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STATE DEPARTMENT BRIEFING - DECEMRER 10, 1984

Qifny comment on the Shultz-Shamir meeting last night?

A:They discussed Israsel's economic situation and there was a general discussion
of events and developuments in the region.

- GiDdd Isiael wake imute ‘requests for aid?
AtNo comment.

Q:Was the subject of Lebanon brought up?
A:There was a general discussion of the Lehanese situation.

Q:What is Isracl's reaction to Mubarak's recent ststementse?
A:No comment. Secretary Shultz thinks the Israelie can speak for themselves,

Murphy wee in Israel over the weekend and today he is 1in Lebanon,

sanal
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official text

CATE: 12/10/84

REAGAN CALLS RIGHTS VICOLATIOMNS AFFRONT TO HUMANITY
{Text! HReagan human rights proclamation) (870)

Washington -- President Reagan says that Americans "strongly
object to and seek to end such affronts to the human conscience as the
incarceration in the Soviet Umion of memand women who try to speak
out freely or who seek to exercise the bagic right to emigrate.’

Reagan said that émericans also object/ to violations of human .
rights that occur in Eastern Europe, South Africa, Irans Chile,
Paraguay, MNicaragua, Cuba, Yietnam, Afghanistan and Hampuchea.

In a proclamation éf December 10 ag Human Rights Day and the start
of Human Rights Week ind of December/15 as Bill of Rights Day, Reagan
said that "it is the denial of humgﬁ rights, not their advocacy., that
is a source of world tension." i

Following is the text of the /president's proclamation®

(begin text)

On December 15, 1791, our Founding Fathers celebrated the
ratification of the first fen amendments to the Constitution of the
United States -~ a Bill of Rights that has helped guarantee the
freedoms that all Ameritans cherish.

For the first time” in the history of nations, our Founding Fathers
established a writfen Constitution with enumerated rights based on the
principle that the rights to life and liberty come not from the
prerogative of government, but inhere 1in each person as a fundamental
human heritage. dmericans believe that all persons are equal in their
possession of these unalienable rights and are entitled to respect
hecause of the immense dignity and value of each human being. With .
these great principles in mind, the Founding Fathers desiagned a system
of government limited in its powers, based upon Just laws, and resting
upon the consent of the governed.

When Americans first proclaimed this noble experiment in
sel f-government and human liberty, it seemed to some to be a utopian
unrealistic ideal. Today, virtually every nation in the world has
adopted & written constitution exipressing in varying degrees
fundamental human rights. One hundred and fifty-seven years after the
ratification of our Bill of Rights,; on December 10, 1948, the United
Nations adopted the Universal Declaration of Human Rights affirming an
international consensus on behalf of the human rights and individual
liberties that we value so hiahly.

Thirty-six yearse after the adoption of the Universal Declaration of
Human Rights, however, 1t is clear that this consensus is often
recognized more on paper than in practice. Throughout the warld, many
governments nominally adhere to the Universal Declaration of Human
Rights while suppressing fres elections, independent trade unions, due
process of law, and freedom of religion and of the press.

The United States recognizes a special responsibility to advance
the claims of the oppressedé to reaffirm the rights to life and
liberty as fundamental rights upon which all others are basedjy and to
safeguard the rights to freedom of thought, conscience, and religion.
A= we are free, we must speak up for those who are not.

As Americans, we strangly object to and seek to end such affronts
to the human conscience as the incarceration in the Soviet Union of
men and women who try to speak out freely or who seek to exercise the

United States Information Service
Tel Aviv, 71 Hayarkon Street, 63903 Tel. 654338 ext. 204
Jerusalem, 19 Keren Hayesod Street, 94188 Tel. 222376




basic right to emigrates the harsh treatment accorded one of the great
humanitarians of our time, Andrei Sakharove the denial of basic human
rights and self-determination in Eastern Europe and the Baltic statesyg
the failure of the Polish authorities to establish an effective
dialogue with the free trade union movement in that countryé the
manifest injustices of the apartheid system of racial discrimination
in South Africas the persecution of the Baha'i religious minority in
Irans the lack of progress toward democratic government in Chile and
Paraguay<e the campaign against the Roman Catholic Church in Micaraguag
the zuppression of freedom in Cuba and Vietnams the brutal war waged
by Soviet troops against the people of Afghanistanéd and the continuing
Vietnamese occupation of Hampuchesa,

