS. I MAVE
LOOKED INTO

. 17, IN ANTICIPARTION DF THAT QUESTION, AND THAT I8 THE STATUS. IT IS
UNDER
REVIEW AND THAT PROCESE I8 CONTINUING. IT ISN'T JUST SITTINE THERE.

QUESTION: ALAN, HAS 1BRAEL REPLIED YET TD THE U.8. REQUEST FOR
A

TRANSMITTING FACILITY?

MR. ROMBERG: I DON'T THINK WE'VE TALKED ABOUT A U.S. REGUEST,
BERNIE.

I HAD SOME BUIDANCE ON THE FACT THRT VOA 18 TALKING WITH A NUMBER OF
COUNTRIES

ABOUT TRANSMITTING FACILITIES BUT I DON'T HAVE ANYTHING SPECIFIC ON
ANY BIVEN

COUNTRY.
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QUESTION: JERUSALEM RADID REPORTED TODAY THAT A DELEGATION FROM
EBYPT, THE
UNITED STATES AND ISRAEL WILL CONVENE NEXT JANUARY FOR DISCUBSING
MATTERS
RELATING TD DEPLOYMENT OF A MULTINATIONAL FORCE IN THE TARBAH (7)

gﬁ. CAN YDU
IRM THAT REPORT?

MR. ROMBERG: NO, I CAN'T. 1I'M NOT GOING TO SPECULATE ON THE
POSSIBILITY
OF TALKS BETWEEN EGYPT AND ISRAEL ON TRABAH, BUT IN BENERAL 1 WILL
REPEAT WHAT WE
SAID BEFORE THAT THE U.S. FAVDRS DISCUSSIONS BETWEEN THE BOVERNMENTS
OF ISRAEL
AND EBYPT ON SUCH BILATERAL IBBUES, BUT I THINK YOU WOULD HARVE TO
BEEK
CONFIRMATION FROM THEM ON THE HOLDING OF ANY MEETINGS.

QUESTION: WHAT ABOUT U.8. PARTICIPATION?

MR. ROMBERB: WELL, I THINK THAT IF WE WERE ASKED BY THE '

BOVERNMENTS OF

ISRAEL AND ESYPT TD PARTICIPATE, WE WOULD PARTICIPATE IN SUCH Tf-LHﬂ,l "

YES.
BUESTION: ARE YOU NOW PREPARINE FOR THIS MEETING OR NOT?

MR. ROMBERG: I'M NOT BOINS TO BET INTO THE QUESTIONS OF

PREPRRATIONS OR
NON-PREPARRATIONS. 1 THINK IF —— IN TERMS OF THE MEETING BEING HELD,

TALK TO THE
EGYPTIAN AND ISRAEL1 GOVERNMENTS. OBVIOUSLY, IF THERE 18 MEETING

HELD AND WE
PARTICIPATED, THAT WILL NOT BE A BECRET.
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NEWS SUMMARY - THURSDAY DECEMBER 27, 1984

THE PRESS REPORTS

ISRAEL'S AID REQUESTS

o

WASH. POST. EU. 1Tsrael has wade it's formal requests for aid during the

coming year, the White House 1s willing to endorse the whole sum and so i
would probably the Congress, It should be established as an iron law of .
American policy that arms should be transferred into zones of tension only when i
there is a parallel political strategy to treat the tensicas.

4 |
Modai urges deep cuts I
|

WASH. POST. Israel Finance Minister said Secretary of State's proposals for |
healing the ailing economy do not go far enough,

ALWAYS 4 'BUT' ' _ |

Israel on the return of territory in exchange for. peace., but it appears that

there are too many "but" in King Hussain's way such as an agreement from the ;
heads of the PLO.

. |
EVENING SUN FLORA LEWIS Jordan is now committed to seeking negotiarions with ;
I

ISRAEL BAN ON AIRING DETAILS OF ANTI-US PLOT IS LIFTED

BOSTON GLOBE (AP) An Israeli court partially lifted'a ban vesterday on publications _
of details about the plot to attack the US Embassy in Tel—Aviv, .

WARRANT FOR ARAFAT LACKS SUPPORT IN ITALY

]

BOSTON GLOEE SARI GILBERT After four months the charges against PLO leader Arafat
of bringing weapons into Italy for terrorist purposes, are getting little public
support.

SHARON'S SEIZING OF OPPORTUNITIES

BOSTON GLOBE PHILIP GEYELIN Israel political weather watchers are considering Sharon

83 a major threat on Israel's attempts to stabalize both political and economical .
situations.

ISRAELIS STOP KAHANE FROM VISITING ARAB VILLAGE

BOSTON GLOBE Police stopped Rabbi Kahane from entering the Arab village of Taibe
and urging it's inhabitants to leave the country,

- - - —_—
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|
BEIRUT GIVES ARMY OK TO KEOPEN ROAD SOUTH |
I

THE SUN (AP) The Cabinet authorized yesterday the army to take over and reopen .
the coastal highway to southern Lebanon. The fighting that kept it close since
Febuary still continues, '

LEEANESE PREPARE FOR TALES TO COLLAPSE

THE SUN G. JEFFERSON PRICE Israel is not the only party preparing for “alternatives'
if pnegotiations with Lebanesa remain 4n _the deadlock in which they were after 11
meetings. \

SHARON LIBEL TRTIAL FOCUSES IN INTEGRITY AND WORK METHODS OF TIME STAFF

LA TIMES THOMAS ROSENSTIEL The attorney for Sharcn was pressing Time Magazine
chief of correspondents ahbaut. the absolute confidence he had regarding the
Time article of two years ago that was based on "highly reliable source",

AID TO ISRAEL

THE MTAMT HERAIN ED. Uncle Sam'e poskets may1be?dfﬂp'huf tﬁey don't extend
to his ankles, and the Israeli erquest, if granted, would only deepen the
US deficit crisis,
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News Summary December 27, 1984

Editorials
_.—-_

DN "The Message Ior Eanans" The Iswacli Fnessar has raken an racede
fifed action against Kahane and it is right, FKahane says all Arabs shou
be axpelled from 1srael-by force if necessary. This n{tlrly goes
against the grain of reasonable leraslis who know that a formula oust
be found so Jews and Arabs can live in peace despite their differences.
Kahene's form of hatred has no place in a country that prides iteelf
on demncTAcCy.

Colums
- —

NYT-Safire "Passing the Shekel” Shimon Peres is a monument £o misplaced
calm. He displays his not-CLo-woriy smile as his country loses irs
aconomic vttngity and hard-aarned self-respecr, Feras, his popularily
rising, does not want fo be blamed for enforcing the necessary aconomie
&1lciyiin=. He acts @s if he wants to blame the US for demanding the
suffering, Wages in Tarael must be cut, indexation must be lndtﬁ.

the budger should be cut by 63 billion and the shekel should be paged
to another currency. With its crafty dinkerin$ to position ite gest
friend as its hard-hearted benker-lsrael's Gov't of national unity
threatens to become a Gov't of national dispgrace,

NYP-Buchanan "Ic's Time for Israel to Face Reality” lsrael has requeste
8 virtual doubling of foreign add-up to $6000 for avery Israeli family.
In our own national interest, and lsrasl's as well, the US should

say no, The naw coalition has refused to address the crisis with the
urgency it deserves. The components of Israel's crisis are well known.
The '67 war and the Lebanon invasion left the IDF in possession of
territorias, the occupation of which is a constant drain on the
treasury. The settlements co3t millions a year, Butr it ls soclalism
that is the principle cause of the problem. The Israsli currency is
the mpst worthlass in the world, Tge Us should ﬁive Israel vital
military supplies and weapons but economic ald should be phased down
and out, It is in neither Israel's best interest or our own tO havea
the country be a virtual colony of the Us, This is & time in the us
when students, farmers and gov't workers are being asked to take cuts
in subsidies, The goodwill among the American people of Israel could
be hurt if all the aid is granteﬁ,
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oS Aid to Israel

the »
deeper cuts must be made,

Kahane

NYT
By ce,
Arabs

egt. Work went on as

E israeli aconomy

NYP-Reuters-Israal's Finance Minister said Shulez' propo
don't go far enough.

_special-Kahane tried to
He wanted to go
to leave their husbands .
usua

1, theras were mo gatherin
and Eahane was peacefully halted by pelice~

_.——_'-_-'

UK

¥R

shNd

Modai

enter

The attampted visit arous

Scuffle in Parliement-Graen Party

metbars Talsed si
Some Israelis have made

groups, MP's Neeman an

H‘l?.
Sharon Trial

MYT-no biline

efforts to obtain

Anti-Semitism in us

NYT-King-A grou of heavil
Iﬂﬂ'i?ﬁ&hreﬁ |
with adherents in 6 Weste

gna of protest
it plain
of reports that they are in favor of the
d Toubi began to

_Two latters werp released
Israeli evidence for
Judge Sofaer Mked Israel to all
some pecret documents in a procedure to obtain key ev

b 4

In Aan

cars are thought to be be

NYT-special-A fracas broke out briafly when a six mamber delegation from
the West Carman Green Party vigited the Parliament. Two Parliament
when the entered the visitors galley.
that the Greens are unwelcome becanse
dical Mideast
fight as an argument

PLO mnd other ra

sterday
Sharon's tr¥

{dence

armed anti-Semities that has
part of & larger rac
d Southern states. The Silen

an Arab village but was turmed back
and persuade Jewish woman married to

ed little inter;
in the stxeet,
(ace __r:nmbinld)

concerning continued
ial against Time.
o lawyers for both sides to examine

robbed bauks

sals for healin
believes that

got under
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ist alliance
t Brotharhood

o e B e I T

says its aim is terroriasm and violent overthrow of the Government.
The group calls the US the w20G" or "Zionist Ocgupation Government'' Tha
oup is linked to the KKK. Ita headquarters are in Idaho end ic is
caid that they have a mailing list of 6000 and 500 active members, Nazi
oups are also involved. (see ND-Wash Post)
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Blacks-Jeaws .

terdam News-no biline-Benjamin Hooks, Pres., of the NAACP and Rabbi
ﬂm Tchindler, issued a statement comdeming apartheid in South
Africs and the persecution of Jews in the Soviet Union, (see photo of
Jaws dennnntr-tgng outside South African "gonsulate.

Iran-1raq

NYT-AP-Warplanes bombed a Spanish uugarl:mklr in the Gulf, setting it
on f1fe. Shipping sources say the planes were Iranian. The lagt two
raids were apparently meant to avenge a series of Jraql attacks on
shipa naar Kharg Island, (see NYP; DN-AP; ND-AP)

Hitack Survivoer Sues Kuwait Airline & Iran ﬁ
ND-AP-John Costa sued Kuwait Airways and Iran for 5110 million, charging
Thaf they allowed terrorists to torture him aboard the jet hijacking
early this month.

Book Raviews-Iran .

WSJ-Pipes-Two books are reviewed, "The Gov't of God: Iran’s Islamie
¢’ by Cheryl Bernard & Zalmay Khglilzad comsideres how Ilran clughh}
;

Mideast spacialists by surprise. ere answers could help predict
radical changes in countries that appear deceptivel ltabge, such a8
Morocco or Tunisia tudlg. "The Rbign of the Ayltﬂliuhl: Iran and the
Islamic Revolution" by Saul Rakhash, a former newspaper editor in Iran,
gives a solid dispassionate account of conflicts among the shah's
successors in Iran from 1979 to 1982,

NY Boy Bar-Mizvahed onm MC. Sinad" i

YP-Jeremy Bernard celebrated his Bar-Mizvah on Mt. Sinai. The Egyptian
Foreign Minister refusad to §1w his permission for the ceremony but
1

the family and rabbi were a owed to pass through the border and no ‘
rrouble enguad,

i

Latters |

;

NYT-Judith Varnai-Dranpger, Firts Sec'y. (press) to the UM Mission in NY |

leponds to a letter on DYESCO and she states that Israel is a party to !

eriticism of the politics! nature of Unesco's sctivities. TIsrael, she |

= E——— p— R —— R ——— .

: gD
Rl ;apYnnn YD """""‘_-_...-.---—"'“L""n——-—- !




el w o e &

1 15_.\ rPIan 'ﬂg\E

e

1 ! :bi:
— TR Atk
. - pen .91
" ‘ sn 1T mn .
')1'5?" \3’2 ":,:: . PRD

: PID 9D S
statas, welcomas @Vary effort to stop the unfortunate politiciztion of
Dmesco but it has been used as & fourm which certain Arab and Commmins
states have waged political warfare against Israel.

Cartoons

Di-Danziger-Kahane is depicted as an animal tied to a stake in the g
K man porfraying the Knesaet walks away sfter bhAmrering the stake in

the groumnd.

Yemen's 01l Find May Becoma a Boon

NYT-Miller (Sana, Yemen) Arab and Western diplomats in Sana say that
the recant discovery of oil was likely to revolutionize 1its backward
e , stragthen the Gov't, and alter its diplomatic position. The
disagree as o whether or not Yemen will tilt towards the West. Bot
the 0S and Soviet Uniom provides arms and training to Yemen.

?rophets Of The Holy Land

bkl Y ra-Decanber 84-"Israel and the Arab World in 1994" Harpers invited
)t

graelis and others lon involved in the region to imagine
scenes from the Mideast in 1995. Essays are written by Fouad Ajami,
George Ball, Leon Wieselrier, Abba Eban, Comor Crulse O'Briam, Hagasn
bin 51111. Raja ehihadeh, Ehud Olmet and Meron Benenisti,
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Jerusalom Decomber 26, 1984

Senator Frank R, Lautenberg
UInited States Senate
Washlington, D.C. 20510
USA

Dear Frank,

Thank you (once again) for your pood wishes, and for
the very practical gift, which obliges me to think of you
frequently.

Flease keep in touch.

With best wishes,

Sinceroly,

Shimon Peres
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STATE DEPARTMENT BRIEFING DECEMBER 26, 1984

e

2

: Did the US have any demands or reforms as a prerequisite for a further aid,

I am not going to get into the question of Diplomatic exchanges and so on,

I would refer you to what John Hughes said on Friday, he talked about the
Econemic programm (quotes). Israel is working twards adoption of an effective
Economic programm, they are keeping us informed, and we will support a
programm which will solve Israel's economic problems and gets it's

Economy on the right track. As I said, T am not going to get into the
diplomatic "back and forth", there was a delegation here last week, discussing
these subjects, and you can take it as a given that what we have said
publically we have sald privately also,

Does the US have any reaction to the fact that Israel was using the Schulz's
letter as a lever for intermal politics.

That is your description, I don't have any comment that a report has come out
concerning our diplomacy, so 1 will stand on the substance of our position
and not go into detalls.

Prime Minister Peres quoted from this letter inm a public speech yesterday,
did he gquote accurately.

: I am not going to get into that beyond what 1 have just said,

The Israeli Embassy sald today that there was'nt any letter, that these
were only talking points in a personal meeting between Sam Lewis and FPeres,

So you have two different Israell sources saying different things, I am not
going to get into this. I have said what our position is on this is last week,
There is no question that our views have been fully discussed with the Israeld
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TO: e _3_ 1,1‘5’. /é (}%

FROM: st e
RE: BRIEFINGS ON MIDDLE EAST YESTERDAY

I. At the request of State, Phil Wilcox of the Israeli desk
briefed staff members on the Israeli economy

He began by stressing the severity of the problem with Israelis
consuming more than producing over the last 5 years. They have lived
beyond their means with private loans, commercial loans, and U.S.
assistance. Inflation is now at an annual rate of B50%.

Internal policies have enocuraged this trend since Israel has
no institution controlling ménetary policy. Money creation has
been used to fundl Government deficits. The problems has been
cam&%nded by wage indexation and unemployment. The defense burden
has been a problem but not the essential cause of the crisis, At
times, defense has been even a larger portion of the GNF than now.

The currency is now unstable and productivity is stagnant.
The new Government has adopted several administrative measures:
l) Controls not negotiations with taxes on luxury goods and
money taken abroad
2) A major wage-price package with workers forgoing Cost of Living
increases by 1/3 and Management restricting price incrcases by
2/3. Expected to reduce costs and encourage savings. But
) last month was disappointing with Cost of Living raising 19.5%
3) $1 billion budget cuts. Extended over 18 months but ministries
are still entering into new contracts
w el

The U.S5.-Israel Forum Joint Economic Group meets next memrth to
discuss the ecconomy, plans, and Israeli growth. Perez plans to
strengthen the private sector, eliminate restraints on foreign
investments in Israel, and encourage and high tech and exports.
The Free Trade Zone with the U.S. will help this plan.

The group will also discuss the role of U.S5. aid. But before
U.S. aid will have a real impact the Israelis must make further
reforms or we will only perpetuate the problem. These additional
reforms might be:

l) Increase budget cuts and make them more than just targets
2) Devalue the currency and encourage exports

3) Centralize the monetary system and not print infinite sum
4) Attack indexation but unlikely with tradition of security

Israelis not easily accept austerity and lower wasges. Also
problem of immigration and need for low unemployment now 5% which is
about the highest tolerable level.

U.S. aid will continue to be substantial but for an additional
amount beyond $1.2 in ESF there must be reforms or we would only
add to the problem. Many Israelis including Cabinent officials do not
want additional aid since then they would never be forced to get
their economy together.

¥
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MIDEAST BRIEFINGS PAGE 2

No formal reguest by the Israeli GovAeshment has been made
for additional aid. Figures had been flcated around like $750
million in the supplemental and $750 million in FY 86. Most
Govt leaders do not favor an increase in aid.

State is not encouraged by the pace and new aid will not
help them pull out without any reforms. The Administration levels
for aid are not clear byt Congress has indicated its preference for
it to be based on Israel's debt service.

van Dusaen asked if State predicted a foreign exchange crisi:#efnre
Gct 85 and Wilcox wdBuld not say but he hopes the Israelis will
make the reforms to avoid this.

He then asked if State has considered creating a standby authority
in case such a crisis develops and Wilcox claimed the U.S. will not
intervene but it would likely help in a major crisis since Israel
is a major ally in the area.

Wilcox claimed the Israelis do not wnat debt forgiveness or rescheduling
since they fear the reaction of commercial banks.

The administration will likely request a higher FMS level.

Mike Finley asked why doesn't the U.S. ask Israel to go to the IMF a§
other nations must do. If we bail Israel out before they go the IMF
we are playing their role. The IMF is suppose to handle crisises like
Israel now faces. Wilcox said Israel holds talks with the IMF every
spring but ususally ignores their recommendations due to political
problems.

Egypt and Israel both ignore the IMF and go for Commercial banks
and U.S. aid to help them.

Second meeting with an Egyptian delegation on FMS

Naturally they stressed the need for closer U.S5. military
ccoperation including coproduction.

They also requested an additional $400 million in FMS to
improve their navy due to the mining of the Red Sea which has
changed their priorities

*
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NEWS SUMMARY WEDNESDAY DECEMBER 26, 1984 !

THE PRESS REPORTS

Israel in Lebanon |
WASH. POST. OP-ED Israel eager to end casualties and to put a bad war behind {t
had wanted to negotlate it's way out of Lebanon. But the Lebanese government,
powerless and bound by Syrian high strategy, haa made it impossible for now,
Broadly speaking the Israelies have three cholces: do nothing which i1s impossible
because of casualties and other expances. The second complete withdrawal is
impossible because of the Likud party , and the third partial withdrawal, which
is what Prime Minister Peres is aiming for.

How much Aid for Israel .
WASH. POST. Evans & Novak President Reagan's intention to provide several
Arab allies with military equipment could be used by Israel to fatten it's
arms aid proposals.

US Warns Israel on Economy |
WASH. POST. Walsh Secretary of State G, Schulz has warned Israel that a substantial
increase in U5 aid depends on the implementation of a much more extensive
econcmic reform and austerity program than has been enacted so far,

Time's Lawyers seem confident '
WASH. POST. Denton Time lawyers exuded confidence that the jury will find that
the former Israeli Defense Minister failed in the 6 week trial to meet the stiff
standard for prnving libel of a public figure.

lsraeli Ba Blnk Executives are ordered to staand trial

WALL “STREET JOURNAL (BEHTER} An Isreall court has ruled that the heads of

Tsrael's four largest banks must stand trials on charges they formed a cartel '

to reduce interest rates on negotiable certificates of deposit. !
I
|

Kahane 's movements limited by parliament .
THE SUN (AP) Israel's parliament yesterday took the unprecedent step of limiting
the immunity and freedom of movement of one of it's members: anti-arab extremist
Rabbi Meir Kahane.

German Greens Member turned back by Israel

THE SUN Israel barred Brigitte Heinrich, a leading member of the West German
Green party, from entering the West Bank yesterday because of her reported ties
to terrorist groups including the PLO.

Israel Political Gridlock
THE SUN QOP-ED The two major parties found themselves again catering to the
narrow interests of the small religous parties.
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Jewish Groups take their Turn in Apartheid protest

THE SUN (REUTER) Demonstrators from several Jewish organizations took over the
daily apartheid protest at the South African Embassy yesterday to allow their
Christian colleagues to spend Christmas at home,

VOA plans 1.5 § billion expansion

THE SUN (NY Times) The Voice of America has signed agreement with five nations
for improving broadcast equipment within their borders. The VOA is also pressing
Israel to set up installation there to broadcast to the Soviet Union.

How US can help Arab Peace Moves

THE SUN Hamdi Salch The new Arab peace initiative is still debated in Cairo
and Amman but the essential points remain clear: The Arabs would go for a peace
agreement with Israel, if Israel is willing to respect the Palestinians right
for self determination in the West Bank ang Gaeza,.
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_THE PRESS REPORTS

NEWS SUMMARY TUESDAY DECEMBER 25. 1984

THE PRESS REPORTS

Hostilities and Hope Usher in Christmas

WASH. POST Homan In Bethlehem Israeli Prime Minister Shimon Peres, a Jew,
made a precedent-breaking Chrismas Eve visit that Christian Arab leaders
saw as a sign of hope,

PACT NEAR ON VOA TRANSMITTER

WASH. POST. Goshko The US and lsrael are close to an agreement on locating a
Voice of America transmitter in Israel that could beam broadcasts into the
Soviet Union.

PERES, SUDDENLY POPULAR IN ISRAFL, APPEARS TO HAVE FINESSED SHAMIR

N.Y.TIMES Friedman After 100 days in office, Mr. Peres appears to have
clearly outmaneuvered his political rival and coalition partner, Shamir,

and established himself as the dominant political figure in Israeli politics.
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News Summary December 25-26, 1984 I

All entries are from 12/26 unless otherwise noted.

Editorials

ND "A More Moderate Iraq” In recent years Iraq has presented a more mod-
erate image, Once it wvas viewed as the most radical of Aradb states,

It says it will not condemn Arab states for making peace with Israel.

It endorses Jordlniln-Egrztiln reapprochment and it ortrays itself as
the protector of the Pergian Gulf. This still doesn t exp ain why the
US resumed diplomatic ties with Iraq. The most likely resson is the

war between Iran and Iraq, Iraq wants the flow of arms to Iranm to

stop and the US has come to see Iran and Islamic fundamentalism as a
greater threat than Iraq to Mideast peace. The resunption of US-Iraqi

ties suggests that US support for lLsrael need not hinder better relations
with Arab states.

Columns

NYT-12/25-<Flora Lewis (Damascus) "No Glow From Damascus’ In Damascus
there is not much oF a feeling that there will be peace on earth or that
men owe sach other good will. The road to Syria from Jerusalem has been
closed for two decades. Damascus remains a city of secreta and
apprehensions. There 1is general agreement that Assad {s once more in
complete control. Assad is not likely to be another Sadat with a dram-
atic offer of peace. He i{s a calculator that will veer, not Plu“?" I
In terms of peace with Israel, Asadd puts Syria in the position o
ascendancy., The US has been slow to realize that. The tide may be
turning. An evolving Egypt-Jordan-Iraq axis is isolating Syria, 1f
Iraq's -Gov't stays intact, Syria will have a problem on its eastern
border. Assad lost the battle with Arafat and while Syria has the
upper hand in Lebanon, Lebanon remains a handful of scor ions., Syria's
economy is stagnant. The US can't afford to dismiss Syria but the q
country's sudden surge in influence is waning and the US should be patien

NYP-Evans & Novak "Israel Takinz Case to Congress' The administration
T not Iooking Torward to Israel's quest to recieve nearly 85 billion
in new grants . Stockman's apparent refusal to go along with anything
more than a fraction of the half-billion-dollar arms aid boost now
glves Israel a pre-text to bypass Shultz and take its case for vastly i
increasec ald, BconomiC and military, diruntlg to Congress. lerael will
tip toward a hard-line attitude centered on the historic probablity that
Congress will give Israel what it wants. Once again it seems that

Congress will go with Israel. |
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NYT-Andrew Cockburn-"An Unsound South African Tie" The ties between
and Sou rican intelligence commmities is longstanding.

Some aspects are hardly secret, others however remsain totally unpublicie-

ed, The US provides South Africa with intelligence on black African

nations, while the South Africans provide landing facilities for ™S

intelligence-catharing aircraft. Washington should now be aware of l

the perile of getting to close to a foreign intelligence ally, The

Octo 73 Mideast war c.ufht the US be surprise because the !'S believed
d

&verything the Israelis told them.
The Press Rdéports d
Peres's First 100 Days
_9_1*12;254‘%#_5 " Peres, Suddenly Popular, Emerges As the Dominant
gure in Israe eres appears to have outmaneuvered his political
rivals and has established g

imgelf as the dominant political figure in |
lsraeli politics. Public inion polls show Pereas le ahead of Shamir. |
Peres has exploited his position :u1:1¥. Many think this is due in
rt to the surprising ineffectiveness of many Likud Cabinet Ministers.
ch Smith says that Likud policies recives a substantial arount of
public support tgnrugh. Few political commentators believe that Shamir
end Peres will trade places when the time comes. Peres's main achievement,
d one that is Igprlﬂiltld at home and abroad, is that he has introduced
new style into Israeli politics. Israel's image abroad has seemed to
enifit from rhis change. 7ut, collegues say that Peres will have to :
liver on som¢ key issues 1if he is to remain in power. The ecenomic
tisis continues and there have been no real new conditions apparent for
Hi%q;;: peace breakthrough. Israeli troops are still stuck in Lebanon,
cable '

-special-Peres visited Bethlehem on Christmas Eve, becoming the firct.-
to make such a gesture since Bethlehem came under Israeli rule in 1967.
eres was applauded when he agp:;red at a reception given by Maoy Freij
hat was attended by 400 people, In a speech, Peres said, in Enplish,

t he was bringing a pgreeting of peace to all who seek peace.

hultz Warns III‘IIIE on Ald

-special-Peres said that Shultz sent him a letter of warning that Israel
_ﬁlg to take urgent measures for economic recovery and uking Israelis
o show some restraint in :unum::f;tinn. Gad Yacobi criticized Shultz and
id that Israel does not need 'loral preaching.” Most Israeli economists
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Wednesday to persue the goal of expelling all Arabs from the sh .
state, e legislation was aimed at allowing the police to bar Kahane
from entering trouble gpots. (see DN-AP; -wire)
Voice of America-Israel
*4# | NYT-p.1-Gwer =The Vbice of America has signed agreements with five
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i Israeli Bank Execs Ordered to Stand Trial

———

wsJ ters-An Israeli court has ruled that the heads of Israel's four
ma jor 8 must stand etrial on charges they formed a cartel to reduce
interest rates on negotiable certificates of deposit, They face a
maximm penatlv of 8 months imprisonment if found guilry.

EKahane

[T m———

NIT-AP-The Israeli Parliament voted to limit immunity of Khhmne, ile
UEMotmced the action and said he intended to go to an Arab villap

countries Eo Improve its transmitting ability and {s also pressing Israel
for permission to set ug equi t there to broadcast to Soviet Central
Asia and Afganistan, The project in Israel is deemed so important to
Reagan that he sent a lp.ﬂgll message to Peres, It is said that Israel
has agreed in principle to the request. Israel does not wish to further

r
antagonize the Soviet Union due to concern for Soviet Jews. l

sh Groups Protest Bouth African Policies 3
I

-Reuters-Demonstrators from several Jewish organizations took over the M
aily protest lfcinnt raclal seperation policies in South Africa to
llow there Christian collegues to spend Christmas at home. Participafing

Oﬂgl included the New Jlewish Agenda, the American Jewish Committee
he Jewish Community Council, (see E-M)

h on Black-Jewish Ties

-l-ﬂﬁds:;#—lunh says that relations between Black and Jews in this :
ty 1is Iar better than the relationships of Blacks and any other ethnie

roup. Koch eriticized Bill Tatum and Rabbi Brickner once again in the ,
terview,
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Lebanon

%.g.li.:t- broke out at Beirut's race track when four favorite horses
ﬂnd and fell at the start of the race, Meanwhile, Irtillll:;?blttlet
out batesn Christians in gouthern Labénon. (ees DHN-AP, T vrI) |

| Egypt-01

WSJ-Reuters-Egypt's current output of 900,000 barrels per day will
Barely meet domestic consumptiom by the 1990's,

# Iran-Irag

ﬁ# Indian supertanker was attacked and set afira by Iﬂfpllnllg
f. Shipping sources say the attacking plane was Iranian.
(see ND-AP; DH_;—E?J

~-Reuters-A car bomb exploded in a crowded district in Teheran killing
at least Tour and wounding 50 others, (see ND-Reuters)

Pl1?2=)?) = "l'lFEH‘I:I‘P‘IHTﬂ

undred Samaritang are left in Israel. There music is never writt

Samaritans
H‘!T-PIF-R::- liturgical Samritan music was heard in NY this week. Only
and is only for voice.
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What Israel Needs, Before Money

After 100 days of coalition government, bank-
rupt Israel has conciuded that the boldest way out of
crisls is to bank on the sympathy and treasury of the
United Etates, Its two-party Govornment has so far
cut $400 million, or 1.6 percent, from the national
baudget while preparing to ask for 12 times that
emount io new American aid. It's no fevor to lernal
for the United States to endorse such & matis of cslf
halp to welfare,

Eaving already used up most of the §2.6 billlon
In American &id for the fiscal year that began three
manths ago, the Israelis now ask for 00 million
more In early 1683 plus $.05 billlon In the early
months of the next fiscal year. All the ald sought and
gent is in grants, not loans, half for military squip-
et =nd haif tn he et =t will,

The Labor-Likud coalition began by saying it
would not scch mesaive American ald before
demonstrating domestic discipline and sacrifice,
Now it says its main austerity measures await mors
balp and pressure from the United States. The Is-
raells were right the first time.

Even if America were not running $200 billion
daficits, $5 billion is a lot of money. Even from a
stout ally, requests for doubling ald year after year
will not be kindly recaived In a Congress struggling
to make its own severe budget cuts.

Israel bears a great military burden. Yet this
crisis was sell.induced, and rather cynically at that,
Though already carrying une of the world's largsst

P per<apita foreign debts, former Prime Minister

Prn¥ a0 EI,Jﬂf __g__}'tﬂ“ Dala) —~p~

Begln chose in 1831 to grease his way to re-election
by printing more money to finance a consumer
spree. The resulting inflation was accommodated
Ly pulotlng stlll more moncy for indexing. Iaraclia

kept ralsing their wages and prices and propelled

themselves into a speculative frenzy.

Tha Inflasion mate has soared to about 50 per-

i, wahiug the sheliel useless, True prices are fig-
ured in dollars, whose cost grows daily, even bourly.

The people are sald to be ready for great sacri-
fice, But their leaders, though insulated from politi-
cal assault, have been slow to act. They now talk of
cutting $1.4 billion more from the $24 billion budget
and ending food and fuel subsidles. But labor, wel-
fare and minletarial lnhhiss regist. The Government
is particularly afraid of the high unemployment
that it thinks recovery temporarily requires. Unem-
ployment offends both Socialist and Zionist doctrine
and could drive many Israelis to emigrate,

Israel needs money and deserves support. But |

first it neads to commit itself, coovincingly, to
austerity measures that would put America's
emergency ald to constructive use. If Congress is o
congider the sums now sought, it needs to be shown
a timetable for matching aid to the pace of
progress. If Israel’s leaders need American pres-
gure at thelr baclks, let Americans provide it by
holding back, as the State Department has pro-
posed, until Israel shows how much it is willing to
help itself. .
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STATE DEPARTMENT BRIEFING - MONDAY - DECEMBFR 24, 1984

Q:Anything on the U.S. wanting reform in Israel's economy before increasad’
ald levela?l .
- Ao comment.

Q:Does the U.S. lock to an international conference as a last resort to Middle

East peace? .
A:We have made our position clear and we have said that an international con- !
ference is not & fruitful approach to solving Middle East prohlems,

Q:Do you have anyt.uing on the U.S. requeating or approving weapon sales to
Saudi Arabia and Jordan next year?
A:When we have something to notify we will,.

Q:Hes the U.S. asked Iarael to put up a VOA transmittcc?
AiNo comment.
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News Summary December 24, 1984

Editorials
,-H-—-—-—-—_

NYT-"What Israel Needs Before Money" Dankrupt Israel hae concluded that
The boldest way out of its crigie is to bank on the sympathy of the

US. Its two-party Gov't has so far elashed 1.67 of its budget while
preparing to ask For twelve times that amount from the US, It's no
favor to Israel for the US to endorse such a ratio of self-help to
welfare, Isrsel bears a grest military burden, Yet this crieis was
gelf-induced, and rather cynically at that. The people are said to he
ready for great sacrifice, But their leaders, thaugE insulated from
political assault, have boen slow to &t, Israel needs money and deserve
gupport. put first it needs to commit itself, convincingly, to austerity
messures thet would put America's emergency aid to econstructive vse,
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DN-Georpe Will "Hitler's Ghast Over Rieeis" The Soviet regime repards
T desite to emigrate as evidence of mental illness. Nadezhde Fiedkova
ie¢ eroneidered 2 "Pntlnitﬁ" Bacsuse she uwighad tn emigrare toO Iarzel.
She has been sent to Ctortuct institutions known as mental hospitals after
she fasted, The "doctoxr” who treated her shouted "Zionist whore' while

shooting her up with muscle relexents. There is mow virulent anti-
Semitism in the Soviet Union todav. The newspapers print damaging ecartoons
and stories about Jews, the KGB plants drugs in the homes of Jaws. The
day Margret Thatcher cooed about how much she l1iked Gorbachev, Avital
Shcheransky sat and wondered where her husband was.

R N e

1]

NYT-Carel Kur (Exec ed of Moment mag) 'Jews, at Christmag' This is a
teason wnen many Jews feel marginal. We Jews do not always cope well,
Witness the "Henukah bush' or the fact that mony Jewish families
congregate &nd exchange presents, All of this infringes on traditions
thet do not belong to us. Perhaps future generations of young Jews
will be armed with a stronger AFNEF of identity about themselves. Jut

until that time, the seasonal jdentity crisis will be & problem,

R e AT

The Preses Réports

Congreseionzl Caucus on Soviet Jewry

g W TR

WMYT -Wesver & Farrall-Leszdasrs of both parries in rhe Senate and House &re
{enning to Organize a new interest group: the Congressional Ceelition
or Soviet Jews. The group will work in cooperegtion with the National
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Conference on Soviet Jewry
cooperate with the Reagan

Us Embassey Plot in Israel

NYP-no biline-An Israeli court partinllz
of detalls ebout a foiled plot on the 1S

organization,

chiistma; in Israel

NU-Rebinovich=13,000 forelign pilgrimo are
edge dividi

in celebrating the birth of Jesus,

Sheron Trial

Village Voice 1/1-Stockes-Drill’s plece in

—=me Innect on the press. 1t seels &8
dalies gave migsed the boat on this ome.

Bleck/Jewish Coalition

thet said no to Reagan: blacks,
nd Latinos that have most in common,
wilt first end foremost.
page one story of black
e an wnwillingness in America to

[andidate for mayor, Herman Badillo,

and will work to promote emigratiom,
administration and disseminate information.

1ifted a ban on publication
Embasey

suspects were acting on their ovn and did not

ng communities in the Holy Land
Christmas seagon &s Jews and Moeglexs assist the Christan community l
(eee NYP=-photo of soldier in Bethleher)

though Time wil

Villepe Wice-1/1-Davis-"Powerful Friends"
FZge ont SLOTics of the plack/Jewlsl evalition.
to oust Koch do we meed to build relationships between the only groups i
Jews &nd Latinos. Ke
there relationship needs to be
It is of irterest that the NYT would not put
and Latino leadeyrs meeting.
recognize that Jews
ame denial of opportunity that blacks and Latinos face.

Longistently voted for progressive candidstes,
g Fuerto Rican,

msterdam News=-12/22-no biline-Prominent leaders of the
ommunities pledged Tast weer to helg forﬁe closer tiles
gainst "racism and oppression of others.

£ e

in Tel Aviv, The
belong to a terrorist

expected in Rathlehem, The rRhETP
will be blurred by the l

American Law¥er hai alreedy had
gettle. The

The NYT recently ren two- '
As we begin the battle !

But it is ¢ blecks

Thewss sonezrs LO
do not face the

Jews have :
a black

the bert cholec.

Without
ls

Black and Jewish
and to speak out !
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Villige Voice-1/1-Hentoff-"Jews Abandoned by the Jewish Community"

ugan pro, the gh-school student who refused to salute the

American flag ie backed up by the Constitution. Because Susan is

Jewish, her %amily has recieved many threats, calls, cards and letters,
For exsmple, one card stated "Because Hitler didn't finigh the job
right, we are going to." Susan is under special security in ec ool

and her family obtained fire arms, Here were Jews under seige because
they were Jews, And, they have been abandoned by the Jewish community
of the town and its leading rabbi. Jews in Boston do not ban together
anymore. Only the ADL and the newspaper the Jewigh Advocate helped.
The ADL has also stuck by the Shapiro's while the American Jewish Congregs
and Americen Jewish Committee as well as the Jewish Commumity Council
of Metropolitimn Boston hhks lost interest. Most helpful of all to the
Shapireos haes been the the Civil Liberties Union of Mass., & nmon-Jewish
group. Mrs. Shapiro believes that the Jews of Boston are ashamed

of being Jewish, The President of the temple in the small town of
Randolf states that Susan was wrong.

Gémbling Among Jews |
1

NYT-Srozan-The Federation of Jewish Philenthropies of NY has set up a
anel to study the Jewish attraction to gambling, Very few Jewish
{eadern are willing to confront the problem, In NYC alone it 1is

estimated that there are 250,000 compuleive gamblers, 20% of whom are 1}
Jewish. '

i
Lebanon ¥
L

ND-combined-Druse militamen stormed Beirut eirport, diverting the atten-.
tion of lezdefs trying to arrange & security pilan for the cnarte=l road,

Book Réviews-Jews and the Woman Question

villape Vulve 1/1=-Tax-Two Books &re seviewed that deal with Jewish
icen— JevIsh and Female: Choices and Changes in Our Lives" by Susan

Weis#man Schneider and "On Being a‘Jewish Feminist" by Susannsh Heschel,
are discussed. Jewish womens battles are sure to change the face of

Judaism. Sexiem is fundamental to the forces of polit cal conservatism
lin the Jewish communitys The first targetl of the arrogance and elitism |
taught many Jewish boys is mot gentiles, or blacks but it is Jewish girls,
Jewish traditionm 1s one of men. >
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Saudi Arbis-Stock Market

!ggfngecgal-(Riyadh) gaudi Arabia's 11 commercial banks will take
Sontrol of the country's modest stock exchange, & move the gov't
hopas will promote piliue stability ameng the 35 publicly held Saudi t

stocks.
Letters

NYT-Mary Appelman, chairman of the American-Israel Couneil for Israeli-
FETEutIEian Frace, writes that the PLO is clearly offering peace and

that it is Israel that rejects the offer. Arafet called for an
international conference under UN auspices, to negotiate Mideast peace.

NYP=Liz Holzman writes that the reason she helps track down Mengele is
beceuse he 18 one of the most motoricus Nazi eriminals alive, His

continued frecdom for 40 years sends a frightening megsage of enconrage-
ment to anti-femites evaryvwhera.
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NEWS SUMMARY - MONDAY - DECEMBER 24, 1984

THE PRESS REPORTS

VOA Transmitters Urged On Israel

WASH, TIMES-(Wires)-Reagan has appealed to Peres to authorirze installation
of Voice of America transmitters for broadcasting to the Soviet Union. The
officials said Israel had not decided on the request but leaned toward app-
roval, partly because the VOA specializes in news programming rather than

propaganda.

Time Editora Cite Sharon 'Propaganda' Fight . .

*a*ASH. POST-(UPI)-Editors of Time magazioe, in a letlﬂr to the editor in ro-
day s New York Times, charged Sharon with conducting "a propaganda campaign"
in his libel suit against Time Inc. Time editor-in-chief Henry Grunwald and
managing editor edltor Ray Cave alse charged that Sharon brought the sult be-
cause he could not sue the Israeli public or the Kahan Comuissatlon,

Lebanon Crisis Threatens Israeli Leadership

CHICAGO TRIBUNE-McNulty-Tevaeldi. sovi.. leaders pnpear on a collision course
over thelr occcupation army in south Lebanon,The Lebanese issues is more ser-
ious and could bresk up the three-month-old national unity govermnment. The
growing policy split pits che Likud and the Labor Party against each other
oo when and how far to pull back the estimared 15,000 Israeli troops in Leb-
ADnOn.

Arafac Discusses Jordanian Flan

WASH. TIMES-(Wires)-Arafat began talks “ynﬁterday with Jordanian Prime Minister .