The American people recognize that it is the denial of human
rightsy not their advocacy, that is a source of world tension. We
recall the sacrifices that generations of Americans have made to
preserve and protect liberty around the world. In this century alone,
tens of thousands of Americars have laid down their lives on distant
battlefields to uphold the cause of human rights. We honor and
cherish them all. Today, it is with amn abiding sense of gratitude and
reverence that we remember the great gift of freedom that they
bequeathed to us.

As we give special thouaht to the blessings that we enjoy as a free
people, let us not forget the victims of human rights abuses around
the world.

Mow, therefore:, I, Ronald Reasan, President of the United States of
America, do hereby proclaim December 10, 1984, as Human Rights Day and
December 15, 1984, as Bill of Rights Day, and call on all Americans to
observe the week beginning December 10, 1984, as Human Rights Week.

In witness whereof, I have hersunto set my hand this tenth day of
December, in the year of our Lord nineteen hundred and eighty-four,
and of the Independence aof the United States of dmerica the two
hundred and ninth.

iSigned) Ronald Reagan
{end text)




official text

DATE: 12/10/B4

REAGAN CITES LATIN AMERICA FOR SELF-DETERMINATION DESIRE (2,350)
(Transcript® Reagan Human Rights Day ceremony remarks!)

Washington -- President Reagan says the "desire for
sal f-determination”" today is "nowhers stronger than close to our own
borders in the lands of Latin America.”

In remarks at the White House December 10 during ceremonies
commemorating International Human Rights Day, the president said that
“in contrast to only a few years ago, today, more than 90 percent of
the people in Latin America and the Caribbean live in nations either
demacratically governed or moving in that direction."

'A411 who cherish human rights and individual freedom salute the
people of the Americas for their great achievements," Reagan said.

He also pointed out in his remarks that human rights violations
have occurred and are continuing to occur in many nations throushout
the world, including the Soviet Uniony Eastern Europe, South Africa,
Cambodia, &fghanistan and NMicaragua.

Following is the transcript of the president's remarks:

(begin transcript)

This ceremany marks more than another event on the White Houss
calendar or another worthy cause for the national agenda. For in
observing Human Rights Day, we rededicate ourselves to the cause of
fhuman dignity and freedom, a cause that goes to the heart of our
national character and defines our national purpose.

So today, we dare to affirm again the commi tment of the American
people of the inalienable rights af all human beings. In reaffirming
gur moral -- the moral beliefs that began our nation, we strive to .
make the United States what we pray to God it will always be -- a
beacon of hope to all the persecuted and oppressed of the world. #&And
we resolve that, as a people, wa'll never rest until the blessing of
liberty and self-government are extended to all the nations of the
earth.

Two years ago in London, when I called for a crusade for freedom
and human rights. I noted that these ideals embodied in the rule of
laws under God, and in the institutions of democratic self-government
were on the march. Because these iddeals represent the oldest and
noblest aspirations of the human spirit, I said then that this power
is irresistable when compared to totalitarian ideologies that seek to
roll back mankind's march to fresdom.

Todayy, I want to take special note of evidence that this desire for
szl f-determination, this recognition by the state, of the inalienable
rights of men and women gvarvuhere is nowhere stronger than close to
our own borders in the lands of Latin America. In contrast to only a
few years ago, today, more than 90 percent of the people in Latin
gmerica and the Caribbean live in nations either democratically
governed or moving in that direction.

While we're still doing all that we can to promote democratic
change in nations such as Faraguay and Chile, we must not forget that
aover the last five years, 1n Argentina, Bolivia, Ecuador, El Salvador,
Honduras, Panama, Peru, and most recently, in Uraguay, military Jjuntas
have been replaced by elected civilian governments. And just last
Monday, democratic values triumphed again as the pecple of Grenada
freely slected a new civilian prime minister.