Ahmad Obeidat on a formula proposed by Hussein to achieve Middle Fast peace,
The Palestinian National Council, has endorsed the international conference as
the only acceptable mechanism for ending the 36-year old Arab-lsraeli conflict,
but refterated PLO rejection of Resolution 242,

Alrport Ia Beirut Overrun

PHIL. INOUIRER-Smerdon-Druze militlamen stormed Belrut airport yesterday, par=
alyzing air traffic for two hours as they threatemed to hlow up a plane, Thls
incident diverted the attention of political and military leaders who were work-
ing on a final plan to station the Lebanese army along the coastal highway, The
route runs from Syrian front lines in northern Lebanon to Israeli front lines
in' the south. A cabinet meeting was expected to give the go-ahead to the deploy-
ment within a few days and troops to secure the road by New Year's Dav.
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News Summary December 22-23, 1984

The Prese Reports r

US Bars Emergency Aid to Israel

NYT-12/22 p,l-special-The State Dept. said that the US would not meet
Terael's 5530 m on emergency grant request until Israel adopted a
much tougher economic austerity program. The State Dept, did promise
to recommend to Congress ''continued Bubetantial levels of economic and
militery aid” for the next fiscal year, Israel has taken some steps
to reduce ite budget but US officials said not enough was done. The
Israeli delegation to Washington sazid that Israel had to proceed cautiou -
ly because of the social situation there, Unemglcyment in Ierael is

on the rise, this could cause many Israelis to leave or prevent Jews

from coming. The administration is expected to propose aid for 1986

at the same level as it 1s now, Military aid might be increased mo
Israel could maintain its “qualitative edge' over the Arabs, Israeli
diplomats expressed disappointment at the insebility to persuade the
Adninistratien to be more generous, (see DN-12/22

Flot on US Embassy in Isreel

NYT-12/22-AP-A US diplomat szid six people had been arrested for plotting
to attack the US Embassy in Tel Aviv, Esraeli gecurity forces foiled

the attack, BSix Palestinians from Gaze are now in Israeli jaile, The i
US diplomet refused to comment on the case gs did the Tel Aviv police.
A court order has banned publication of any information about the case.

Sharon Trial

EEE-lZfZZ-Jnhnson-Snme believe that Sharon and Time will settle out of
Tourt but both Time and Sharon deny the rumors. Sharon's lawyer said

ihlt Sharon would probably accept & retraction, apology and payment of .
egal fees,

Islemic Parley Ends in Discord

NYT-Miller (Sana, Yemen) A five day meeting of foreign minigters from 45

Tslamic countries ended amid discord on how to end the Iran-Iraq war,
Iran's foreign minister said that as lnn? as Hussein was President of

Irag, Teheran would continue to oppose efforts to end the war. Several

?f th? groups resclutions were crgtical of the US and its support fer
sTaecl.
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U5 Considered Using Army 1f Plane Left Iran

NYT-12/23-p.l=-special-The US had Elans to use commando units to free
Fostages on the Fuwaici airliner but cn1§ 1{f the plane was forced to
go to another country. Officials said that the US had not lanned to
storm the plane in Teheran. The State Dépt, believes that gran did
not plan the hijacking but it blames Iran for creating the climate for
terrorism in Lebanon. It also believes that the hijackers knew they

would be treated with sympathy in Iran.

jeirut Blast

NYP-12/22-wire-A car bomb ripped through a Druse school killing four
#nd wounding 32, includin§ 19" schoolchildren. Artillary battles broke .
out between Iruse and Christian militiamen soon after the bomb exploded.

Nazi Dagarted

]
NYT-Blumenthal-12/22-Fyodor Fedorenko was deported Friday night to the l
Toviec Union, ending seven years of litigation. It is not clear as
to what will happen to Fedorenko in the Soviet Union. He might have
a wife and child there, He was the sixth Nazi deported in recent months

from the US, (see NYP-Peritz; DN)
Koch & the Black-Jewish Coalition

i
NYT-12/22-Rbberts-News Analysis-Political strategists believe that Koch |
Tay have played into his adversaries bands by reposnding angrily to .
his critiecs. Many believe that Koch's hopes for re-election lies with |
generating a heavy turnout among white voters, particularly Jews. Others
warn Koch that he stands to lose only if he is percieved as a degtabili-
zing effect. That may explain why Koch was more conciliatory in his :
later remarks on the coalitiom. gn the coalition, Koch's most out- 3

spoken critics included Rabbi Balfour Brickner, Stanley Lowell and .

Bill Tatum.

| ——— — i

Kosher Deli Citéd

DN-Nagourney-A Manhattan Heli was cited $25,800 for selling non-kosher
products EnEsaly labled as "kosher." (see NYP-12/22)
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NYT-12/23-Travel Section-2page article on Jerusalem-Friedman-Jerusalem
Ts variety, What i{s unigue about Jerusalem is not tFe Western Wall,

the Dome of the Rock or Calvary, but the fact that they are all there |
and all acecessible to tourists of all faiths. Jerusalem is a small
walk-able town, Transportaion is excellent, Shopping, eating, i
sightseeing: and culture are discusased,

Bethlahem

WT-Franks-Pilirims still tread the road to Bethlehem in search of the
nIFicle oF Christ's birth, Bethleham today is a kind of Coney Island
of Christianity. It is facinating though,

Letters=-Sharon +vs Time

NYT-12/23-Henry Grunwald, the ed-in-chief and Ray Cave, the managing
Tiltor of Time werites thmat as the trial goes on Srazon is conducting
a propoganda campai§n for himself in NY., He tells all that will
listen that Time called him a "murderer." In fact this is falsge,

The case has been brought in the wrong place and the wromg time. The i
Rahane commission declared that Sharon made the decision to send in i
the Phalange. He can't sue the Kahane commission or the Israell

ublic for this. Instead he is suing Time in the hopes of earnin E

W T

P
olitical vindication at home and to enhance his overriding amhitEOn to °
Ee Prime Minister, . O g

ITONUT

Pooly e £oebu AL _Olay wedd L R

i —

’

e

.
ht-Rt by snphnen Y20 ""';"“S | -)t snyon 23 18y D
g~ B ——— AR . j

T T T A ) R el 0 e R oA vl D AN o R N TR hlﬂm

| P LI T N Rl R T R TR T S A S R B




! S —)

Mo, 217 = W By e

23 39 1 @ i
aret. . .11:&...'..&1 i - oy
16208 7192 vimea atve T ) :
AT L oYY ff;

11003 P17 172 TN

rreeneeeeess s IAE D

N

Wi SEIGOS oo e B2 Jo4 | 3
J/

N ARLEREE TS S B L PR bR E A L B ") B R L 3 7. V. L 7 R LU A B B 1 1 L T

NEWS SUMMARY - SATURDAY - DECFMHER 22, 1984

KHADAFY: 2 SPANTSH CITIES ARE AHAR

Fhil, Ing., Mooney:Khadafy has touched off a storm in Spain by openly

questioning Spanish possession of two cities in North Africa. Khadafy,
on 4 rare visit to Western Europe, rold a news conference here Thursday rhat ;
the citles Ceura and Melilla, which have been held by Spain for nearly 500 .

years, were Arab.

SHARON, BACK IN ISRAEL, SAYS HE WILL PAY FOR TRIAL

Phil. Tng., AP:...The absence of the industry and trade minister at a time

when the government has been trying to bring Israel's soating inflarion rate
under contrcl has drawn sharp cricicism from some politicians and the public.
"The Israeli taxpayer will not have to pay da single penny for the custs of
conducring the trial or our stay abroad,” he said, "I'm covering all costs,
ineluding days I spent working on behalf of the ministry, just to shut up the
criticism.”" .,.Hlils expenses wore estimated at $200,000,

SOVIET HARASSMENT OF JEWS 1S INCREASING, SHAMIR SAYS .

Phil. Ing., Reuters:..."We hear of almost daily arrests of Jews on trumped-up

charges of terrible beatings by police and bullies employed bv Soviet aur.h-:}rities,”:

Shamlr said ac a Jerusalem meeting with delegates of the Public Council on
Soviet Jewry.
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U.5. SEEKING SAFER SITE FOR EMEASSY, ISRAEL SAYS

Chic. Tribune, Wires:American officlials are seeking a safer home for the

United States Embassy in Tel Aviv, Israel Radio reported Thursday.
The state-owned radio said the search for new quarters was ordered by Washingron

as part of precautions taken worldwide after atracks on the U,5., Fmbassy and

Marine barracks in Lebanon

EDITORIALS /COLUMNS

CARE PACKAGE FOR ISRAEL IS TOO BIG &

L.A. TIMES:...Some augmentation of 1,5, aid to Israel next year is probably

unavoldable to prevent a complete depletion of the foreign-currency reserves i

R O R e e e TR R T TR T IR T TR I

that Israel must have [or essential imports. Heyond that, the best thing
that the United Statecs can do is reject even consideration of Israel's aid

requests until the Israell government demonstrares by deed that ir is 4in

Bt ke (ARt o ]

fact serious about facing the economiec crisis, Perhaps the shock of rejection
13 precisely what the govermment needs-or is waiting for = as an incentive to
bestir itself at last, 1
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NEWS SUMMARY - SUNDAY - DECEMBER 23, 1984

SYNAGOGUE SELLS TORAH TO AID ETHIOPIANS

Wash. Post, AP:St. Paul, Minn., A synagogue here has sold one of its sacred

serolls to aid starving people in Ethiopla. The Temple of Aaron Synagogue sold
its primary torah, considered its most precious posgession, to & new synagogue

in Freehold, NJ, for an undisclosed amount, acecording to Rabbl Bernard Raskas.

AUTHORITY IN BEIRUT MELD BY INDIVIDUALS | . '

The Sun, Price:"Ma fi hukkume" is one of the coumonest Arabic expressions one

hears these days In Lebsnon., It means "there is no government,"

and among

a population numbed by the knowledge that its government does not bother going
afrer murderers and kidnappers, much less provide reliable electricity or
telephone service, the expregsion usually 13 accompanied by a shrug,

ses3ince ma fi hukkume 18 so much a part of the prevailing condiclon, the

news that fi hukkume ("there is a govermment') can come as & big surprise,

Ho one perhaps was wmore surprised earlier this year when the new national
unity goverument was announced than Salim al Hoss, a former prime minister and
a Sunnl Muslim, He was just walking ocut of his apartment when he heard the
radic announcement of a new government and paused long enough to hear to his
astonishment that he was a minlster in it, .:

LEBANESE CREDIBILLTY HINGES ON ROADWAY

The Sun, Price:...For the last two months, Mr. Hoss, a former prime minister

serving as a miniscer in the present governmenc, and others in the cahinet,
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The stakes are high, in Mr, Hoss's view. They include the nced to demonstrate
te the Lebanese that their govermment and 1its aroy are symbols of genuine &uthurT
ity rather than of (he hodgepodge vf political and religious rivalries that
have historically plagued the country, and the need ro demonstrate the same to

the Israelis.

iditorials/Calunns

STILL STALINIST, STILL ANTI-SEMITIC

Washi. Pusi, Willi..,3vuviet soclety was never seriously de-Sralinized, but

even the small cxtend ol de-Scalinizarion is being undone, and wirth special
viciousness against Jews, as Stalin would have relished. Coinciding with
today's rehabilitation of Stalin (the Soviet entry that won the gold medal

at the Lelpzig, East Germany, film fearival celebrates Stalin) is virulent
anci-Senitism. It features, for example, & cartoon in lzvestia-yes, Izvaestia-
which could have come from any Nazl paper. It illustrates an ancicnt theme
of anti-Semitisn-Jews roilsoning wells (this time ig Lebanon), The KGB has
taken to planting, ing the homes of Jews, narcotics supposedly used in religious
tituals., This hoary libel belongs in the hands of the Soviet regime. Since

the extermination of the Third Releh, the Sovier Union's partner uncll a

falling ouc, the Soviet regime has been the world's foremcst anti-Semitic regime,

THE SPECTFR OF SHARON .

Hash., Post, Geyelin: .,.Ariel Sharon has "wrapped himself in the Flag of

Israel, but he does not wear it well," Perlmutter went on, portraying Sharon
as the man who "planncd and led rhe Lebanese war, who misled his own prime
winister, misinformed his Cabiner and allied Israel with the Lebanese faction
that eventually oversaw the massacres In Sabra and Shatila,.,who ordered the
bowbing of Beirut, in open disregard of Isracl's traditional concern to fight
only just wars."

And yet, two years aftor Sharoa sese Iavaell [orces into Lebanon, clection-
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campaign crowds were hafling him as "the hero of Israel," singing of "Arilk,
the king of Israel," and shouting their approval of "the man who bullt
settlements in Judea and Samaria (the Wesr Bank) to the glory of Israel,"
To those lsraelis, Sharon's performance in the New York courtroom is exactly
what they want wo hear. That's more than enough reason for well-wishers of
Israel and of stabiliry 1in the Middle East to want the present government

of wational unity to succeed,

MORE ARMS TO THE MIDEAST

Mash. Post, Anderson:...In the end, the administration's decision to Eubstit.
arms sales for diplomacy could wind Up costing the American taxpayers a

bundle. The reason: Israel would certainly demand an infusion of new and
betrer defensive systems to balance the threat of arms supplied to Arab neighbors.'
And unlike the Saudis, the Jordanians and the rest of Israel's encmies who
can afford te pay for their munitions Israel cannot, The United Staces
would have to add it to the tab.
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"\ official text

DATES 12/21/84

Fresident's Hanukhkah Message?
REAGAN FINDS INMSPIRATION IN JOYOUS JEWISH HOLIDAY (214
Washington =-- PFPresident Reagan, in his Hanukkah message, paid
tribute to the historic effarts of the Jews to possess their own state
and practice their religion.

Hanukkah, said the president, commemorates the victory of the
Maccabees over their oppressors. "Two thousand years agoy God blessed
their efforts to retain an independent Jewish commonwealth and to .
presaerve the Jewish religion. Toaday their descendants have been
similarly blessed," he wrote in his annual message.

Following is the text of the president's message, released December

els
{begin texzt)
Mancy Joins me in sending our warmest greetings to all those
celebrating one of the most Joyous times in the Jewish calendar,
Hanukkan -- the Festival of Lights.

This holiday commemorates the Maccabees' victory over their
oppressors and the valiant spirit of their battle. Two thousand years
aaryy God blessed their efforts to retain an independent Jewish
commonwealth and to preserve the Jewish religion. Today, their
descendants have been similarly blessed. Truly, Hanukkah is a
festival whose celebration 1s meaningful in a contemporary as well as
an historical contest.

The candles of the Menorah attest to the victory of freedom and
righteousness. May their light be a source of strength and
inspiration to all of vyou and to all mankind.

(end text) .

& .  United States Information Service
o, Tel Aviv, 71 Hayarkon Street, 63903 Tel. 654338 ext. 204
L f' Jerusalem, 19 Keren Hayesod Street, 84188 Tel, 222376

SIS
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NEWS SUMMARY - FRIDAY - DECEMBEK 21, 1984

I
THE ?Rf}ﬁ REPORTS///F

HO AG 2T ON U4S. ISRAELI
— 7

HAEH.HGIHES-hnﬁrews—No agrecment was reached yesterday between US offfcials
a vigiring Israell negotlator on a request to nearly double American mllita
and frconcmic ald to Israel and its faltering economy, sources said. Althouy
dacf was set Co resame discussions, lower-level talks will continue throush
‘mal diplomutic channels,

Prggpecrs Dimner For Lebancse-Israeli Security Apresment

WASH. POST-Walsh¥he 12th and possibly last session 1n the lsraeli-Lebanese

withdrawal negotiations in southern Lebanon ended today with no sign of pre
leaviug Israel to face a series of unattractive cholces. Brig, Cen. Amos o1
lssued a statement threatening rto break off the negotlacions before cheir s
regumption on Jan.7. If Lebanon does not reply positively to Lsrael's propo
ing rhe scheduled two—week holiday pause in cthe negorlarions, Gilboa alad,

ernment of Israel will find itslef obliged te consider wherher there will b
ther puvpose in the continuation of the talks at Naqura,"

Ethicpians Hide Extenr Of U.S. Aid

HASH. POST-Hlarden-As hundreds of thousands of tons of food and relief suppl
ioto Marxisc Ethiopia, the govt.-controlled press has displayed more rhan a
politics in what aid 1t decides i3 news. The Ethiopian Herald announced Tue
its front page thac Able Nathan, "who is noted for bis humanirarian COncern
in Addis Ababa last Sunday in a cargo plane with the makings of a complete

and
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camp for £,000 famine victims. The paper did not mention thac Nathan is an Israell, .

that his $300,000 gifr came from Israel or chat it was patd for by contrihu
Jews around the world.

larael Kesolves Fivse Crisis OF Unicy Cabinet

Cions from

WASH, POST-(Wiresz)-a dispure between two small religlous parties was resolved lara
last night before it triggered a full-scale crisis. Shas was given control of the
Interior Ministry and the National Religious Party was lefr in charge of the umaller
Religious Affairs Ministry. The key element In the sertlemenr involved 4an agreenent

that the two parties share control over che budgers of lsrael's loeal relig

Time Lawyers Rest Defense Afrer Calling No Wirpgssse

ious councils,

whRWASH, POST-Denton— In a surprise move, lawyers for Time Inc. annoupnced in court this

HRE°EBRPRay da RS BRYIA EOR, SR VAS “pEsveSochsiol, e noYAZ I ng "hatans, Shgton.
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Egypt Comes Under Fire At Arab Nations' Mectiugs

THE SUN-(Wires)-Syrian and Egyprian delegates clashed yesterday at a meeting of
the Political Committee of che &45-wember Islawic Conference Organization. The
Syrisn delegation bitterly attacked the 1978 US sponsored Camp David accords be-
tween Egypt and lsrael. They maid the the Syrlan delegate blamed all the present
i11s in the Middle East, including inter-Arab divisions and Israel's occupation
of south Lebanon, on the accords. Egypr's delegate, Omran Shafei, told the commi-
ttee, "I am afrald Lf one if the the three delegates (from Syria, Libya and Iran)
stumbled and fall at the conference door, he would blame Camp David,."

Alleged Nazl-Era War Criminal To Be Deported To Sovier Union .

WASH. POST-Thornton-Feodor Fedorenko, accused of lyilng about his World War II
activity as a concentration-camp guard, was in federal custody In New York yes-

terday, walting to become the firac alleged Wazi-era war criminal deéported from
the US to the Soviet Unlion.
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o _ 1 News Summary December 21, 1934
Columns l
" Hupsein is committed to

NYT-Flora Lewis "Peace Is Wanted But,..

seeking negotiations
E‘-‘-tl - W

with Israel on the
There's always a but in the Middle Eaat,

return of tha territories in

exchange for peace,

ithout a formal agreement from the PLO to join

Hussein will not move W
{ 4in the effort, Arafat makes elabora
point, Amman is tryimg to pin Arafat
| around him that there is no other ch
| feels blocked. Jordam is now most ¢

furious, Some say Sywia will try to

agreement, especlally 1f an lsraell

Barriers to real progress look unsup
| Pecple are talking about peace., Yet
is rising and theilr nncitges cannot
None of the leaders are w
peace process going again.

The Press R&ports

Igrael-Lebancn

11ling or able to move quickly to get tha

te arguments to avoid coming to the
down by persuading the psople
olce, Deagite his efforts, Hussein
oncerned about Syria, Nssad is
militarily stop a Jordanian-FLO
pullback frees some Syrian division
erable. But there are changes.
, a new impatient generaticn of Ara
offer them much satisfaction,

'ﬂk'ii ..I.-.Ln - :ﬁ-ifﬂ :J] . ;j. i Ii..l iL-_':!-..hi E}..{EEIL;L iy Iﬂ..:i:.'&j..u- .l.; I.;;..l P |

TFreidman-Israal told

NYT-p.1 Photo of Israeli delegation in Naqura,

The Lebanese Gov't e
troops or run the risk
independent actiona.

over, They

irher to agree to the expande

Senior Isracsli officials think the
balieve Syria is preventing

d deployment of TN
of Ierael quitting the withdrawal flka and tnking
.iks are

Lebanon from makinay concessions,

It is elear that there will be a majoz

fight in Israel over how far ©o

to pull back to the inter-

pull back troops., Pexwes said he would like

Shamir said he would oppege any

national border and taking the risk,
withdrawal without admquate security arrangements.! Is
questionable whether the Syrians want lsracl to leave,

the gouth.  That would make the Shiltes a wmore serious
force for the Syrians to contend with in the future.

Relipious Parties in Tsrael Resolve Thedir Fight

NYT-gpecial-A dispute that
unity Gov't was resolwed,
religious parcties agzeed on how to spend state funds,

withdrawal would enable Shiite Amal militas to expand its demain into

threatened to breask-up Israel’s national
The Cabinet erisis ended when the two

is highly
gince their

and indapendent
(see ND-UPD)

Burg will become

=

Minister of Raliglous Affairs and Peretz, Minister of Interior. ==
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NYT-Lubasch-Time abruptly rested ics case without calling any &ﬂnesseu1
¥ising Sharon's lawyer, Gould had wished to call Sharon back ro

BULp
the stand for some rebuttal testimony., Time's lawyer said he believed

Tima ghould "quit while its ahead.” Sharon went home for the holidays.
(see NYP-Feiden; Dil-Clark & Landa)
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& Tripoli - Many Guerrillas Remain

5 NYT-spacial=The Lebanese Army, in an effort to end months of factional
ﬁ Tighting, took over control of the northern Eﬂ"rt of Tripoli from

- private militlas. This was the first time the national army took |
= control of Tripoli in 10 years, According to the UN Relief and Works

= Agency for Palestinian refugees there are 2000 guerrillas in the

E Paleatinian camps there,

i Christmaa: in Bethlehem

H

= NYT-AP Photo of Horweglan soldier on leave from Lebanon talking to

@ oriest in Bethlehem,

7]

g Onddafi in Spain , l

NYT-Sehumacher-Qaddafi said his meeting with PM Gonzalez had been

s {:T.‘.‘ 1

ifyable and nad <dealt mostli; with developments in northwest Africa. ]
Genzalez acknowledged that the US would probably be angered at the 2
gsoret meeting but he said Spain would follow its own policies. Qaddafil

-
B

; also has recently met with Mitterand and Papandreou, ending a 1YS sponsore!
iz international isolation of Qaddafi. Most Spanish newspapers called 4
£ the meeting 'shameful." :
i Yemen Discovers f 01l ' "
& ;
E | NYT-Miller=-(Sana, Yemen) President Saleh saild that his country had i
= =Trcovered "large" quantities of oil that could be exported through the :
s mbkd Sea within two years. This development could revo utionize the |
& economy of this backward country and alter its diplomatic positiom.

i vemen ia one the world's poorest countries and rel s on massive aid !
v form Saudi Arsbia and the Soviet Union. !
= OPEC §
= W i
= NYT-Tagliehue-OFEC oil ministers agreed to propose to their governments !
i & strich eniorcenent mechanism in a dosperate. s =4 o :
f

=
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that has marred the groups

pregs Freedom Declines

to wither in 1984 as dozen
threats of explusion, impr
tion sald even countr
freedom of information an
blamed the press of fallinm

But several members doubt thot the nlan would work, It is said that
the announcement was made to divert attention sway from the disssntion

NYT-AP-The International Press Institute said that press freedom =¢nt1nuaf

{eg puch as the US and Britian triad to restiet -

meeting., (see ND-UPI)

of countries intimidated journmalists with
{gonment and murder. A report by the organiza-

| o R

d increase official secrecy. The Teport alewo¢
g to report abuses of basic human righta,.

| \YT-Copdman-Courts, local
croups atound the country
menorahs placed in public.