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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Today, all who cherish human rights and individual freedom salute
the people of the Americas for their great achievements. And we
pledge to our neighbors the continued support and assistance of the
United States as they transform our entire hemisphere into a haven for
democracy, peace and human rights.

In other nations farther from our shores, we've also seen progress
toward reducing the repression of human rights and some strengthening
of democratic institutions. In some aof these nations which have
authoritarian governments, but friendly ties to the United States and
the community of democratic nations, auiet diplomacy has brought about
humane and democratic change.

But we know there are occasions when quiet diplomacy 1s not enough
-= when we must remind the leaders of nations who are friendly to the
United States, that such friendship also carries responsibilities for
them, and for us. And that's why the United States calls for all
governments to advance the democratic process and work toward a system
of government based on the consent of the governed.

From our beginning, regard for human rights and the steady
pxpansion of human Freedom have defined the American experience.  And
they remain todays the real, moral core of our foreign policy. The
.Lini'ted States has said, on many occasions, that we view racism with
repugnance. We feel a moral responsibility to speak out on this
matter, to emphasize our concerns and our grief over the human and
spiritual cost aof apartheid in South Africa.

To call upon the government of South Africay to reach out to its
black majority by endina the forced removal of blacks from their
communities and the detentions, without trial and lengthy imprisonment,
of black lesaders.

Such action can comfort only those whose vision of South Africa's
future 1= one of polarization, violence, and the final extinction of
any hope for peaceful democratic government. At the same time, we

fnote with satisfaction that the South African government has relesased
aleven black leaders, including the top leaders of two of that
country's most important labor unions.

Becsuse we care deeply about the people of South Africas, and the
future of that nation, we ask that the constructive changes of recent
years he broadened to address the aspirations of all South Africans.
Peaceful chanae in South Africa, and throughout southern Africa, can
come only when blacks and whites find a durable basis to live
together.

When they establish an effective dialoguey a dialogue sustained by
adherence to democratic valuesy, and a belief in governments based on
the consent of the governed. We urge both the government and the
people of South Africa to move toward a more Jjust society.

We pledas here today that 1f South Africans address the imperatives
of constructive change, they will have the unswerving support of our
government and people in this effort.

& few years ago, when I spoke of totalitarian ideologies as the
greatest threat to personal freedom in the world today and the most
persistent source of human suffering in our century, I also pointed
out that the United States, too, has faced evils like racism,
anti-Semiti=m, and other forms of intolerance and disregard for human
fresdom.

So, while we work to see human rights extended throughout the
world, this observance af Human Rights Day reminds us of our
responsibility to assure against injustice and intolerance in our own

land as well. And today, 1 call on the American people to reaffirm,
in our daily lives and in the workings of our private and governmental
institutions, a commitment to brotherhood and equal justice under the
law.

But we do a serious disservice to the cause of human rights if we
forget that, howsver mistaken and wrong, however stumbling the actions
of democracies in seekinag to achieve the ideals of freedom and
brotherhood, our philosophy of government permits us to acknowledge,
debate, and then correct mistakes, injustices, and violations of human
rights. Let us always remember the critical moral distinction of our
time -- the clear difference between a philosophy of government that
acknowledges wrong-doing and injustice and one that refuses to admit
to such inJjustices, and even Jjustifies its own assaults on individual
liberty in the name of a Chimeric utopian vision. Such brutal



affronts to the human conscience as the systematic éﬁppreggTEn o
individual liberty in the Soviet Union, and the denial of religious
gxpression by Christiansy Jews, and Muslims in that country, are
tragic examples.

Today, for example, the largest remaining Jewish community in
Europe, Saviet Jewry, 13 agaln being exposed to a systematic
anti-Semitic campaign. Ominously, teachers of the Hebrew language
have been arrested and their efforts to preserve their culture and
religion treated as a crime.