Gruugg_nivided on Religious Displays

officials, religious groups and civil liberties
are contesting the legality of nativity and
(see NYP-Shain; Q&nﬂarguca)
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STATE DEPARTMENT BRIEFING - DECEMBER 21, 1984

#
o
"

Q:Any comment on the subject that the US-Israeli Economic assistance did not

bring any conclusive results, and there was not any agreement?

A:l have got a 1ittle comment on thar. We just completed a geries of useful

consultations with Israsli officials in two groups, which discussed respect- H
ively, wilitary and economic assistance, as well as other issues., The US will .
be providing proposed levels of aid to Israel to Congress together with the
pProposed overall forelgn assistance budpet in the coming weeks, The administ-
ration expects to :commend to the Congress continuous substantial aid of econ-
omic and military aid for the next fiscal year, and that would be consistent with
our elose relations with Israel, and the US budget objectives, On the military
agsistant front, the administration expects to submit a request to the Conpress
for a level of military assistance that will ensure Israel's continuous security,
and maintains it's qualitative edge, as has been our position, As far as econgpic
assistance is concerned, we left the Congress to maintain a signlficant level of
regular annual assistance as in the past, In so far as extraordinary additional
economical assistance, above the current levels which Israel has requested, the
US 1s going to defer the decision on this, pending the adcption of an effective
Israeli economic stabilization Program and a determination of the utility of such
additional US assistance, in supporting such a program, So we will walf a lirtle
and see,

Q:Do you have any figures? : o

* A:l do not, : , .

Q:What do you mean by "Substantial” - are you approving the sum that Israel requested?

A:T do not have a figure for you, but it will be substantial as it has been in the past,
Q:What are some of the fundamental reforms the US 1is requesting Israel to make?

4:T1 think we will stand on what the Secretary has said on Previous occasions, but I )
will not go inte great derail, b
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FREF ACE

The purpose of this document is to present:

- lsrael's foreign exchange requirements for the financing of military

imports from the United States;

- the uncovered financing gap in the non-military current account of

lsrael's balance of payments.

An effort is being made to provide the U.S5.0G. with background information
required for its evaluation of lsrael's needs for military and economic

aid, for AFY 14E5.

lhe paper summarizes major economic developments in the years 1982 and
TuBs. It outlines the strategy of Israel's economic poliey and the
measures implemented recently and offers a preliminary forecast of major
economie trends, in partiecular, balance of payments developments for the
period 1964-1487. Emphasis is being placed on Israel's defense requirements

and their impsct on the balance of payments.

It should be noted that the estimates for the current year and lorecasts
tuor the coming years presented in this paper must be viewed with greater
caution than generally applied, as they are based on partial data and
because of tLhe major changes in policy and some changes in trends which
cceured in the second half of 1983. Thus, the annual averages for 1983 do
not reflect these changes in trends which will be fully expressed only in
the annual figures for 1984. It is assumed that the policies implemented
and additional measures to bLe introduced as required, will ensure the
continuation and intensification of the new favorable trends in 19E4 and
thereafter, according to the turgets set in the forecast presented in this

Faper.

It should be emphasized that, even after the improvement in trends and
assuming that the favorable trends will continue, Israel will still need

increased economic aid in the transitory peried 19B4-=1GE5, The continued
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inprovement in lsrael's balance of payments,

already

in

1584, will bring about a decline in the need for aid only

towards the end of the period under review,.

Following is an outline of the presentation:

Chapter
Chapter
Chapter
Chapter
Lhapter
Cliapter

Appendices and & Table of Contents are to be found at the end of the paper.

11
111
Iv
v

vl -

summary of Financing Hequirements for 1985

Ma jor Economie Developments in 1982 and 1483
Economic Policy Concepts and Current Policy Measures
Leconomic Prospects for 1G84-1987

Hon-Military Financing Requirements, 1984-1987

Financing Kequirements for Defense, 1684-1G4ET7

which is expected to commence



Chapter l: SUMMAKY UF FINANCING REQUIREMENTS FOR 1985

#. hiSTURLICAL bACKGRUUND

olnce 1its establishment, the State of lsrael has experienced a large defiecit
in Lhe current account of its balance of payments. Exports inecreased at an
average annual rate of 17 percent in the years 1455 to 1982, signifying the
uoubling of exports every 4-=5 years. At the same time,non=-military imports

increased at a lower average annual rate of only 13.5 percent.

in spite of the taster average growth rate of exports a8 compared to the
growWwih rate of imports, the non-military deficit continued to grow. This
WaS due Lo Lhe 1nitlal low level of exports in the base year as compared to
the level of imports. 1t is, however, self-evident that if the average
groWlh rate of exports exceeds the growth rate of imports for a sufficient

number of years, a decrease in the deficit must eventually follow.

lhe years 196z and 1463 were difficult years for the Israeli economy in
general and for its balance of payments in particular, due to developments

whicl are described in detail in Chapter 1I.

There are good reasons, and initial indicators, to believe that the
disruption in the basically sound trends in the development of the Israeli
economy and 1in its balance of payments is temperary and that the favorable
Lrends, which churacterized the period up to 18982, will be restored in the
coming years, a meaningiul improvement in the balance of payments expected

Lo Lake place already in 1984.

lhe relative improvement in the balance of payments over time, despite the
srowih of the deficit in dollar terms, is demonstrated by the decline in the
ratio of the non-military deficit to total resources (excluding direct
military imports), from 11 percent in 1975 to 5 percent in 19E1. In the
years 1982 and 1983 this ratioc increased up to b percent and 11 percent
respectively, as the deficit grew at a faster rate than total resources. As
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ot 1484 it is expected to fall again, reaching U4 percent in 19E7.

lhe growth in the volume of imports (and of the deficit) over time has been
vetermined by two major factors: the great direct and indirect foreign
exchange expenditures on defense and the rapid economic development. Fast
prowlh was dictated by the need to absorb mass immigration, with most of the
immigrants arriving in Israel without any financial means or industrial

DECRENCUNd «

israel's dependence on imports is also determined by its limited natural

resources and its dependence on imports of raw materials. Prices of imported

goods have increased substantially, by 196 percent, in the period 1673=1G8c.

snother {actor contributing to the increase in imports was the fast rising
interest payments resulting from the growing foreign debt. In the period
157 5=1482, about 60 percent of the current deficit had to be financed by

foreign borrowing.

Lebt redemption has become a heavy burden both on the balance of payments

and on the government budget. Had it not been for the high cost of
debt=-servieing, reaching 3.6 billion dollars in 1983, Israel would have been
able by now to finance both its development and military procurement abroad

irowm ils own resources, without resort to foreign aid.

lhe major share of the debt burden (40 percent in the years 1571-1582)
originated trom the need to service debts incurred in connection with direct

and indirect military foreign exchange expenditure.

ln spite of the problems Israel has had to face, it should be noted that a

sound economic and social base has been established. lsrael's economic

achievements are manifested in the productive absorption of mass
immigratlion, the establishment of a sound soclial and economic
infrastructure, the extensive increase in productive capacity in
manutacturing industries, agriculture and services, and particularly in the

rapid growth of exports. In the course of time, a structural change in
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investment, production and employment has taken place, reflected in the
increasing weight ot exports in total production and in the development of &
whole range of sophisticated export products and services sold in all ma jor

export markets.

b. THE INCREASED LEFPENDENCE UN AlD IN RECENT YEARS

2ince the Yom Kippur War, lsrael's need for both military and economie aid
has grown considerably. The greater needs stem, to & large extent, from

factors beyond Israel's control. These include:

- Lhe growth in direct and indirect military expenditures in foreign

exchisnge since the war, which increased from 660 million dollars in 1472

Lo <.z billion dollars in 1983;

= Lhe rise 1in the price of oil and other vital imports which resulted in a

cumulative rise in the prices of imported goods of 196 percent in the
years 14973 to 1%be;

= the growing burden of external debt servicing which inereased from 610
million dollars in 1972 to 3.6 billion dollars in 1983.

lhe cost of oil imEurts in 1982 was 1.9 billion dollars, an increase of 1.8
billion dollars since 1972. Hhad it not been for the return of the Sinai
01l tlelds to kgypt within the framework of the Peace lreaty, Israel could
have been totally independent of oil imports by now, and in a position to
o wWwithout any economic aid and with substantially less military sid.

Uebt-servicing is estimated at 3.6 billion dollars in 1983, an amount far

exceeding total aid received in recent years. Debt-servicing to the U.S5.G.
alone is estimated at 905 million dollars in 1983, an amount exceeding

economic aid approved in recent years.
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In 1482 and the first half of 1483 a deterioration occurred in the balance
of payments accompanied by & very high rate of inflation. The
deterioration in the Dbalance of payments is mainly attributed to a
considerable slowdown in the growth of exports, resulting from the lag in
Lhe devaluation of the Shekel and from the decline in returns on exports
{in dollar terms) to non-dollar markets, due to the strengthening of the

dollar.
The military activities and recent redeployment in the Lebanon added mainly
to domestic military expenditure, thus contributing indirectly to the

increase in the current deficit and to inflationary pressures.

hecent implementation of economic measures, as described in Chapter 1I1I, is

expeclted Lo reverse the negative trends and enable the economy to revert to

& favorable course.

Fartial data concerning exports and imports for the second half of 1983,

which should be viewed with caution, show first signs of a favorable change

in trends in the trade account.

L. ECUNOMIC ALU REQUESTED FUR 1485

The financing gap in Israel's non-military balance of payments in AFY 1G85
is forecast to amount to about 1.3 billion dollars, as compared to an

estimate of about 1.1 billion dollars made in last year's aid request,

lhis increase in the gap and in aid requirements for 1985, despite the
expected improvement in the balance of payments trends in 1684, results
from the worsening of trends in 1982-83 which caused an increase in the
uncovered gaps of about 1 billion dollars in 1983 and 1.4 billion dollars
in 1%ul4. To cover these gaps, Israel has had to rely heavily on short and
medium term borrowing and reconcile itself with the need to reduce its

foreign exchange reserves by about 350 million dollars in 1GE3.




TABLE NU, 1
NUN=MILITARY FINANCING HEEDS IN FOREIGN EXCHANGE
CALENDAR YEARS 1982-=1G87
(MILLIONS OF US DOLLARS)
1982 1983 1984 1985 1986 1987
1. Non=Military Defieit 3,168 3,895 3,195 2,695 2,435 1,935

2. Self Financed Military Imports 220 250 250 250 250 250

3. (=1+2) TOTAL FINANCING
REQUIKEMENTS 3,388 4,145 3,445 3,145 2,685 2,185

4. Net Capital Imports exel.
US Aid (Appendix No.4) 1,521 1,835 1,645 1,575 1,445 1,435

5. lncrease in Short-Term
Berrowing (+) and decline
in Reserves (+) 869 190 & & - =

t. Financial Investments from
abroad - 892 - - - -

T« (=U+5+6) TOTAL RESOUKCES

excl. U.S. alD 2,390 2,917 1,645 1,575 1,445 1,435
8. (=3-T7) FINANCING

KEQUIREMENTS BEFURE AID 598 1,228 1,800 1,570 1,240 750
Y. TOTAL ECUNUMIC AID APPROVED 1,009 1,165 1,075 135 .a e

a) beonomic Aid 806 785 910 ..

b) Utilization of
Hedeployment Aid (1) 203 380 165 135

10. (=5=9) REQUIREMENTS BEFORE
ADDITIONAL ALD (=)11 (4)63 725 1,435 1,240 750

11. Aid Utilized in Previous Year 403 39 455 930 BO0 700
12. Lrawing on Future Aid 392 455 930 g00 T00 500
15. Military Aid Converted (2) - - 250 250 250 250

14, (=10+11=12=13) NON-MILITARY
FINANCING GAP - CALENDAR YEAR - - o 1,315 1,080 700

15. NON-MILITARY FINANCING
UA.P - AFY L] - - . T-|315 II' 1"5 Bﬂﬂ

(1) Utilization of special aid for redeployment for the financing of
local construction and the local component of the construction in
1982 of airbases.

(2) F.M.5 aid used for procurement in Israeli industry.
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it is therefore evident that economic aid of the order of magnitude
approved in previocus years wWill pe insufficient to cover Israel's urgent

needs: lsrael regquests that:

&) the United States Government grant lsrael economic aid for 1985 at a
volume sufificient to cover as great a share of the financing gap as

possible;

b) the whold amount of economic aid be given in the form of grants as in

previous years;
c) as large a share of the aid as feasible be made available at the

veginning of the American fiscal year so0 as to reduce the rneed Lo

resort to short-term financing.

L, kLLLTARY FINANKCING hEQUIREMEWTS

ihe assessment of lsrael's security needs 1is based on the assumption that
tne Feace Treaty with Lgypt and the results of the signing of an agreement
with Lebanon will enable Israel to maintain its security, without having
to increase the size of its ‘“order of battle" or change its criginal

military procurement list from the U.S.

At the same time, the refusal of Arab confrontation states to join the
peace process in accordance with the Camp David Accords, and their
continued rapid military buildup, force Israel to maintain its qualXtiative

edge by improving and upgrading its military capability.

ilhe financing needs for military imports from the U.5., as described in
this paper, are based upon the list of weapon systems presented to the
U.s.l4, which is basically the same list as presented in the aid requests of

previous Years.



TABLE NO. €

MILITARY FINANCING KEQUIREMENTS IN FOKREIGN EXCHANGE
AMERICAN FISCAL YEARS 19E3-1987
(MILLIONS OF US DOLLARS)

1963 - 1984 1985 1986 1987
A. FINANCING REQUIREMENTS
1. Military Imports to
be Financed by Aid 2,B83 1,831 2,356 2,798
2. het Financial
Ad justments 486 137 (=)556 (-)898
3. (=1+2) Total Payments
on‘Direct Military
Imports from U.5. (1) 3,369 15 1,800 1, 900
4., Procurement from
Israeli Industry 250 250 250 250
5. (=3+4) Total Reguirements 3,619 2,218 2,050 2,15C
o. AVAILABLE RESOURCES
6. Aid Approved for 1983-1G84 3,400 . . .o
T. Unutilized aid from
Previous Years Lg7 268
8. (=6+T7) Total aid approved 3, 687 268 e s
L. (=5=8) Financing feguirements =268 1,950 2,050 2,150

{1) Wet advance payments on future imports (+).
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Summary

lotal financing needs for military procurement in the U.5. in 1985 will
amount to Z,<18 million dollars. After deducting 268 million dollars of
unutilized FMS funds approved for previous years, total military
linancing needs will amount to 1,4%50 million deollars. The military
procurement includes 1,136 million dollars for the financing of as yet
unsighed transactions, H32 million dollars for transactions signed as of
Mareh 31, 1983 and 250 million dollars for procurements from local

industry, mainly for the "Lavie" pro ject.

Tne newWw transactions include 336 million dollars for major items and &OO

miliion deollars for follow=-on support and other non-major items.

In view of the accumlation of unutilized FMS funds approved for past
years, as a result of delays in signing of contracts for certain major
items, lsrael proposes that the request for FMS aid for 1985 be reduced
by 3UU million dollars. This amount will be reflected as additional

financing requirements to be spread out over the years 1986-1988.

In view of its heavy debt servicing burden, Israel requests that the
total amount of military aild be given as a grant. This will alleviate
lsrael's future debt burden and the need for additional economiec aid
earmarked for debt servicing. It will also reassure Israel's standing

in international (inancial markets.

lsrael requests of the U.5. Government to enable the drawing of the
wrant component of approved military aid before drawing on the loan
component (instead of the present practice of drawing egual shares of

loans and grants)

lsrael requests that a sum of 290 million dollars of FMS funds be
approved [or the procurement of items from Israeli industry, mainly in

connection with the "Lavie" project.
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t. lsrael requests that the 500 million dollar FM5 funds which have been
approved for financing of research and develcpment in the U.3. for the
"lLavie" be permitted to be spread out over the whole period of the
kL & D,

k. THE ENCUURAGEMENT OF ISHAELI EXPURTS TO THE U.S.

The long-term solution to lsrael's balance of payments problem, and hence
its dependence upon foreign aid, lies in 1increasing exports and import
substitution on competitive terms.

There is a limit of the extent to which the current deficit can be reduced
by cubtting down imports, without causing economic stagnation. Therefore,
the major contribution towards both improving the ©balance of payments and
securing a satisfactory level of growth and employment, lies in increasing

exports.

Lognizant of the buagetary difficulties in meeting Israel's financing
requiremenis, lsrsel repeats its request to the U.S5. Government Lo take

steps towards removing barriers and assisting in the promotion of Israeli

military ana other exports to the U.S. This request is in accordance with

tne 197% Memorandum of Agreement, the fulfiflment of which has
unfortunately been far {rom satisfactory thus far. Compliance with this
regquest would enable lsrael to achieve its ambitious export growth targets.,

it is requested that the U.5., Government assist Israel in this respect in

tne following ways:

a) oy expediating the discussions between the two Governments aiming at an

agreement for the estzblishment of 2 free trade ares between the U.5,

and lsrael.
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c)

d)

e)

12

oummary

lhe @aiw of such an agreement is to open the U.5. market to Israeli
expourts free of customs duties, while reducing and eventually

eliminating auties in Israel on American goods.

auch an agreement would be of mutual bepnefit to both states:

- it would ensure continued growth of Israeli exports to the U.5. in

tne event ol changes in the GSP system;

- it would eventually enable U.5. exports to compete on the Israeli

market on an equal footing with exports from the ELC;

- it would avoid the risk of the U.S. losing special customs benefits

it enjoys in Llsrael in case of major cnanges in the GSP arrangements.

gy [lacilitating direct sales of Israeli-made military equipment,
amuunition and services to the U.5. armed services and introduction of

non-military items intoc the MUA list.

lsrael asks that the Memorandum of Agreement expiring in March 1984, be

renewed and lmproved, So as to grant lsrael equal or similar treatment,

to the WAIU countries, in order to enable Israel to compete on equal

terms with European firms in supplying the U.S5. army and other services.

py raciliating direct lsraeli sales to non-military U.5.G. agencies, and

pariticipation of Israeli firms, in tenders to supply such agencies.

by refraining from placing obstacles in the way of buy=back agreements

negotiated, on & competitive basis, between American companies exporting

military equipment to Israel and Isrzeli manufactures,

by jpermitting lsrael to sell military products to third countries,

benefitting from American military aid, including the sale of products

which include ma jor American-made components.
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Summary

by enabling Israeli companies to participate as contractors 1in the
planning and execution of development projects undertaken by AID and

other projects which are directly or indirectly financed by the U.5.G,
in third countries. This, in view of Israel's successful experience in

Lhese [ields in several developing countries.

by exercising a liberal policy with regard to reciprocal transfers of

advanced technologies, to assist in the modernization of the Israeli

military and non-military industry.
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Chapter I1: MAJUR ECONOMIC DEVELOPMENTS IN 1982-1983

h. GENERAL

The years 1982-83 were difficult years for the Israeli economy, mainly with
regard to its balance of payments and inflationary developments., The
non-military deficit increased in the two years 1982-1583 by 1,750 millien
dollars, amounting to about 3,900 million dollars in 1983; external debt
increased by about 4.9 billion dollars amounting to about 23.1 billion dollars
at the end of "1983; and debt service increased by about 250 million dollars
and is estimated to amount 3.6 billion dollars in 1983.