Soviet authorities are continuing to threaten many "refuseniks"
with confinement in psychiatric hospitals, expulsion from their Jjobs,
and internal exile. Yet thousands of Soviet Jews have applied for
remission to emigrate. We have, and =shall continue to insists that
those who wish to leave must be allowed to do so.

Our heart also goes out today to an individual who hes worked so
hard for human rights progress in the Soviet Union and suffered so
much for his afforts -- the kMobel Prize Laureatey Dr. Arndrel Sakharov.

Mothing mare clearly i1llustrates the absence of what our Founding
Fathers called a "decent respect to the opinions of mankind" than the
crual treatment of this great humanitarian.

The Soviet Union, i1tself, would do much to regain reszect within
the international community 1f 1t would allow academician Sakharow an’
his wife, Yelena Bonner, to live the rest of their lives in dignity 1
a place of their own choosing. We're pleased to have ths Sakharov's
son-in-law here with us todavy.

The Sakharovs are the best-known victims of human rignts violations
in the Soviet Union. But thousands of other Zoviet citizens, =uch as
Uri Orlovs or Anately Sheharansky —— whoss2 wife, Avital, is herse with
us today -- suffer in Soviet prisons and labor camps for the sole
crimes of expressing a personal opinion, seeking to emigratey or
openly s2xpressing their lowve of God.

ke Americans recognize a special responsibility to speak for the
oppressed, wherever they may be. We think here of special cases like
the persscution of the Baha'i religious minority in Iran. But we also
acknowledge a special obhliaation to speak for those who suffer the
repression of totalitarian regimes, regimes that refuse to acknowledge
and correct injustice and that justify absolute state rpower, even as
they =eek to extend their cruel rule to other lands.

Soy we call today, for all free pegples of the world to unite in
resisting and bringing to an end such intolerable practices as the
suppression of free trade unionism, the campaign against the church
and against political freedom in Micaraauay, the continuing Vietnamese

occupation of Cambodia, and the barbaric war waged by Soviet troops in
Afghanistan -- a war which began five years ago this month with the
Soviet invasion of that once non-aligned country. .

e but one of the tragic consequences of Soviet actions In
afghanistan, more than one-third of the pecple of that country have
fled from their homes and sought refuge in internal or external exile.

Finally, we welcome the recent steps taken by the Polish
government. But we urge that they are followed by lasting efforts for
genuine, national reconciliation through effective dialogue with the
Folish people. _ )

So today, we, the peaple of the linited States, in conjunction with
other freedom loving people everywhere in the world, rededicate
ourselves to the cause af human rights. To the cause of democratic
self-rule and human fresdom.

We reassert our belief that some day, the repression of the human
spirit and the special tragedy of totalitarian rule, will be only a
distant chapter in the human past. In doing so, we're deeply aware of
our nation's long struggle toward achieving these goals, and our own
heritage of seeking to promote these ideals throughout the world.

Thaomaz Jefferson told us, “the mass of mankind has not been born
with saddles on their backs." &and the poet, Archibald Macleish once
said* Some say the hope for "the liberation of humanity, the freedom
of man and mind, is nothing but a dream. They are right. It i1s. It
iz the American dream.”

Another areat American literary figure, F. Scott Fitzgerald,
suggested that America is "a willingness of the heart." Ne'vg
recently read a great deal about the young people of this nation about
whom some say, this willingness of the heart no longer exists.,
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Well, my own experiences with this generation suggest that the
traditional idealizm of the young, their hope to accomplish great
things, their willingness to serve the cause of humanity, 1s not only
intact, but stronger than ever.

fnd like every generation before 1ty this generation hungers for a
cause, for a mission that will take it outside itself and let it help
1ift humanity bevond the material, and the immediate, to new heights
of human and spiritual progress.

So, today, let us challenge the young Americans to make our nation

an even better example of what she was always meant to be -- champion
of the oppressed, defender of all who reach for freedom, and to the
right of self-determination. Let us challenge young Americans,

excited by technological and material progress, to insure that this
progress enriches political freesdom and human dignity as well.,. Here's
a challenge that's worthy of our youth, of their vision, their energy,
and their vigaor. Let our younger generation lead young people
throughout the world to join the democratic nations in promoting human
rights and self-government and the cause of human freedom.