The rate of inflation in 1962 was 131 percent and is estimated to increase in
1983 to about 180 percent, following the accelerated devaluation and cut in

subsidies towards the end of the year.

ihe worsening of Israel's balance of payments resulted from a combination of
internal and external factors, The lag in the depreciation of the Israeli

Shekel, behind the rate of inflation and behind the price increases of
production inputs, jeopardized the profitability of exports and increased the
orientation of manufacturers towards the 1local market. The weakening of
turopean currencies against the dollar, reduced profitability of exports to
turcpean countries, while at the same time causing a relative decline in
import prices from Eurcope in dollar terms. These factors alsoc explain the

increase in imporis due to a decline in their relative prices,

Ancther major factor contributing to the increase in the non=military deficit
was Lhe increase by 430 million dollars in the imports of capital services

(mminly interest payments) during 1562-1983, estimated to amount to 2.7
billion dollars in 1983,

In 1982 there was no increase in Israel's GNP. In 1983, some acceleration in
activity took place, and the GWP is estimated to have increased by £ percent.
Lrowth is being prompted by a desired increase in investment, an undesirable
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increase in private consumption, and an increase in domestic military

consumption due to the Lebanese war.
ln the last quarter of 1983, indicators showing a decline in GNP became
apparent. The continuation of these trends will result in a decline of GNP by

-3 percent in 1984, accompanied by an increase in unemployment,

In the last quarter of 1583, signs of an improvement in economic trends,

became appar@int. This followed the implementation of a conservative economic
policy, including far-reaching measures to reduce excess domestic demand,
especially .the demand for private consumption, while ensuring reascnable
profitability of exports and economic substitution of imports mainly through a
proper exchange rate policy. This policy will ensure the devaluation of the
shekel at a rate in line with local inflation, following a major devaluation
in Uctober. At the same time, subsidies on essential consumption goods were
cut considerably, while fuel and electricity prices were raised substantially.
These measures resulted in a one time accelerated increase in the pace of
int'lation, in the last quarter of the year. It is however expected, that
after some time lag, inflation will be reduced gradually.

bLxports increased in the last quarter of 1983 above the level prevailing at
the beginning of the year, while imports stabilized. At the same time
liquidity in the economy declined drastically, with consumption falling and
the pace of economic activity slowing down, These developments were

accompanied by indications of an inerease in unemployment.
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THE LEVEL OF ECONOLIC ACTIVITY

1982

Total resources and uses increased in 1982 by 2.5 percent, as a result of

a slight decline (-0.2 percent) in the GNP and a 4.2 percent increase in
1)

imports.

The stagnation in GNP followed an average annual growth rate of the GNP of

about 3.5 percent in the years 1974=1981. In 1982 investment in fixed

assets increased by 5 percent, domestic public consumption by 4.5 percent,

private consumption by 7.5 percent, while exports declined by 2.5 percent.

The product of manufacturing industries, transport and communications did
not rise in 158, The product of the construction sector decreased by
about U4 percent, while the product of the agricultural sector increased by

10 percent and of commerce and services by 2.5 percent.

The stagnation in the GNP, resulted in a decline in productivity of 1.5

percent, after an average annual growth of 1.5 percent in productivity in
the years 1974=1981., It is only due to the decline in productivity that
ne further rise in unemployment occurred in 1982, after the rise of &£

percent in the unemployment rate between 1979 and 1981.

1583

—

Total resources znd uses are estimated to have increased by 3.5 percent in

1983, as a result of a 2 percent increase in GNP and a £.5 percent
increase in imports. Most of the growth in 1983, emanated from an

increase of about 6.5 percent in investment, in private consumption and in

1) hccording to National Accounts Definition
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domestic public consumption. Most of the growth in the latter tock place
in vomestic military consumption (+ 8%), while an increase of 1 percent is
estimated in ecivilian public consumption. Exports are estimated to

1)
increase by 2 percent.

LNVESTHENT

1582

The change of the trend in investment, which began in 1981, following
several years of decline, was intensified in 1982. Investment in rixed
assets increased by 5 percent, followWwing a cumulative slowdown of about 18
percent in the period 1974-1980. The main increase in investment was in

investment in machinery and equipment (+12%) and in transportation

equipment (+33%). Thus the production capacity grew at a more rapid rate
than the overall increase of investment.

Investment in manufacturing industries increased by 22 percent, after a

cumulative decrease of about 15 percent in the periecd 1979-1981, in which
investment lagged behind the growth of the national product.

Investment in residential building decreased by 4 percent, the most marked

uecrease taking place in investment in publie econstruetion (-22%),
wille private investment in housing increased by about 4 percent,

1) According to Metional Accounts Definition
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1563

Investment in fixed assets is estimated to have increased in 1983, by 6.5

percent. The continued increase in investment will create the necessary
productive base for the growth of exports and import replacement in the

coming years.

According to statistics for the first three quarters of 1983, investment

in machinery and equipment increased by 27 percent over the same period of

15982, In the period January-November 1983 imports of machinery and

equipment increased by 33 percent above imports in the same period in
15562,

The decline in investment in housing continued in 1983, During this
period, construction starts were 6.5 percent lower than in the same period
of 19482,

PRIVATE CONSUMPTION AND SAVINGE

1582

in 1582, several policy me.sures effecting a reduction in private
consumption, were implemented. These included an increase in VAT from 12
to 15 percent, the inpositior of a compulsory loan of about 4 percent on

income, & 3 percent import levy, and the imposition of a travel tax.

All these measures, although resulting in & 3 percent decline in real
dispusable private income and a (.3 percent decline in real wages, did not
attain the desired decrease in consumption. The public avoided an
immediate reduction of its standard of living by drastically reducing
savings. The rate of saving decreased from 33.6 percent in 1981 to 26.4
percent in 1982, Had the rate of saving which prevailed in 1981 been
maintained in 1982, per capita private consumption would have decreased by
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close to € percent in that year.

The increase in private consumption occurred in all consumption
categories, 1he most marked increase was in consumer durables (+193).
This resulted from & deecline in relative import prices, especially from
the non—dollar countries, due to the fast depreciation of their currencies
against the dollar, while the depreciation of the Shekel lagged behind the
rate of inflation. Another factor which encouraged the purchase of
consumer durables, was the anticipation of a major devaluation, which

would result in an increase of import prices.

194

Un the basis of partial indicators, it 1is estimated that in 1983 private
consumption will increase by about 6.5 percent, or a per-capita increase
of 4.5 percent. The increase in consumption will probably be accompanied

by & further decline in private savings.

In the last quarter of 1983 a drastic change in consumer behavior ocecurred

and consumption seems to have declined econsiderably. The main factors
eftecting the decline in consumption were the following: the reversal of
the expectation of a large devaluation following considerable advance
procurements in the past year; the reduction of purchasing power following
the devaluation and the cut in subsidies; the slowdown 1in economic
sctivity and income, and the fear of a possible increase in unemployment.
Another important factor affecting the propensity to consume was the steep

gecline in the public's wealth as a result of the fall in share prices.

PUBLIC CONSUMPTION

1982

There was a 6.5 percent decrease in total public consumption in 1982, This

decrease was wholly accounted for by a 640 million dollar decline in
direct military imports (-31%) due to delays in the delivery of military
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equipment, especially aircraft. Total military imports amounted to 1,550

million dollars,

1982.was the third consecutive year in  which non-military public

consumption remained stagnant, the level of per—capita non-military public
consumption decreasing by about & percent in the 3 year period.

Military consumption decreased in 1982 by approximately 10 percent, as a

result of the fall in direect military imports.

An increase of 9 percent took place in domestic military consumption

primarily due to expenditures connected with the war in the Lebanon, as
well as from domestic expenditures for the redeployment of the IDF in the
Wegev, following the Peace Treaty with Egypt. Expenditure in 1local
currency on the war and deployment in Lebanon was equivalent to 900
million dollars in 1%&62. These costs will be financed over three fiscal
years, the share of 1982 was 500 million dollars, of 1983 250 million
dollars and of 1984 150 million dollars. Other current domestic military
consumption, continued to decrease by about 10 percent following a

cumulative decline of 6.5 percent since 1975,

1963

Total public consumption this year is estimated to have remained on the

level of 1982 as a result of a 22 percent decline in direct military
imports and an 8 percent increase in domestic military expenditure, due to
the ILF activities in the Lebanon.

Uirect military imports are estimated to have continued to deecline this

year Dby an additional 290 million dollars, amounting to 1,260 million

dollars.

Won-military public consumption is estimated to have increased by 1

percent, a 1 percent decline per capita.



11:

Eco.lev.

MAWNPOWER AND E (PLOYMEN .

1562

4t the end of 1962 the population of Israel numbered U4.064 million - an
increase of T4 thousand from the end of 1981 (+2.1%). Gross immigration
to Israel amounted to 14 thousand persons while net €mgigration amounted
te 5 thousand. Emigration is estimated to have declined to 9 thousand
persons as compared tc 24 thousand in the previous year.

The total labour force amounted to 1.367 million persons, an increase of

1.3 percent.

The unemployment rate remained at the level of the previous two years,

approximately 5 percent of total labour force. This unemployment rate is
about ¢ percent above the frictional unemployment rate of 3 percent,

existing under full-employment conditions.

1983
The population at the end of 1983 is expected to reach 4.140 million. The
number of immigrants is estimated at approximately 18 thousand, while net

emmigration is estimated at about 8 thousand.

The unemployment rate, which declined to about 4.5 percent at the

beginning of the year is expected to surpass S percent at the end of the
year, and a further increase is expected in the following year.

MUNETARY DEVELOPMENTS

ma jor monetary developments were:

In 1982 the increase in money supply (M1) lagged behind the rate of
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inflation by 9 percent. In the period January-October 1983 the lag increased
to 16 percent. This lig did not result in a decline in monetary demand, due
to a considerable increasse in the turnover of money, the turnover of demand
depogits in 1982 increasing by 25 percent an additional 8 percent in the
period January-October, 19B3.

b. In the same periods, M2 (money supply plus time deposits) increased by 6
and 15 percent respectively.

¢. In 1982 total banking credit increased at a rate similar to the rate of
increase of inflation. In January-October 1983 the increase in banking
credit lagged 10 percent behind inflation. The decline in ©banking credit
occurred both in credit directed to exports, which declined 18 and 3 percent
respectively, while regular credit declined by 13 percent in the period
January-October 1983, after a rise of 13 percent in 1982.

d. In the seconc part of 1963 a decline in the ligquidity of the economy took

place reaching its lowpoint in October and MNovember, following a steep drop
in stock prices. The total value of stock owned by the public declined in
the period January-mid-November by 59 percent. The prices of stock of the
commercial banks declined by 38 percent in the same period.

Total liquid assets declined in the same period by 36 percent.
The steep decrease in both 1ligquidity and in the value of stocks had far
reaching restrictive effects on the behavior of business and individuals

alike, and was a major factor in changing the economic trends in the last

yuarter of the year.

L. INFLATION, PRICES AND WAGES

1982

In the period 1981 through the third quarter of 1983, the annual average
rate of inflation has stabilized around 125 percent. Fluctuations around
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this average were mainly due to changes in indirect taxes and to changes
in the prices of government controlled goods and services such as

subsidized basic products.

During 1982, the consumer price index rose by 131 percent, after rising by

101 percent in 1981. The prices of foodstuffs rose in 1982 at a faster

than average rate (153%) due to a cut in subsidies.

In 1982, nominal wages increased by 119 percent, while the average level
of the consumer price index rose by 120 percent. Thus, real wages
declined by about 0.3 percent. Following the imposition of a compulsory
loan of about 4 percent in June, real disposable wages declined by about

£.5 percent.

1963

The consumer price index is expected to rise by about 180 percent in 1983.

This acceleration in the rate of inflation is wholly due to the economic
policy measures implemented in the last quarter of 1983, which resulted in
@ 51 percent devaluation in October-November of the Israeli currency; a 75
percent increase in the prices of subsidized goods; and an 80 percent
increase in fuel and electricity in the same period, This policy is a
departure from the price policies adopted in the last quarter of 1982,
which attempted to reduce the rate of inflation by stabilizing the price
rises of some of the major elements affecting the prices of inputs (i.e.
the rate of depreciation, interest rates, prices of subsidized products,
fuel and electricity prices and government fees), by 2 monthly rate of §
percent. The annualized inflation rate for the first three—-quarters of
1965 was about 135 percent - similar to the price performance of the

previous two years.

According to partial figures available, the level of real wages will not
rise in 1983, following the introduction of the measures outlined above.

The sharp decline in real wages in the last quarter of the year, 1is
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expected to result in s level of real wages below the level at the

beginning of the year, and a level substantially lower in 1584,

k. THE BALANCE OF PAYMENTS

1. GENERAL

In 14Y6Z, unfavorable trends prevailed in Israel's balance of payments, as
expressed by an increase of 400 million dollars 1in the current defiecit, and

of &.7 billien dollars in the foreign debt. Total Net Capital Imports
(including short-term borrowing) sufficed to cover the deficit and enabled an

increase of 150 million dollars in foreign exchange reserves.

The unfavorable trends of 1982 continued in the first three—quarters of 1983.
Partiul data for the last quarter of the vyear appear to indicate the
beginuing of a reversal of these trends, expressed by a growth in exports and

stabl . izalion of imports, as compared to the beginning of the year.

The cuntinued implementation of the economic measures introduced towards the
end of the year, especially the reversal of the exchange rate policy and the
restriction of domestic demand, is expected te ensure the continued

improvement of trends in the balance of payments.

2. 1he NON-MILITAKY DEFICIT

in 1962, the non-military deficit increased by about 1 billion dollars
amounting to 3.2 billien dollars.

The faster than expected growth in the deficit is to be attributed to the T60
million dollar growth in imports and to the 270 million dollars decrease in
exports. The slowdown in exports was caused mainly by the decline in the
prices of exports to Europe (in dollar terms) following the weakening of the

bturopean currencies against the dollar. The lag in the depreciation of the

lsraeli currency behind inflation since September 1982, contributed to a
further loss of profitability of exports. All this took place against the
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background of slack demand in the export markets. The 1lag in the
depre:iation of the Shekel effected at the same time, a relative decline of

impor. prices resulting in a fast growth in imports.

Anott 2r factor causing an increase in imports and 1in the deficit was the

inerease in interest payments by 415 million dollars.

lsrael's terms of trade improved in 1982 by about 3.5 percent, as export

prices declined by about & percent while import prices declined by 8 percent.
In 19¢3, the terms of trade are expected to continue to improve by about U

percent.

In 19483, the non-military deficit is estimated to have increased further by

about Y30 million deollars, amounting te 3.9 billion dollars. The unfavorable
factors mentionea above continued during the first three quarters of the
year, resulting in an estimated decrease of 150 million dollars (-1.5%) in

exports and an increase of 580 million dollars in non=-military imports (+4%}.

3. ThE DEFICIT IN THE CURRENT ACCOUNT

The current deficit amounted in 1982 to 4.7 billion dollars, an increase of
400 million. In 1983, a further increase of U430 million dollars is
estimated, the deficit amounting to 5.2 billion dollars. The slower increase
in the current def.cit as compared to the non-military deficit in 1982 and
1483, is due to the 640 million dollar decrease in military imports in 1982
and a further decrvase, estimated at 290 million dollars, in 1983.

4. LEXPUKTS

145 &e

The long term trend of a rapid growth in exports did not continue in 1982,

when the value of exports of goods and services decreased by 270 million

dollars (-2.5%), amounting to 10.5 billion dollars.
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The main factors causing the decline in exports were:

- the weakening of the European currencies against the American dollar.

This adversely affected Israel's exports to non-dollar countries,

especially to Europe;

- the uncertainity of exporters regarding future exchange rates and the

decline of profitability in exports due toc the lag in the rate of
depreciation of the Shekel behind inflationg;

- the fast increase in local demand, especially in private consumption and

investment, against the background of the uncertainty regarding

profitability of sales to export markets.

The decrease in exports in 1982 was both in dollar and in volume terms. The
value of exports of goods decreased by 5.5 percent, a decrease of 1.5 percent

in real terms.

lndustrial exports decreased by 5.5 percent, a decline in real terms of 1.5

percent. 1his decline was wholly due to the continued decrease in the export
of polished diamonds, which decreased by 15 percent (=10% in real terms).
lndustrial exports, excluding diamonds, decreased by 3 percent as a result of

& decrease of 4 percent in price and an increase in volume of one percent.

Ihe process of the restructuring of industrial exports continued in 1982,

This process was characterized by a growth in the weight of exports of
know=how intensive products and a decline in the share of the export of
consumption goods 1in total industrial exports. While exports af
sophisticated products of the metal, machinery, chemical and electronic
industries held their own, increasing by 2 percent, other industrial exports
excluding diamonds decreased by 7T percent, In 1976, exports in the
electronics, machinery, metal and chemical industries accounted for 3%
percent of total industrial exports (excluding diamonds), while in 1982, this
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percentage rose to 50 percent.

In 1982, exports of electrical and electronic equipment increased in real

terms by 23 percent, after a cumulative growth of over 110 percent in the two
previous years. bxports of metal goods increased in real terms in 1952 by
& percent, after a cumulative growth of 23 percent in the previous two years.

The value of agricultural exports declined by & percent mainly due to a

decline of 14 percent in prices, while volume increased by 7 percent. Citrus
exports declined by 25 percent, emanating from both a decrease in the volume
of 10 percent and a fall in prices of 16 percent. Other agricultursl
exports (excluding ecitrus), increased by 4 percent, their volume increasing

by 19 percent while their prices declined by 13 percent.

bxport of services, increased by about one percent., Capital service exports
increased by 12 percent as a result of the rise in interest rates. Exports of
cther services decreased by 3 percent. Income from tourism declined by 8
percent, as the number of tourists entering Israel amounted to 998 thousand,

& decrease of 12 percent. Exports of transportation services declined by 9

percent.

1983

ln the first three gquarters of 1983, the negative trends prevailing in 1982,

continued, Exports of goods and services are estimated to have decreased

slightly in 1983 (-1,5%), amounting to about 10.4 billion dollars. Exports
of goods are estimated to have declined slightly (-1%) amounting to 5.5
billion dollars, &an increase of 3 percent in real terms, while prices are

estimated to have declined by 2 percent.

Exports of services are estimated to have amounted to 4.& billion dollars, a
gecline of about 150 million dellars, mainly due to the decline in interest

receipts.
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Since August 1982, the devaluation of the Shekel has lagged behind the
domestic increase in prices. In the period September 1982 - April 1983, the
cunulative lag against the currency basket was 22,6 percent. As of May 1983,
the devaluation was accelerated and surpassed the psce of inflation. 1In the
period May-November 1983, the Shekel devalued by &2 percent against the
basket, while local prices increased by 64.4 percent. During Uctober alone,

a major devaluation was enacted when the Shekel depreciated by 31.5 percent.

setween July 1680 and November 1983, the basket of European currencies
depreciated against the dollar by 56 percent. As & result, the process of
diversion of exports from non-dollar countries to dollar countries, which
began in 1981, took momentum. The percentage of exports of goods directed to
turope fell from 49 percent in 1980 to 42 percent in January-August 15€3,
while exports to the U.S, rose from 17 percent in 1980 to 24 percent in
1%65. It is expected that this process of diversion of exports to the dellar

marikets will be intensified in the coming years.

In tne period January=November 1983, export of goods decreased by 2.5 percent
as compared to the same period last year., This decline emanates from a ©
percent decrease in industrial exports excluding diamonds, and an 8.5 percent
decrease in agiecultural exports. Exports of diamonds increased by 12.5

percent.

in the second half of 1983, first signs of a positive change in export trends
ure discernable. It is expected that the measures to restrain domestic
demand, and the devaluation of the Shekel catching up with rate of inflation
and other measures to encourage exports, will intensify these positive trends
in tne coming months.

1n June=November monthly average export of goods m 2 percent above the
level of the same period in 1982. The level of exports of goods, excluding
diamonds, ships and aircrafts, was 7.5 percent above the level of the period

January-May this year.
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Exports of services are estimated to have declined by 150 million dellars

(=3s). The export of capital services are estimated to have declined by 25C

milldon dollars (=15%) mainly due to the lower interest rates., Other
services, (excluding capital services), have increased by about 100 million
collars (+3%).

lncome from tourism is estimated to increase slightly. Tourism started to
recover in mid-1583 &after a setback in this sector, affected by the Lebanese

campaign, The number of tourists entering Israel in 1983 is estimated at 1.2

million, an increase of 20 percent over 1982.

t . LHPURTS

1502

lotal imports of goods and services amounted to 15.2 billion dollars in 1982,

&n increase of 125 million dollars (+1%).

iLirect military imports amounted to 1,55C million dollars, a decrease of &40

tillion dollars, mainly due to delays in the delivery of military equipment,

lhus, non-military imports of goods and services, increased 1in 1682 by TE0
million dollars (+6%).

hon-military imports include, by definition, the indirect import component of

domestic military expenditure, estimated to amount to 900 million dollars. OfF
this amount, about 100 million dellars in 1982 are estimated to originate
from expenditures connected with the Lebanese War, out of a total foreign
exchange component estimated at 300 million dollars, financed over three

years,
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The relatively fast increase in non-military imports may be attributed to the

following main factors:

- the increase in domestic demand (+4%) especially the increase in investment

{+14%) and in private consumption (+7.5%);

= thne slower increase in import prices as compared to local price increases,

resulting from the lag in the devaluation of the Shekel against the

European currencies;

- agvanced procurement of imported goods, in anticipation of a large

devaluation of the Shekel;

increase of interest payments on the external debt by U440 million dollars.

Total imports of goods amounted to 7.9 billion deollars, an increase of 110

million dollars (+1.4%). This increase resulted from a 10 percent rise in

volume, accompanied by an 8 percent decline in prices.

The renewed growth of investment in 1982, after many years of decline, was

accompanied by a fast increase in the imports of investment goods (+15%)

which added 26U million dellars to total imports in that year.

Imports of consumer goods increased by 75 million dollars ( +10%).