The other night at the Kennedy Center, they had a choir, a United
Mations choir of 20 young peopley children, in the costumes of their

there, singing toasether, I couldn't help but think, good Lord, if we

.native countries from all over the world. and looking at them down

turn it all over to them, they'd get along just fine together. And
mayhbe the world should follow their lead.

There is in the Book of Genesis a story of great loss. It's a
story of man alisnated from his fellow man and turning to persecution
and hatred for others. Well, I believe that history is slowly working
itself back to the restoration of brotherhood and mutual respect among

all the peoples of the earth.

So, today, we rededicate ourselves ko this vision ang mission. We
de so mindful that human might and will alone cannot achieve this
goalé aware that our ultimate success will be determined by our faith
in the power of prayer, in the promises of Him who made us and even
now guides us in our guest for human dignity and fraedom.

Today is now, for the week beginning today, 1t is now recognlzed
afficially as Human Rights Week. And the 15th will be Human Rights
Day.

tend transcript)
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ETEIT} SHULTZ ADDRESS AT YESHIVA UNIVERSITY DECEMBER G
THE ETHICS OF POWER

FOLLOw ING IS THEE PREPARED-FOR-DELIVERY TEXT OF A SPEECEH
EY SECRETARY CF STATF SHULTZ AT YESEIVA UNIVEKSITY IN NEW
YORK CITY DECEMEER S, ENTITLED "THE ETHICS OF POWEEK ':

(BEGIN TEXT)

TONIGHT “S HANUKKAH DINNER COMMEMORATES THE MIRACLE OF Z12e

TEARS AGO. THE FLAME HAS BEEN A SYMROL FOR THE JEWISE PEOPLE .
THROUGHCUT BISTORY. DESPITE CENTURIES OF PERSECUTION, THF
SPIRIT AND THE PURPCSE OF THE JEwWISE PEOPLE HAVE BURNED
BRIGHTLY THROUGF TEE DARKEST TIMES; TO0DAY THEY ARE MOST VITAL
AND VIBRANT TBAN EVER. TEIS IS A MIRACLE TOO. BUT IT
CERIVES IN NO SMALL FART FROM YCUR PEOPLE’S FAITH AND
CEDICATION TO YQUR VOCATION AS PFOPLE OF THE WORD AND PEOPIE
CF THE BOOK. YCUR COURAGE AND MORAL COMMITMENT ARE AN
INSPIRATION AND EXAMPLE TO ALI OF US WHO VALUE QUR GREAT
CCMMON BERITAGE OF FREEDOM AND JUSTICE.

TODAY, AS WE MEET, A TERRIELF TRAGELY IS TAKING PLACE ON
THE OTHER SIDE OF 1BE GLOBE. THE ATROCITY OF THE TERRORIST
HIJACKING IN TEHRAN CONTINUES--A BRUTAL CHALLFENGE TC THF
INTERNATIONAL COMMUNITY AS WELL AS TG THE MOST ELEMENTARY
STANDARDS OF JUSTICE AND HUMANITY. ONE #AY OR ANOTHER, THE
IAW-ABIDING NATIONS OF THE WORLD wILL PUT AN END TO TEKRORISM
ANC TO THIS BAREARISM THAT THREATENS THE VERY FOUNDATIONS OF
CIVILIZED LIFE.

UNTIL THAT DAY COMES, Wk WIII ALl HAVE TO WRESTIE WITH .

INF DITEMMAS THAT CCNFRCNT MCRAL PEOPIE IN AN [IMPERFACT WORIT.
AS A NATION. WF ONCF AGAIN #ACF THER MORAL COMFLEXITY CPF ECW
WF ARF TO DEFENL DJURSFIVES ANT ACEIEVE »ORTFY ENTS IN 8
«CRIT WUEERE EVIL FINDS SAFE HAVEN ANL vAaGBhS ABUUNL.