Imports of inputs declined by about 200 million dollars (=3%). Imports of
oil declined by 130 million dollars (-6%), due to a 13 percent decline in oil
prices, while volume increased by 7.5 percent. The imports of inputs
{excluding diamonds and oil) decreased by 120 million dollars (-3.5%).

Ilmports of rough diamonds increased by 40 million dollars (+8%), after

geclining sharply in 1981. This rise was due toc the recovery in diamond
exports and the need to replenish stocks which had been reduced considerably

during the previous two years. (See Appendix T)
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lmports of services amounted to 5.7 billien dellars, an increase of 650
million dellars (+13%). Imports of capital services (mainly interest
péyments), increased oy 440 million dollars (+14%), while imports of other
services increased by 220 million dollars (+d%). The rise in interest
payments, was therefore the main contributor to the increased non-military

delicit.

1483

in 1963, imports of goods and services are estimated to have increased by 25

million dollars (+2%), amounting to 15.5 billion dollars. Imports of goods
are estimated to amount to H.4 billion dollars (+6%). Imports of services

are estimsted to amount to 5.5 billion dollars (+2%).

Uirect military imports are estimated to have declined further by 290 million

gollars, smounting to 1.3 billion dollars. The indirect military import
compunent is estimated at 960 million dellars,

hon-military imports are estimated to have increased by approximately 575

millicn dollars (+4%), amounting to 14.2 billion dollars.

The increase in imports is a result of a continuation, in the first three
yuarters of 1983, of the negative factors which operated in the previous

year.

i3 & result of the depreciation of the European currencies a diversion of
imports of goods fron non-dollar countries to dollar countries continued. The
share of imports of goods from non-dollar countries increased from 44 percent
in 1480 to S0 percent in the period January-August 1983, while the imports of
goods from dollar countries declined from 51 percent in 1980 to 42 percent in

the period January-August 1983,
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1he increase in imports of investment goods continued in 1983, by an

estimated 40U million dollars (+30%). Imports of inputs are estimated to
liave declined by U million dollars (1.5%) mainly due to the estimated
decline of 33U million dellars (-17%) in o0il imports, which are estimated to
amount Lo 1.6 billion dollars. This decline in oil imports is due mainly to

the reduction in oil stocks.

Ihe import of rough diamonds is estimated to have increased iy 23C million

aollars (+40%).

Since September 1983, a slowdown in imports has become apparent. In the
pericd OSeplember-lovember 1983, the monthly level of imports of goocs
(excluding ciamonds, ships and aireraft) remained on the same level as the
average ftor the eight preceeding months. These developments are attributed
mainly to the rise in import prices in the domestic market due to the
acceleration of the devaluation of the Shekel, and the first signs of a
decline in local demand and consumption following the slowdown in economic

activity.

The full effect of the above factors will only become evident during the

course of 14b4.

F. CAPITAL IMPURTS

bross capital imports in 1962, amounted to 5,050 million dollars, a decline

of 340 million dollars, as compared to the previous year. In 1983, Eross
capltal imports are estimated to have increased slightly, amounting to

5,200 million dollars (see Appendix 4).

Hiter redemptions of 1,050 million dellars in 1982 and of G670 million
dollars in 1963 and investments abroad of 150 million dellars in 1982 and
an estimated 100 million dellars in 1983, MNet Capital Imports amounted to

3,850 and 8,115 million dollars respectively.
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Unilateral Transfer Payments amounted to 2,620 million dollars in 19E2, a
decline of 315 million dollars. In 19&3, unilateral transfers are

estimated to have declined again slightly, amounting to 2,575 million

dollars. The decrease in 14982, was due to @ 170 million dollar decline in
institutional transfers and of 160 million dollars in U.5.G. military
grants, caused by delays in the delivery of military equipment., In 19B3,
Ust military grants are estimated to have declined by a further 65 million

dollars.

Unilateral Transfers comprised about 51 percent of Gross Capital lmports in
1ybe and 1983,

U.5.G, grants for military and economic aid, amounted to 1,260 million in
14be, representing about U8 percent of totzsl unilateral transfers. In
1963, U.5.0G,. grants are estimated to have amounted to 1,195 million

aullars, comprising 46 percent of total unilateral transfers.

Long and medium-term loans amounted to 2,270 million in 1982, a decline of

90 million dollars as compared to 1981, In 1983, these loans are estimated
to have increased to ,420 million dellars. The decline in 19&2 was due
mainly to the 150 million dollar decline in commercial and financial loans
and a decline in FkS loans by 40 million dollars. In 1983, commercial and
i'inancial loans are estimated to have increased by 155 million dellars,

while FMS loans are estimated to have increased by 20 million dollars.

Long and medium term loans comprised about 46 percent of Gross Capital

Imports in 1562 and 1983.
U.5.0, Aid

In 1598 total U.5.G. Aid amounted to 2,330 million dollars, comprising 46
percent of gross capital imports. In 1983 total aid is estimated at 2,285
million dollars. 54 percent of total aid in 1982 and 52 percent in 1983,

were grants, the residusl being FMS loans.
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Total debt service to the U.5.G. amounted in 1982 and in 1983 to 6§10
million dollars. These amounts do not include an estimated 150 million
aollar debt service to the U.5. banking sector, and an unknown amount of

vebt service to the non-banking business sector.

bross Foreign Investments amounted in 1982 to 160 million dollars, an

increase of 65 million dollars as compared to the previous year, In 1983,
Lnese investments are estimated to have increased by a further UC million

dollars.

G. THE EXTERNAL DEBT

lsrael's external debt grew in 1982 by 2.7 billion dollars, reaching 20.9
billiun deollars at the end of the year. In 1983, an increase of 2.2
billion dollars is estimated, the debt at the end of the year amounting to
about 23.1 billion dollars. (See Appendix 5)

In 1982, 71 percent of the debt was long term, 14 percent medium term and
15 percent was short term debt, the latter amounting to 3 billion dollars.
In 1585, the share of long and medium term debt is estimated to have
increased to 87 percent while the share of short term debt is estimated to
have declined to about 13 percent, amounting to 3.1 billion dollars.

vebt—service totalled 3.7 billion deollars in 1982, up from 3.3 billion

dollars in 1981. Interest payments, in 1982 amounted to 2.6 billion

dollars, while principal payments amounted to 1,050 million dollars. In
1563, Lotal debt service 1is estimated to have declined by 100 million
dollars, principal payments declining by 80 million dollars amounting to
YY0 million agollars, while interest payments are estimated to have remained

at the level of 19BZ.
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The share of interest payments in total debt-servicing increased from 66

percent in 1961 to 71 percent in 1982 and is estimated to have continued to

rise in 1963 to 73 percent.

The debt to the U.5.U. at the end of 1983 is estimated to have amounted to
Y.2 pillion dollars, 40 percent of the total debt. The debt to the
holders of Government of lIsrsel Bonds is estimated at about 15 percent of
total debt; the debt to the financial and commercial institutions is
estimated at about <5 percent; and the debt to other foreign governments,
international institutions, surplus credit and others is estimated at about

Pl

lo percent.

H. FUKLEIGh CURRENCY RESERVES

het bank of Lsrael foreign currency reserves grew by 145 million dollars in
1982, totalling 2,955 million dollars at the end of the year. Net reserves
are estimated to have declined by about 300 million dollars in 1983,
amounting to about 2.7 billion dollars by the end of the year. The reserves
were sufficient to finance 11.5 weeks of non-military imports in 1982, down
trom 13.5 weeks in 157bt. In 1983, reserves are estimated to have covered

1U weeks of non-military imports.
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Chapter 1I11: ECONOMIC POLICY CONCEPTS AND CURRENT POLICY MEASURES

The Israeli Government is determined to introduce immediately and to
implement in the coming years an economic policy, which will bring about a
turning point in economic trends and ensure a gradual and consistent
improvement in lsrael's economic situation. Recognizing the gravity of the
problems Israel is facing, the Government will not hesitate to introduce
the necessary measures, even though this will hurt the public by
substantially reducing its standard of living and bring about a temporary

slowdown in economic activity, resulting in an increase in unemployment.

The Government will cooperate with the Labour Federation (Histadrut) and
Employers' Asscciations in implementing its policy. Recent surveys show
that the public is aware of the severity of the economic situation and is
willing to cooperate and make the necessary sacrifices. This atmosphere

enhances the chances of the policy's success.

A, ECONOMIC POLICY CONCEPTS

1. LUALS

The major goal of Israel's economic policy in the medium and long term is
to substantially reduce the non-military current deficit in the Balance of
Payments. At the same time, the policy aims at gradually reducing
inflationary pressures. The major policy instruments applied to deal with
the defiecit, and especially the measures to restrain domestic demand, serve
at the same time to reduce inflationary pressures, even though some of tLhe

measures result in an immediate cone time rise in prices.
The immediate targets of economic poliey are thus the following:

a) an increase in exports and reduction of imports so as to reduce the

current deficit in the balance of payments;

b) a gradual reduction in the pace of inflation;

s
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¢} controlled and selective economic growth to be led by an increase of

production for exports and import substitution while simultaneously

restraining privale and public consumption;

d) avoidance of a rate of unemployment above a level which 1is socially

Ltulerable;

€) a Just distribution of the burden while taking cognizance of the weaker

50clal strats;

f) assuring the credibility of and stability in the capital markets, while

simultaneously raising Lhe rate of savings.

It shoulo be emphasized that because of the magnitude of the economic
problenis which lsrael is facing and the desire to avoid social turbulence,
Lhese Largets cannot be attained in full in the short term. Some progress
15, however, expected to manifest itself already in the course of 1584,
With the major improvement in trends being realized towards the end of that

year and beyond.

£« HEANS

The policy goals are Lo be achieved by the following means:

@) the implementation of a restrictive budgetary policy. This is to be

achleved by means of across the board and selective cuts in government and
other public sector expenditures, leading to a reduction in public
consumption, cuts in subsidies and other transfer payments, on the one
hand; and by a raising of fees paid by the public for government services,

on the other hand;

b) greater efficiency in direct and indirect tax collection;

c) the implementation of a restrictive yet flexible monetary poliey,
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ponsive to changes in the economic situation;

a reduction in private consumption and of the standard of living, as

esult of & slowdown in economic activity and income growth, intensilied
collection, & vrestrictive wages and incomes policy and the

ouragement ol savings;

the assurance of export profitability.

CURKRENT MEALUKES

The measures adopted and being introduced as this paper is being written

are as follows:

Ao

Measures to restrict domestic demand

he restriction of local demand aims at reducing the demand for imports,
releasing means of production to be directed to export industries, and

reducing demand pressures on prices.

1. budgetary policy: expenditure

Major cuts in budgetary expenditure to be introduced in the current
year, wWill be reflected fully only during the course of the next fisecal
year., The far—reaching target of cutting budgetary expenditure will
inevitably result in & contraction of essential services such as
det'ence, education, health, wellare payments, development and

settlement.

&) the planned budgetary cuts for 1983-1984 are estimated to amount to

about 1.5 billion dollars, a cut of about 12 percent of the budget

excluding debt payments and foreign exchange military expenditures,
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Ut this amount, 300 million dollars will be cut from the "regular"
defense budget, representing a decrease of 8§ percent in domestic
military consumption in 1684 and 1985 respectively. In addition, it
15 expected that actuasl expenditure relasted to operations in

Lepanon will decrease substantially.

A turther 270 million dollars will be cut from other Government
departments representing & cut of 12 percent from their respective

Ludgets.

IThe reduction in subsidies of basiec products and services introduced
already in recent months, (when prices of subsidised items were
increased by about 100 percent) will reduce expenditure in the budget
by 35U million dollars, thereby eventuazlly reducing the level of
subsidization on these items to about 25 percent of the consumer

price,

The acceleration in the rate of devaluation of the Shekel at the end
ol 1963 and the continued devaluation of the Shekel in asccordance
with the rise in domestic prices in the future, will result in a
reduction of about 550 million dollars in expenditure on the exchange

rate insurance policy.

These cuts may be accompanied by increased budgetary expenditures in
case ol redeployment in Lebanon, due to the "Lavie" project, and as a
result of outstanding agreements such as salary increases to medical

goctors and teachers.,

Thus, the net result of these budgetary cuts, will be a decline of z2
bercent in domestic public consumption in 1584 and an additional

decline of 1 percent in 1985,
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L)

al

d)

the number of Government employees will be reduced by about 2

percent. Unly half of the posts vacated will be remanned
dgutomatlcally. A gquarter will be abolished immediately and another
quarter wWill go to & general pool for realleocation amongst the

various Ministries after thorough examination;

several fringe benefits enjoyed by employees in the public sector,

Suchi as over-time pay, travel allowance and subsidized loans, are

Lelng Substantially reduced;

average cil prices to the consumer, which were raised by 66 percent
(gas prices being raised by BC percent) in the period
wepltember-hovember, will be further increased in accordance with
changes 1n world oil prices and the rate of devaluation of the
shekel. The prices of electricity and water will be increased

accordingly, so as to considerably reduce their subsidization.

Buggetary Policy: inconme

a) = the Value Added Tax was increased from 12 to 15 percent;

= & & percent turnover tax on sales on stock exchange was

introduced ;

- & £ percent import levy was imposed, in addition to a 1

percent levy on procurement of foreign exchange;
= @ travel tax (substituting VAT) was introduced and recently
ralsed from 50 dollars to 75 dollars plus 7.5 percent of

the ticket cost;

= a 15 percent import deposit was recently renewed and its Scope

was expanded ;
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- a 10 percent sales tax on luxury goods was introduced.

b) an income tax on the child allowance, (for the first two children

of families with no meore than three children), is to be

introduced.

c) withholding taxes will be raised from 35 to 45 percent;

d) a new bb percent income tax bracket will be introduced.

e) fees for elementary, secondary and higher education, which were
previously non-existent or extremely low, were introduced or

ralsed. oimilarly, fees for mecical services are being consicered.

Premia paid by the publie, both for health insurance and social

insurance, will be raised.

MeASURbs AFFECTING PRIVATE CONSUMPTION

A restriction in private consumption is expected to result from the

lollowing faclors:

a) a decline in real income, accompanied by some increase in

unemployment, resulting from the restriction of loecal demand:

b) a restrictive wages and incomes policy, resulting in a possible

decline in real wages;

¢) the far-reaching decline in the value of financial assets owned by

Lhe public, as a result of the fall in the market prices of stock;
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a)

e)

£l
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)

i)

steep rises in the prices of subsidized consumer goods and
services, resulting from cuts in all subsicies, as well a5 in oil

and electricity prices;

the introduction or rise in fees charged for several publie

5Ervices;

the nigher burden of taxation;

the increase in import prices, resulting from the recent major

vevaluation of the 3hekel;

the increase of interest rates on consumer credit;

an expected increase in the rate of savings.

MubtTahY PuLLCY

Monetary poliey will remain a major instrument to regulate local

demand and economic activity in general, complementing fiscal poliey,

while ensuring availability of credit for the f(inancing of the

activity of the export sector.

The targets of monetary poliey in 1984 will be:

a)

to bring about & restricted growth in the money base (as

uetermined by the budgetary deficit, Central bank lending and net

conversion of foreign exchange);

bl

an increase in the volume of banking credit at a rate lagging

behind inflation;
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c¢) a decline in the money supply, as a result of (a) and (b), above.

while formulating the monetary policy, consideration will be given to
Lhe great decline in liguidity in the last gquarter of 14L3, following

thie severe decline in the price of shazres,

lhe volume of credit will be determined mainly by the Central Bank

liguidity and interest rate policy.

High interest rates were introduced in the fourth quarter of 1983: =

€15 percent regular annual interest rate, (equal to a monthly rate of
W0 percent); and & 406 percent penalty rate on crecit beyond
individual credit ceilings, (equal to a monthly rate of 14,5

pereent ).

birected export credit will be made available at a sufficient volume

for the financing of the export production process and marketing.
interest rates on directed credit, which were raised in 14{3, will be
maintained at, or close to, market rates, reducing the subsidy

element in export credit.

New monetary instruments will be created, 1like short term (1-3

months ) unlinked government debentures (treasury bills). This will

serve as an instrument for short term investment and enable the
development of a non-linked monetary market, thus intensifying open

market operations by the Central Bank.

WALES AND IWCOMES POLICY

The Government will wuse its influence, in cooperation with the
flistadrut and the Employers Association, to ensure a restrictive wage
and incomes policy. The aim of this policy will be to bring about |

& temporary decline in real wages and incomes.
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The following factors are expected to contribute to the achievement

of this goal:

a) The cost of living allowance will compensate wage earners only

partially for the rise in the consumer price index (by B0=9C

percent ), the payment being delayed by 1-3 months.

b) The rise of basic wages wWill not exceed the increase in
productivity;

c) wages in the public sector will rise at a lower rate than wages in

the business sector and fringe benefits will be cut:

d) Ureater efficiency in and intensification of tax collection will

have @ moderating effect on disposable income;

e) The expected increase in unemployment and slack demand will reduce

the pressure for irregular wage increases and the raising of
prices at & rate higher than warranted by the rise of input

prices;

') Lfforts will be made to prevent monopolistic pricing practices.

PuLLClEs TO ENCUURAGE SAVINGS

1t is assumed that, following two years of decline in the rate of
5avings, c¢sused primarily by speculative advance procurement of
consumer durables, & rise in savings is expected in the coming years.,
Un the basis of past experience, a rise in the propensity to save may
be expected 1in a period of slowdown in economic activity. The

following tactors will contribute to a higher level of savings:
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a) various savings programs Will be offered on attractive terms,

including the introduction of short-term, non-indexed treasury

HnoLes;

b) as long as a high rate of inflation prevails, the real value of
savings and government debentures will be protected by means of
indexation. Savings will bear an interest rate of 3-U4 percent

above the rate of inflation.

¢) incentives will be offered to encourage savers te reinvest savings

which hiave reached maturity.

d) the Government will assist in creating conditions for stabilizing

thie Stock Market, 1in croer to re-establish it as & major

instrument for channeling savings into investment.

MEASURES Tu PRONMUTE EXPURTS ARL ECUNOMIC SULSTITUTION QF ILPURTS

Tne promotion of exports and the economic substitution of imports
will be the priority of economic policy. The following factors

will contribute to the attainment of this goal:
a) restriction of local demand will lead to a direct decrease in
imports and will make resources available for export

production;

b) the exchange rate policy will be the main instrument to ensure

both the profitability of exports and to make imports more
expensive. FolloWwing the recent major devaluation of the
Shekel (31.5 percent in Uctober alone), the Bank of Israel will
intervene in the [foreign exchange market to ensure that the
Shekel will depreciate at a similar pace to the rate of

inflation, our even slightly above this rate;
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credit will be made available for all stages of production and

marketing of export goods.

the restrictive wages and incomes poliey will assist in

maintaining the competitiveness of Israeli products in export

and local markets;

the exchange rate insurance scheme Will provide exporters with

the additional assurance that future rates of exchange will

weep in line with the inerease in production costs;

the continuation of the policy of encouraging investment in
export and import substituting industries, to be deone through
grants, loans and tax concessions, will ensure the necessary

broadening of the economy's productive bLase;

the inereased Lravel tax is expected to result in a decline in
the number of lsraelis travelling abroad and will thus reduce

the expenditure on import of tourist services;

the temporary system of import deposits will be continued as

well as the 2 percent import levy and 1 percent levy on the
purchase of foreign currency. These will result in higher

import prices and in a slowdown of imports.

CAPITAL 1HPORTS PULICY

The

financing of the current deficit will be ensured, while

maintaining an adequate level of foreign reserves, by a2 continued

and

sufficient volume of capital imports. The following facters

will ensure Israzel's credit-worthiness:
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) the sound basis of Israel's economic and social infrastructure

and industry;

b) the comprehensive economic policy package, implemented with

deternination, which promises to lead to a discernable

improvement in Israel's balance of payments;

c) the continued backing of the U.5.G. aid and the financial

support of the Jewish Community around tlie world.

d) Israel's punctual servicing of its debts.

e) In agdition to its resort to the international banking system,
lsrael can rely on the extensive network of branches and
subsigiaries of lsraeli banks abroad, to continue to be an
instrument for mobilizing ecapital and for establishing and

increasing credit lines,

tfforts will be continued to attract foreign investors to

invest in the Israeli economy.



Lhapter 1V: LLUMIMIU PRUSPECTS FUR 1984=1957

This chapter presents a preliminary forecast of the main mnacroeccromic
developments for the period 1964=19L7. The forecast provides data on major
items ol the national accounts and other information needed to determine
Lie order ol magnitude of economic aid required during this pericd. The
forecast does not present a comprehensive economic plan and should be
regarded merely a5 a scenario representing the targets of economic policy

in the coming years and general trends of development.

Long term forecasts concerning the Israeli economy, which always involve
difficulties due to the multiplicity of external factors are especially
¢ifticult this year. The forecasts are being prepared at & time when
far-reaching policy measures are still in the process of formulation.
Tneretore it 1s extremely difficult to predict when a turning point in the

economic developments will take place,
lhe basic assumption of these forecasts is that in the coming months and
year, necessary policy measures will be implemented to bring about the

desired turning point and establish the trends outlined in the forecasts.

He AUTUNNOUS AND EXTERWAL FACTORS

In preparing these forecasts the following assumptions were made regarding

Lhe major autonomous and external factors operating on the Israeli economy,

= Lhe population and labor force will grow by about 2 percent per annum,

taking into account an annual immigration of 20,000 and a net immigration
balance of 15,000;

- lsrael will continue to maintain a high level of military preparedness,

LUt no lerpe scale miltiary confrontation will occur,
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= long and medium term capital imports will be at & level sufficient to

inance the current deficit, with no need for substantial short term

burrowWing or & reducing of foreign exchange reserves;

= Mo new Lrade barriers will be imposed and Lhe disequilibrating

fluctuations in the exchange rates amongst the ma jor currencies will not

continue, while demand in major export markets will recover.

= Lhe expansion of the buropean Community through the membership of Spain

anu Portugael will be accompanied by measures to safeguard the present

share ol Israel's agricultural exports to the Community.
= Lie slowdown in the world rate of inflation will continue, and the prices
of oil and otnher raw materials will not increase at & rate higher than

Lhe lincrease in average prices of traded goods,

be 1HE LEVEL UF ECUMIMIC ACTIVITY

Ihese forecasts assume that the period under consideration will be
characterized by a low level of economic activity, far below the full
enployment level, and considerably below the long term growth trends
experienced in the past. It is only towards the end of the periocd under

consigeration that an acceleration in economic activity is expected.

wince these forecasts assume an increase in productivity at a rate above

Lhe predicted growth of the labor force, an increase in the unemployment

rate i1s Lo be expected. Under the assumption that output per employee will
increase by an annual average of sbout 0.5 percent, the unemployment rate

Liay reach T percent by 1985 compared to a level of 8,5 percent in 14943,

beginning in 1986, the unemployment rate is expected to decline gradually
towards the tull employment level, If unemployment should surpass the rate
mentioned above - which is considered as the maximum soccially tolerable

rate under lsrael's special circumstances - a re-evaluation of the growth
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targets adopted 1in this forecast may become necessary sc as to avold mass
unemployment. K high unemployment rate 1s considered highly problematic
since lsrael is an immigration country, with internal tensicons on an ethnic

background ana unger permanent threat of war,

C. PRIVATE CUNSUMPTION AND SAVINGS

The main contribution to restricting local demand is expected to come from
« decline 1in private per capita consumption which, together with the
expected decline in eivilian publie consumption, will result in a

considerable drop in the standard of living.

lne decline in per capita consumption 1is assumed to be steep at the

beginning of the period (-Y% in 1984). It is assumed that there will be no
change in average annual private consumption in the four years 1G54-87,
leading to an average annual decline of 2 percent in per capita private
consumption. Even after a limited rise in 1986 and 1987, the per capita
private consumption in 1587 will be 7 percent below the 1983 level. The
decline in private consumption will result from a reduction in disposable
income, following a slow growth in national product and the continuation =
ana possible intensification - of the high level of direct taxation. heal
Wages are assumed to fall at the beginning of the period under review and
stabilize, or increase only slightly towards the end.

lransfer payments are assumed to decline following a reduction in subsidies

on basic consumer goods and services and to exports,

These forecasts glso assume that the ruate of savings will revert to its
long term level, after a decline in 19£2-1983, and that the share of taxes

in national income will increase slightly.

U, MN=MILITARY PUBLIC CUKSUMPTION

lhese forecasts assume an annual average decrease in non-military public
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consumptlion of about U.3 percent during the pericu 1954-1987, which implies

an  average annual decrease of about 1.5 percent per capita.

Ihis cecrease will result from cuts in real terms in budgetary expenditure,
incluaing a freeze, and even some decline in public sector employment.
Ihis will necessarily involve & reduction in the level aof public services

as well as yreater efticiency in tiie utilization of public service budgets.

k. WILITAKRY CURSUMPTION

lhe trend of a decline in regular domestic defense consumption (excluding
expenditures on the redeploywent of the Israeli army -in the Negev and LDF
expenditures in the Lebanon) which startea in 1675 will continue during the
perlod of Lhis forecast., A steep annual decline of § percent in domestic

military expenditure is expected in the years 1984 and 1G85.

IThe voluwe of direct military imports is eXpected to increase from 1.3
Lillion dollars in 1583 to 2.5 billion dollars in 1986 and 2.5 billion

dollars in 14947.

indirect military imports are forecast to remain on a level of about %00
million aollars per year in the period 16&4-1GET.

F. IWVESTHMENT

In 1984 @ snarp decline in investment is expected, both in fixed assets and
in inventories. This decline is partially due to the slowdown in economic
activity but is mainly explained as a reaction to the accumulation of
inventories and advance procurement of investment goods in 1983, in

anticipation of a yreat devaluation of the Shekel,
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alter a decline of 10 percent in investment forecast for 1984, investment
15 expected to prow in 1985-15¢7 at an averapge annual growth rate of about
L percent. The rate of' increase in investment will ensure & large enough
production base, capable of supplying a growing volume of goods and
services rfor both exports and import substitution, while enabling

technulogicel progress and an increase in productivity,

L., EXPURTS

The fastest growing sector in the coming years will be the export sector.
The major contribution to tne expected rise in exports will be made by
manufacturing industries, and by knowhow and science based industries in

purticular.

To meet this target, exports of manufacturing industries are tc increase at

an average annual rate of 13 percent in real terms, leading to a cumulative
increase of 6U percent in the period 1984=1957.

The volume of total exports is assumed to increase at an average annual

rate of 10 percent, or a cumulative increase of U5 percent in this period,
A5 & result, the value of exports should reach about 17.7 billion dollars

in 1987.

This target, although ambiticus, is attainable, assuming the focusing of
economic poliecy to the promotion of exports. An even more spectacular
prowth of exports was achieved in the period 1976-1580, when the volume of

industrial exports increased by an annual average rate of 16 percent.

It is assumed that profitability of exports will be assured, domestic

competitive demand restrained and barriers to trade removed.
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he WHNF AKD AUGGHEGATE DEMAND

uhP is forecast to grow by an annual average rate of 2.5 percent during the
pericd 1988<1487, accelerating gradually from & decline of 2 percent in

Tveld4 to a 5,5 percent growth rate in 1667,

lhe GWF of the business seclor is forecast to inerease by an annual average

of 4.5 percent. In the period as a whole the growth of GNP will be led
wholly by exports. lo the years 14485=1987 investment will contribute 0.0
percent to tne average annual growth of GHP, It 1is only in the last twc
years of the forecast that private consumption is planned to prow agsain,
contributing 1 percent to the average annual growth of GNP in these two

years,

1. THE RESTRUCTURING UF THE ECOROMY

The process of restructuring the economy, which characterized developments

in the last decade, is zssumed to continue and intensify.

lhere &are two aspects to this restructuring: there will be & further
increase in the share of science and technology intensive industries in
investment production and employment. At the same time, the share of
exports and investment in total uses will grow. The share of total
resources (excluding military imports) allocated to exports will continue
to increase from 15 percent in 1575 and 27 percent in 1982 to 35 percent in
1987 . The share of investment will increase from 13.5 percent in 1982 to
14,5 percent in 1587. This will be the result of the alleccation of 77
percent of additional resources in the period 1984-1987 to exports, and 17

percent of additional rescurces in the period 1985-1G87 to investment.
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4t the same time, the share of total resources allocated to private
consumption is forecast to decline from 41 percent in 1975 and in 1562, to
3T percent in 1487,

The share of domestic publie consumption is forecast to fall from 17

percent in 1982 to 13.5 percent in 1987 reflecting the growing role of the

business sector in economic activity,

The share of domestic military consumption 1in total resources (excluding

military imports) is expected to decline from 9.7 percent in 1982 to 7.2
percent in  19&7. At the same time, the share of total military
expenditures (including military imports) will decline from 19 percent in
1573, and 14 percent in 1982, to 11.5 percent in 1G&7.
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Chapter V: NON-MILITARY FINANCING REQUIREMENTS FOR 1984-1987

Ao LEFINITIUNS

lsrael's non-military financing requirements are defined as the excess of

non-military foreign currenecy expenditure over foreign currency income

oLher than U.5, aid.

txpenditures are composed of non-military imports (including self-financed

military Imports) and repayment of principal on the foreign debt,

Foreign exchange income includes income from exports, capital imports other

than U.5. aid and free foreign exchange available from conversion of
military aid funds (for the financing of building activity in lsrael, in
connection with the redeployment of the IDF in the Negev; and for military

procurement from the Israeli industry).

lsrael expects the non-military aid from the U,S. to be at a volume which

will cover, as far as possible, the financing gap as defined above, so0 as
to avoid further depletion of Israel's reserves, or increasing its

excessive short term borrowing.

The following forecasts concerning Israel's balance of payments, represent
the main parameters for the determination of the size of its requirements

tor non-military aid.

b. FACTUKS AFFECTING THE NON-MILITARY DEFICIT

In analysing Israel's large non-military current defiecit, one must
distinguish between external and long range factors, which determined the
basic high level of the deficit and which in the short run, are beyond the
control of policy measures, on the one hand; and short and medium term

developments which caused an increase in the deficit in 1982 and 1983, on
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the other hand.

Tie growing deficit over the years, is largely attributed to the fast
increase in foreign exchange expenditure on imports, Wwhich has been greater
in dollsr terms, than the increase in income from exports, This is despite
thie fact that the increase in exports has nonetheless been impressive, &s
snown by the higher percentage inerease in exports over the percentage
increase in imports. However, this development 1is due to the initial low
level of exports in the base period, as compared Wwith the level of imporis,

hence the growing deficit.

The rapic growth of civilian imports has been determined by the following

tactors: the increasing indirect foreign exchange expenditures on defense;
the expenditure on procurement of investment goods; the rising price of oil
and of other commodities which Israel must import, since 1973; and the

heavy burden of interest payments on the external debt.

&) The indirect foreign exchange expenditures on defense, include raw
msterials and other inputs into lsrazel's military industry, and the foreign
exchange components of non-military domestic procurements of the IDF. The
ingirect defense expenditures are recorded in the eivilian import
statisties. These expenditures are estimated to have increased from 4co

million dollars in 1§77 to 960 million deollars in 15E3.

b) The great foreign exchange expenditures on investment goods have been

largely dictated by the need to sustain Israel's rapid economic growth.
ihis rapid growth has been determined by the need to absorb Imass
immigration, much of which has consisted of immigrants arriving in Israel
without any financial means or industrial background. The foreign exchange
component in investments increased from about 1 billion deollars in 1977 to
£ billion dellars in 19b3.

¢) lhe sharp increase in oil prices since 1973, and the handing over to
cgypt of the Sinai oil fields developed by Israel, were responsible for

Israel's greatly increased oil bill. The rise in oil prices contributed
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1.6 billion dollars to the growth of Israel's current deficit between 1972
and 1Y&e. Had lsrael not handed over the Abu-Rhodeis and Alma oil fields to
tpypt they could by now have supplied 75 percent of its oil consumption,
gian the guod prospects of these fields eventually covering Israel's total
@il requirements after further development. Thus, in 1682 45 percent of the
non=-military deficit would have been eliminated due to savings on oil

expenditure,

d) lmport prices on goods other than oil, increased in the period 1972-1952

by 9 percent. Due to Israel's high dependence on imports (constituting
over 4U percent of total resources), the rise 1in these prices increased
lsrael's non-military imports (excluding oil) in this pericd by about 1.7

billion dollars.

e¢) lThe heavy burden of interest payments on the external debt was the major

contributor to the increase in imports of services. Interest payments grew

by 2.5 billion dollars between 1372 and 1982. A major portion of the

interest payments are on account of debts incurred to finance past military

imports.

The elimination of any one of the above mentioned factors would have
reauced the non-military deficit to manageable dimensions, releasing Israel
from dependence on capital aid, enabling it to maintain an adequate level
of reserves while reducing its short and medium term debt and, in due
course, to finance a growing portion of its military imports from its own
resources. The cumulative effect of the above-mentioned factors on the
current deficit 1is much too great for the Israeli economy to finance

without recourse to aid.

The worsening in Israel's balance of payments in the years 1982 and 1983,

(as described in detail in Chapter I1) resulted from both a decline in

export revenues and an inecrease in expenditure on imports in this period
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Although Israel's exports fared better in 19871 and 1982 than did world
Ltrade 1n general, it did not manage to sustain its growth in 1983, due to
the\ueaxening of the European currencies against the dollar, which meant
that the dcllar returns from Israel's exports to non-dullar countries,
tell. At the same time, imports from non—dollar countries became cheaper,
& Lrend relinforced by the relatively slow depreciation of the shekel
against the basket of currencies (the German Mark, the French Franc, the
Found Sterling and the Duteh Guilder). This resulted in an considerable

increase in the volume of total imports - from Europe in particular.

L. The NMON-MILITAKY CUHRENT DEFICIT 1984=1987

The forecasts for an improvement in lsrael's balance of payments in future
years, as presented in this paper, are based on the assumption that
effective policy measures will be implemented to ensure export
profitability and to restrain the competing domestic demand (as detailed in
Chapter 1II), This will result in a reduction of the non=military current
deficit, (which has reached Y4 billion dollars in 1983), in the period
1964=1587.

The non-military deficit is forecast te decline in 1984 by about 700
million dollars, in 19865 by about 300 million dollars, and by a further 450
million dollars in 1586 and 500 million dollars in 1987, amounting in the

latter, teo 1.9 billion dollars, as compared to 3.9 billion in 1983. The
faster decline forecasted for 1984 results from the take-off effect in
exports while imports are expected to decline more than the rate of
economic activity due to a depletion of inventories following their

speculative growth in previous years.

The improvement in the balance of payments will be reflected in a decline

in the ratio of the non-military deficit to total resources (excluding

defense imports). This ratio is expected to decline from 11 percent in
1963 to 6.5 percent in 1985 and 3.5 percent in 1987. At the same time, the
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share of non-military imports financed by export revenues is forecast to

increase from 73 percent in 1983 to &2 percent in 1985 and S0 percent in
1467,

ihese forecasts are based on realistic though optimistic assumptions. The
uptimism of tne forecasts is not so much in the magnitude of the yecrly
targets but rather in the overall assumption that all favorable trends in
«ll major components will persist during the entire U4 year period of the
orecast. The main message of these forecasts is that if favorsble trends
are established, a considerable improvement may take place in = relatively
lew numbers of years., Disruptions caused by external factors may prolong
the periocd of recovery but should not necessarily remove the economy from

the right track.

Uy Mh=MILITAKY IMPUKITS

Mon-military imports are forecast to grow at an average annual real rate of
4 percent during the periocd, as compared to an average anmual increazase of
<.5 percent in GNP, Ilmport prices are assumed to rise by 2 percent in 1984

&nd 5 percent in the years thereafter,

ihe forecasts for growth in the volume of imports are based on the
assumption of little growth in domestic demand, with a shift of total
demand from consumption, with = relatively low import component (25
percent ), towards exports and investment, with a relatively high import
component (of 44 percent and 40 percent respectively ). Thus, the increase
in imports will be at a faster pace than the inpecrease in total utilizastion
and of GNP. Import requirements have been calculated for the main uses, by

applying import coefficients based on updated input-ocutput tables,

It is assumed that the share of coal in Israel's energy basket will
increase from zero in 1961 to 15 percent in 1983, to 24 percent in 1947,
and to 37 percent in 1988. Total savings in foreign exchange, due to the
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replacement of oil by coal are estimated to be 110 million deollars in 1983
and 340 million deollars in 1%&d. In 1983 the price of coal (ton oil
equivalent ) was 42 percent lower than that of a ton of oil.

E. LEAPURILS

It is assumed that in 1964 the change in export trends, first signs of
which were already discerned in the second half of 1683, will be
reinforced, and will partially compensate for the delay in export growth

in 1942 and the first halfl of 1GE3.

The average annual increase in exports in the period 1984<1987 is assumed
to Le avout 9.5 percent in real terms. The average annual increase in the
volume of exports of manufactured goods (excluding diamonds) is forecast to

e 12 percent.

lhese export targets though rather high, are not unrealistic, since they
nave been surpassed in the past over a prolonged pericd, Thus, in the
period 1567=14T72, exports of goods increased by an annual average of 13
percent in rewal terms, while industrisl exports excluding diamonds

increased by 1o percent.

samong ingustrial exports, exports of knowhow intensive such as metal
products, machinery, military products, electronics and chemicals are
expected to grow at a lfaster than average rate. It is also expected

that the share of products based on lsraeli research and development will

increase, growing at an annual average rate of 20 percent, and amounting to
about 55 percent of total industrial exports (excluding diamonds) in 1987,

as compared to 35 percent in 1975 and 50 percent in 14&2.

Agricultural exports are forecast to grow at an average annual rate of

1l  percent. The scarcity of water and difficulties expected in the
warketing of lsraeli produce in EEC markets following the accession of

Israel's competitors in the production of Mediterranean fruits and
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vegetables - Spain, Greece and Portugal - are the main reasons for the

expected slow-down in agricultural exports.

The forecasts take into consideration an increase in exports of tourist and

Lransportation services by an annual average rate of 8 percent, following

the favorable change in the trend of tourism in 1983,

These ambitious export tLargets are based on the assumption of the
implementation of poliecies designed to reduce local demand and to maintain,
or even enhance, export profitability. It is also assumed that sufficient
foreign exchange funds, on reasonable terms, will be available to finance

Lne necessary growth in production capacity for exports.

it 1s also assumed that conditions will be assured for the intensification

of Lthe last tWwo years' increase in Israeli exports to the U.S., at a faster

pace Lhan the average. This will result in exports of goods to the U.S.

more than doubling during the period of the forecast,

In 1587, export earnings are forecast to finance %0 percent of non-military

imports, up from 83 percent in 1980 and 65 percent in 1975,

F. GCAPLTAL 1MPUARTS

Lross capital imports (excluding U.S. Aid) are forecast to increase from
.5 billion dollars in 1983 to 3.2 billion dollars in 1985, and to 3.4

billion dollars in 1G87. Net capital imports are expected to decline
gradually from 1,6 billion dollars in 1983, to 1.4 billion dollars in 1987,

following an accelerated increase in debt repayment from 1 billion dollars
in 15£3, to 1.5 billion dollars in 1985 and 1.8 billion dollars in 1987,
(bee Appendix U),

ln the period covered by these forecasts, transfers by institutionsz and
individuals, receipts from the sale of Israel Bonds and foreign investments

in lsrael, are expected to grow moderately.
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heceipts from long and medium term loans other than aid and Government of
lsrael bonds, are expected to increase by 15C million deollars during the

yeriod under review.

Unilateral transfers comprised in 1983, 47 percent of gross capital imports
exeluging aid, while long snd medium term loans comprised 46 percent, In
the period 1983-87, unilateral transfers will average 47 percent of gross
capital imports excluding aid, per annum. Long and medium term loans will

average 45 percent of total capital imports during the same period,.

U, ThE BURLEN UF EXTERNAL DEBT

The need to finance a large share of the current deficit over a period of
several years by borrowWwing, resulted in a very large foreign debt. A major
part of the debt originated from the need to finance direct and indirect

military imports.

In the period 197 - 1983 total defense expenditure in foreign exchange
(inclucing expenditure on direct and indirect imports and interest paymenis
on the military debt to the US), amounted to 26 billion dollars. In this
period approved FMS military grants to Israel amounted to 7 billion
dollars. Consequently, Israel was obliged to borrow 19 billion dollars
over this period, of which 9.5 billion were FM3 loans, for the financing of
its military foreign exchange expenditure, Were it not for the large
amount of foreign exchange needed to service the debt, Israel would be

independent of United 5States capital aid.

According to updated statisties, the total outstanaing debt at the end of
19t3 amounted to 2%.1 billion deollars, and is lorecast to increase to 24.9

billion dollars by 1987. (See appendix no. 6)
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lt is estimated that per capita debt will increase from 5,600 dollars in
1963 te 5,902 dollars in 1985 and will decrease back to 5,600 dollars in
1487, being by far the highest per capita debt amongst industrial and

geveloping countries

iln recent years, total long term capital imports fell short of financing
lsrael's current deficit, For many years Israel has managed to avoid
inancing the gap by drawing on its foreign exhange reserves, thus
Jeopardlzing 1its standing in capitzl markets and its ability to mobilize
long term funds on regular market terms. Nevertheless, in 1983 a 300

million dollar decline in reserves became unavoidable.

45 a result of lsrael's desire to avoid reducing its foreign exchange
reserves, It was obliged to avail itself of substantial short term
sorrowing. Thus, lsrael's short term debt increased from 150 million
dellars in 1973 to 3.1 billion dollars in 1953,

Any gpap velween lsrael's financing requirements and the U.5. aid actually
provideg, will necessarily result in an additional inerease in short and

medium term borrowing, or a further decline in reserves.

Ihe annual debt-service in 1962 amounted to 3,770 million dollars, of
whieni «,0620 million dollars were interest payments and 1,050 million
gollars were principal maturities. Since 14749, the total debt-service has

exceeded total economic and military aid received from the US,

ln 1483, the total debt-service is estimated to amount to 3,575 million
gollars and it is forecast to increase to 5 billion dollars in 1987, A

considerable increase in the high principal repayment schedule, resulting

from the heavy borrowing after the Yom Kippur War, will gradually begin to
manitest itself in the figures of 1985, and will further increase in
Subsequent years, when the ten year grace period for FNS loans expires,
lThus, in 1985, debt-service is forecast to be 2.5 times greater than the

Lotal economic aid needed for this year, and 7 times greater in 1GE7.
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In 1473, interest payments contributed 19 percent Lo the total non-military

deficit. This ratio increased to 83 percent in 1682, and under the
assumptions of this forecast will decrease Lo 67 percent in 1683, and
increase to 163 percent in 1947, due to both the fast increase in interest

payments ang the expected decline in the non-military deficit.

The debt service/export ratio (total debt service compared Lo total

exports of goods), reached 66 percent in 1982, as compared to G1 percent in
1973. It is expected to decline gradually to about 51 percent in 149k7 as a

result of the rapid increase in exports. (See appendix &)

At the end of 1982, outstanding debt te the USG amounteg Lo 5.3 billion

gullars, comprising 40 percent of the total debt. It is estimated that it
will reach 10.4 billion dollars at the end of 1987, comprising 42 percent

of the Lptsl debt.

lotal debt-servicing to the U.5.G. amounted to §10 million dollars in 19862

and is estimated to amount to 1,065 million dollars in 1985 and 1,120
villion dollars in 1987 (see appendix No. 5). Since 1982, total economic

aid has fallen short of the debt-servicing to the U.5.G.

The debt calculations in this paper are made under the assumption that the
whole amount of military and non-military aid will be in the form of

grants.

. 1SHAEL'S KON=MILITARY FINANCING REQUIREMENTS

lsrael's non-military financing gap for calendar year 1985 is estimated to
amount to 1,315 million dollars (see Table No. 1). According to the
scenario of this forecast, the non-military financing gap 1in 1686 is
expected to decline by 225 million dollars and by a further 39C million

dollars in 1487, amounting to 700 million dollars.
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1he estimate of the financing gap in 1985 assumes the wutilization of 135
million dollars from special aid funds designated for Lhe redeployment of
the Isrseli Army in the Negev, It also assumes that the request by Israel,
to use £50 million dollars of FMS aid for procurement in Israeli industry,
will be approved. These amounts are sources of foreign exchange for the

non=military account.

In 1982 and 1983 approved aid fell short of financial needs by B70 and

1,080 willion dollars respectively. These shortfalls were covered by an
inereasé in short and medium term borrowing, by 1,750 million dellars and a

decline of about 200 million dollars in foreign exchange reserves.

laking into consideration that Israel has to minimize the {inancing of
future gaps by further drawing on her foreign exchange reserves or
increasing short term borrowing, Israel reguests that the economic aid
tunds for 1984 and 1955 should be made available at the beginning of the

American Fiscal Year.
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apter VI: FINANCING HEQUIREMENTS FOR DEFENSE 1583-1980

LbhERAL

e major goals of Israel's defense policy are the folloWing:

to maintain lsrael's miiltary strength as & deterrent against hostile

activities by the confrontation states and terrorist organizations;

to ensure its ability to repulse the enemy in the event of hostilities

preaking out;

to be able to negotiate peace from & position of strength.

e assessment of Israel's defense needs in the coming years is based on

e following premises and considerations:

The tranguility which has prevailed along Isrsel's southern border,

following the Peace Treaty with Egypt will continue, despite the

appearance of viclations im Ltgypt's fulfilment of its obligations under

the lreaty.

The Agreement signed between lsrael and Lebanon, which provides for the
withdrawal of all foreign forces from Lebanese territory, will
eventually be ratified and fully implemented, thereby enabling Israel to
withidraw its forces to the international border, and encouraging the

involvement of additicnsl Arab states in the peace process.

The expulsion of a large number of terrorists from Lebanon and the
gestruction of their military bases and infrastructure will reduce the
threat of terrorist activities and subversion along lsrael's borders and

secure peace for the Lalilee.

The Arab confrontation states which persist in their refusal to join the

peace process initiated by lsrael and Egypt are accelerating their
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military buildup in both quantitative and gualitative terms, purchasing
arms Lrom bolh Western and eastern sources, and thus creating a ratio of

forces highly unfavorable to Israel.

e) Ilhe political and military instability in the Miagdle East will continue,

characterized by the threat of a further spread of Moslem fundamentalism
ana 1intensified Soviet efforts to increase its penetration into the

region.

ihe first three premises enable Israel to maintain the balance of power in
Lhe reglon without having to increase the size of its "orcer of battle"
(UKBAT). 'lhe latter two considerations imply, however, that Israel must
ensure 1Ls qualitative edge over its adversaries by improving and upgrading
its military capability. This is in keeping with the spirit of President
Heagan's letter to Prime Minister Begin of april 20, 1682, on the eve of

lsrael's tinal withdrawal from the Sinai.

lsrael must preserve its air supericrity, raise the operaticnal capability
of its armoured units, increase the mechanization and mobility of its
lutantry units and improve its intelligence-gathering apparatus as well as

its early-warning system.

Further, if an ORBAT decrease is forced upon the IDF, due to budgetary or
otner constraints, the need for qualitative improvements will become even
more vital. Under the circumstances, a reduction in expenditure for
ddvanced systems and modernization of equipment is not in sight in the

coming years.

B. FUREIGN BXCHANGE FLWANCING REQUIREMENTS FOR MILITAKY IMPORTS

1. HREQUIKEHWENTS FUR 1985

It is estimated that the total financing requirements from F,.M.5, funds for

military procurements from the U.5, in AFY 1985 will amount to 2,218
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million dollars. 1t is estimated that 268 million dollars of unutilized
F.l.o. tunds approved for previcus years will bLe used for the filnancing of
1485 needs. This leaves 1,950 million dellars to be financed from 1985 aid
prugrai. Uf this sum, 1,136 millicon dollars are for the financing of new
transactions (transactions not yet signed as of HMarch 31, 1483), &32
million dollars for the financing of signed transactions (signed prior to
taren 31, 1983 but includes the F-16 Aircrafts signed after 3.31.1983}) and
50 million dollars are for the financing of procurement of military

equipment from lsraeli industry, mainly for the "Lavie" project.

Ihe estimate tor financing requirements 1is based on the same agreed

procurement. 1lists as presented in the request of the previous year, aflter

updating prices of some specific items.

it =shoulg be noted that the purchasing power of U.S. military a&aid in

general has eroded considerably in recent years, due to the increase in
prices of military eyuipment, which has considerably exceeded the general

pace of inflation.

Using the consumer price index (in absence of an index of prices of
military equipment} a5 & measure of the erosion of Lhe purchasing power of
military aid, we find that the purchasing power of the 1.7 billion dollars
of military aid approved, for 1984 is equivalent to about ECGC million

dollars in 1474 prices,

Lowestic military procurement has a 22 percent import component. Total
indirect military imports are estimated for 1985 at about B850 millicn

wollars. Indirect military imports from the U.5. are estimated to amount

Lo about 250 million dollars.

2. FINANCING REGUIREMENTS FOR AFY'S 1953-1987

Total financing requirements for regular military imports for AFY'S

1983=1%87 are estimated at 10 billion dollars.
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ihe [urecasted utilization of FMS funds in AFY 19B3 and 1684 will amount to
3.0 billion dollars, while resources available (including unutilized funds
approved in previous years) will amount to 3.5 billion dollars. This leaves
a sLm of 2bb million dollars of unutilized funds for the financing of 1%E5

regquirements.

lhe under—utilization of FMS funds in AFY 1983 and 1984 is due mainly to
the Geterment by Lhe U.5,G., of the signing of some major contracis, such
#s the contract for the procurement of 75 F=16 aircraft, which is
responsible for the under-utilization of some 110 million collars in sFY
uE3=19L4,

ihe delays in procurement in 1983 and 1984, coupled with price increases of
wilitary items, is reflected in some increase in financing needs in each of

the years 19855-1987.

The breakdown of the amount of financing regquirements for 1983-1987 is as

tollows:

Billion dollars
lotel requirements 10.C
wew transactions .7
Signed transactions 4.3
rrocurement trom lsraeli industry 1.0

following 1s the breaxdown of new transactions in billions of dollars:

lotal hew Irsnsactions 4.7
hajor support T.5
Fullow on support and non-major items 3.2
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After using unutilized funds amounting to 268 million dollars, additional
resources of 0,150 million dollars will be reqguired for the pericd

15965=-1987, amounting to a yearly average of 2,050 million dollars.

3. oPECIAL 4lb FUR REDEPLOYMLENT

The estimate for total expenditure on IDF redeployment in the Negev is
about 5 billion dollars at current prices. Due to the restrictive fisecal

policy, Lhe expenditure on redeployment had to be carried out over several

years.

Fayments made to American contractors for the construction of the tWo legev
airbases amounted to about 1,100 million dollars, as compared to 1,040
million dollars originally estimated. Total aid of 3.2 billion dollars for
reaeployment was approved. Ui this amount, 600 million dollars were
financed by the grant component of the special aid, the remainder of 2.4

uillion dollars to be financed by loans.

it is estimated that by the end of AFY 1983, 2,786 million dollars of the
approved regeployment aid will have been utilized. An additional 202
million dollars for construction other than airbases, will be utilized in

1564 and the remaining 274 million dollars in 1985.

L. THE ECCGHCMIC BURDEN OF DEFENSE

lhe burden of defense on the Israeli economy has rapidly increased in past

years, as measured both in domestic and foreign exchange expenditures.

anccording to the scenario presented in this paper, Israel will neither be
able to reduce the UREAT, nor the level of major activity of the IDF in the
near future. The increase in domestic military consumption in 1983, by an
estimated & percent, 1is wholly due to expenditures related to the
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deployment of the ILF in Lebanon. For 1984 and 1985, a decline of &.5
percent and & percent respectively in comestic military consumption, is
forecast. 1his decline originates mainly from the cut 1in the 'regular’
expenditures, reflecting economic constraints, tlus ceontinuing the trend

wnich began in 1975,
4 300 million dollar cut in the domestic component of the defense budget
will be made in the period 1983-1985, resulting in a decline of about 10

percent in the 'regular' domestic military expenditures.

Total foreign exchange expenditure related to defense (including direct and

indirect military imports and interest payments on the military debt}),
amounted to 3.1 billion dollars in 1982, 3 billion dollars in 1983 and is

forecast to reach 4 billion dollars in 1587.

indirect military imports, which include primerily imports of inputs for

the local military industry, are estimated at 900 million dollars in 1982

and are expected to remain on the same level through 1587.

In 1982 foreign exchange expenditures related to defense constituted 05
percent of lsrael's current balance of payments deficit. In recent years,
total zid received (both military and economic) fell short of total foreign

excnange expenditure related to defense (See Appendix 3).

The share of total defense expenditure in the government budget, which
reacned about 40 percent in the three Yyears 1974=-1476, declined graduzlly
to &4 percent in 1976, and remained at this rate in 198C through 1982,
This reduction is mainly due to the increase in the share of debt service
in the budget. In 1983-84, the share of defense expenditures in the

tudget is forecasted to decline from the 14582 ratio.
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AFPENDLA WU, 1

THE CUKRKENT ACCOUNT 1IN THE BALANCE UF PAYMENTS
CALENDaR YEARS 19B2-1987
(MILL1GKS OF US LULLARS)

1982 14983 1684 1985 1986 19£7
Ao WUB=HLILLLIaRY
IMFURTS 13, 675 14, 250 14, 660 16, C55 17, 660 16, L45
Fercentage increase:
a. hominal 5.5 4.2 3.0 Gad 10.2 11.0
b. Volume 13.3 b.5 C.E L,z 5.0 ST
c. Price -6.5 =4.0 2.2 5.0 5.0 5.0
b. EXPURTS 10,506 10,360 11,465 13,16C 15,255 17,710
Fercentage increase:
a. hominal -2.5 =1.4 10.9 14,6 15,6 16,1
b. Volume =U. b =1.4 Bl 9.1 10,4 10.€
c. Price -1.49 C.0 2s3 5.0 B.U 5.0
Lo WUN=HLILLTARY
DEF1CLT 3, 168 3, 695 3,195 2,895 2,435 1,935

L. DIHECT MLILITARY
LHPURTS

k. CURRENT DEFILIT
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APPENLIR M. &

(1)
FibahLlhl REQUIKEMENTS IN FUKREIGN EXCHANGE FOR MILITARY PROCUKREMELT
AMERICAL FISCAL YEARS 14583=1%ET
(M1LLIONS OF US DOLLARS)
1983 - 1584 1985 1986 1987
1. FLRANCING REQULRKEMENTS 3,619 2,218 2,050 2,150
1. Signed transactions (2) 2y236 632 677 G014
a. F.h.5, 1,336 731 SE4 524
b. Commercial H98 101 g3 50
. New lransactions (3) 1, 133 1,136 1,123 1,266
a. liajor items 357 336 3cz2 14
b. Follow=-on support and
. non-major items T36 Boo B21 BT
- 3« FProcurement from lsraeli
Industry 250 250 250 250
11, AVALLABLE RESUUKCES 3,887 268 e .
1. Aid approved for 1983=1984 3,400 i e i
£« Unutilized aid from
previous years 4E7 268 - -
111, (=1-11) ACDITIUkAL KESCURCES
REWUIRED (+) (-) 268 1,450 e, 050 2, 15C

(1) hot including expenditures in connection with redeployment ("Hamon").
(2) lncluding F=16 Aircrafts signed after 3.31.19&3

(3) 1o be signed after 5.31.14%83 and before %.30.1987.
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=%

FUREIGN EXCHANGE EXPENDITURES RELATED TU DEFENSE

CALENDAR YEARS 1983-1987
(MILLIUNS OF US DULLARS)

lmports Financed by FMS
Financial Ad justment (1)
self Financed Military Imports

{=1+2+3) Total Payments
tor Lirect Imports

Indirect Military Imports

(=445) Total bLirect and
lngirect lmports

Interest Payments on Lefense
Loans (&)

(=b+7) Jotal Foreign Exchange
Lxpenaiture for Defense

{1) et advance payments on future military imports (+).

1983 1584 1985 1986 1587
1,040 1,510 1,605 2,275 2,640
15 500 520 (=)450 (=)T&U
220 250 250 250 250
1,275 2,260 2,175 2,075 2,140
560 915 850 685 920
2,235 3,175 3,025 2,960 3,070
715 840 420 930 925
2,950 4,015 3,945 3,890 3,995

(2) lneluding interest on loans for financing direct imports for redeployment.
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CAPITAL IMPORTS EXCLUDING U.5. AID
CALENDAKR YEARS 1981-1G687
(MILLIONS OF US DULLAKS}

1581 1582 1683 1984 1985 1986 1987

1. wross Lapital lmports 2,856 2,721 2,905 3,050 3,170 3,290 35,410

a., Unilateral Transfers 1,514 1,362 1,375 1,425 1,475 1,525 1,875
b. Gross Foreign lnvestment s 154 200 220 250 240 310
¢, lsrael Bonds 518 557 580 550 00 610 EeC

¢, wther Medium and Long
Term Loans 728 643 750 B15 45 875 805

2. Medium and Long Term Debt
raturities 1,119 1,053 g7o 1,250 1,450 1,70C 1,E2%

3. hKepatriation of
lnvestments (1) 191 14?. 100 150 150 150 150

§, (=1-2-3) het Capital lmports
(excl. U.S5. Aid) (2) 1,546 1,521 1,835 1,650 1,57C 1,440 1,435

Memo ltems (end of year)

a, Tetal U.,5, Aid 2,533 2,329 2,280 2,630 - -
b. Gross Capital Imports
(incl. Ald) 5,389 5,050 5,185 5,680 = i .
c. het Capitsl lmports
(inel, Aia) L,079 3,850 4,115 4,2L0 S i “a
d. Foreign Debt 16,230 20,920 23,120 25,110 25,330 25,210 24,500
of which: Short Term 2,390 3,210 3,100 3,100 3,100 3,100 3,100

€. Net Bank of Israel
eserves 2,847 2,994 2,700 2,700 2,700 2,70C 2,70C

. Wweeks of non=military
Imports Covered by
lleserves 1.5  11.4 9.9 9.6 8.7 7.9 T.1

(1) Including investments of Israelis abroad.
({£) hot including sheort term capital movements.
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aPPLNDIA WU, &

(N
FURELAST UF 1SRAEL'S FUKEIGN LEET SERVICE
CALLNDAK YEARS 1982-1487
(MILLIONS UF US DOLLARS)

1982 1983 1564 1985 1956 1987

butstanding Foreign Debt (2) 20,920 23,120 25,110 25,330 25,210 24,900

To U.5. Government 8,287 9,220 1G,450 10,680 10,54C 10,370
Ul which: Lefense Loans 6,797 T, 760 g,020 G,e70 §,1€6C g,020
¢. FPrincipal Maturities 1,053 g70 1,250 1,450 1,700 1,825
1o U.5. Government 177 155 125 110 140 165
Ut which: Detense Loans 145 125 ] ES 11c 140

3. Jloterest on Long and

Medium=Term Loans(3) 422l 2,170 2,360 2,525 2,600 2,715
1o U.5. Government 73 750 475 Y585 965 G55
Ji' whilch: Defense Loans 103 715 E40 920 930 o25

4. LInterest on Short-Term
Loans (4) 395 435 M8C W45 450 430

5. ={(3+4)Total lnterest
Fayments 2,619 2, 605 2,840 3&212_ 3,050 3,145

L. =(ez+5) Total Lebt Service 3,672 3,575 4,050 4,420 4,750 4,570

Te U.5. Government S08 905 965 1,065 1,100 1, 12C
Ul which: Defense Loans Buy B40 4535 1,005 1,040  1,0LC

(1) assuming that aid in 1985-1987 will be given at the requested anounts, all
economic and military aid to be given as grants.

(e) Total debt includes Gross Government and Non-Finaneizl Private Sectors
debt plus the net debt of the Financial Sector (liabilities minus
assets).

(3) Interest payments refers to gross debt including gross debt of the
financial sector

(4) The interest on short-term debt is calculated on a net basis (liabilities

minus assets). It includes suppliers credit, debt of tbranches and
subsidiaries of Israeli banks abroad and the short-term credit from banks
abroad.




APFENDIX WKO. ©

3

B,

Te

8.

10,

Total Foreign bebt

Uf which: Short Term
Total Debt Services

Debt per Capita (dollars)
Short-term Debt as % of
Total Debt

Debt as % of UnF

Interest Payments as &
of hNon=hilitary Deficit

Uebt Service as % of Value
Added of Commodity Exports¥

Debt Service as % of
Total US ALLD

Debt Service to U.5.G. as %
of Total Debt Services

MAIN

INCICATORS OF EXTERNAL DEBET BURDEN

SELECTED CALENDAR YEARS 19701987

1970 1973 1977 1980 1981 1982 1963
Million dollars
2,622 5,083 11,096 16, 624 18,230 20,920 23,12C
115 187 873 1,779 2,390 3,210 3,100
389 682 1,432 2,754 3,325 3,670 3,575
900 1,500 3,000 4,200 4,600 5,100 5,600
Percentagea
4.4 3.7 T.9 10.7 127 15.3 13.4
S0 58 &0 84 86 91 98
20 19 4q 86 103 83 67
50 83 81 &8 106 124 123
- 147 B0 150 167 165 144
- - 29 22 20 25 25

1584 1985
25,11C 25,330
3,100 3,100
4,000 4,420
6,000 5,900
12.3 12.2
109 109
89 103
126 119
157 137
23 24

25,210
3,100
4,750

5,800

12.3

103

110

151

23

24,500
3,100
4,570

5,600

12.4

96

163

100

179

23

% The value added on commodity exports (excluding administered territories) is estimated at £0 % of total commodity exports



AFPENDLX NU, 7

THE TRADE ACCUUNT IN THE LALANCE OF PAYMENTS
CALENDAK YEARS 1980-19B82
JANUARY=RUVEMEBLR 1483
(MILLLIUNS OF Us DULLAKS)

I = XI I - XI
1983 compared
1980 19E1 1982 158 1983 to 15E2

a. TUTAL 1IMPUKRTS OF GUUDS T.776 7,823 T,4932 7,431 ¥,870 +5.9
Ut which:
1. Consumption Loods 544 756 832 756 Ba2 ﬂdf.?
Z. Investment Goods gy 1,037 1,295 1,181 1,500 +32.1
3. Production Inputs 6,431 6,112 5,906 5,494 5,428 =1.2
Uf which: 0Cil 2,116 2,043 1,914 1,761 1,459 =171
’ Liamonds 1,120 b2y 57e 507 Tee +42. 4
Uther Produc=-
) tion Inputs 3,195 3,540 3,420 3,226 3,247 +0.6
4, Uther Imports (2) =168 =2 =101 = - =

b. TOTAL EXPURTS UF GUUDS 5,798 5,903 5,573 4,453 4,340 =2.5

Uf which:
1. Industrial Exports 4,749 4,704 4,437 3,971 3,904 +1.7
a. Diamonds 1,409 1,067 g5 g828 §31 12.4
b. lndustrizal Exports
excl. Liamonds 3,340 3,637 3,532 3,143 2,973 5.l
2. Agricultural Exports 556 L4} 553 bge 436 =-9.5
a. Citrus 231 246 186 165 156 5.5
b. Uther 325 353 367 317 280 =11.7
: 3. Uther Exports (3) 493 28Y 563 = = =

C. DEFICLT IN 1wALE ACCUUNT 1,478 1,920 2,359 2,978 3,530 +18.5

(1) Lata according to toreign trade statisties, excluding ¢trade with the
Administered lerritories and before adjustments

() lncludes trade with Administered Territories, other imports and
adjustments

(3) lnecludes trade with sAdministered Territories, other exports and
ad justments

L
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