TODAY'S ZVENTS MAXE THIS TORIC FESPECIAIIY RFIRVANT, PUT
IN FACT IT IS AN CLL IS55UFR. AS ICU xNOw 50 wELL, PFEILC-
SOPHERS AND SAGES HAVEGHAFFLED wWITH IT FJR CENTURIES,
ENGAGCING THE GRFAT JUESTIONS Or hUMAN EXISTENCE: whAT IS5 THE
FELATIONSRIF EFEIWEEN TFE INDIVIDUAI AND KIS OR EER GOL, BETWEEN
TRF INDIVILUAL ANC BIS Oh HEk COMMUNITY, AND BETwzEN CNp°'S
COMMUNITY AND TFE REST OF THE «OKLD? EOe DU WE MAKE TRE
DIFFETCULT MCRAL CHCICES THAT INFVIT£ELFY CONFRONT US AS We
SEEX TO ENSURF PBCTF JUSTICE ANC SURVIVALTY TRE EIRLE AND
TEE COMMENTARIES OF THE TALMUD PROVIDE MANY ANSWERS; ThHEY ALSO
LEAVE MANY DUESTIONS UNANSWEHED, #hICH ACCURATELY REFLECTS
THF PREDICAMENT OF BUMANKIND.

AS AMEHICANS, WF ALL DRIVE FROM CUR JULAEC- CERISTIAN
FERITAGE THE CONVICTION THAT OUF ACTIONS SEOULD HAVE A
MORAL BASIS. FOR THE TRUE SOURCE OF AMERICA S STRENGThH AS &
NATION FAS EREN NEITHER OUR VA:ZT NATURAL RE5OURCES NCR OUR
MILITARY FROWESS. IT IS, AND HAS ALwWAYS EEEN, OUR FASSICONATE
CO@MMITMENT TO CUR ILEALS.

UNLIKE MOST GTHER PECPLES, AMERICANS AKE UNITED NFITHER
FY A COMMON ETHENIC ANMD CULTURAL ORIGIN NOF BEY A CCMMON SET OF
RELIGIOUS EFLIFFS. PBUYT wE ARE UNITEL BT A SHARED COMMITMENT

10 SOME FUNCDAFENTAL EEENFFF}ES; 1GLERAHCE1_PFHGCHACT._
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ECUALITY UNDEE TEE LAwW, AND, APUVE ALL, FREEDUM. #F FAVE
CVERCOME GREART CHALLEINGES IN CUEK HISTCRY LARGELY ERECAUST WE
FAVE FELD TRUE TO THESE PRINCIPLES.

THF IDEALS THAT WF CHERISH HErk AT HOME ALSU GUILE US IN
CUR POIICIES AEROAL. EEING A MUKAL PEOFLE, WE SEE{ TC
DEVOTE CUR STRENGTH TC THE CAUSE OF INTERNATIONAL PEACE AND
JUSTICF. BEING A FCwWERFUL NATICN, wE CONFRONT INEVITAELE
COMPLEX CHOICES IN HCw WE GC APOUT IT. WwITH STRENGTF COMES

MORAL ACCOUNTAPILITY.
HEFRE, 100, THE INTELLECTUAL CCNTwIBUTION Cr TEE JewlSE

TRATIMTON HAS FROVIDEL A GrEAT h¥SUURCF.

THE GALMJD ATLHFSSES A FPUNCAMENTAL ISSUEF THAT TEIS NATICN
FAS WRFSTLETD WITH EVER SINCE Wb BECAME & ZREAT EOWFTR WITC 'N—
TFRNAT IOCNAL RFS3PONSIFILITIRES: aiw 10 sJduek wWHEW Thak USE OF
CUR PCWFR IS RIGET AND wHEN IT IS wRONG. 1KE TALMJD
UPHOLT TFE UNIVFRSL LAw OF SFLF-TEFENSE, SAYING, 1F UNE CCMES
TO KILL YCU, MAKF YASTE AMD &ILL FIM F1aST.  CLFARLY, S LONS3
8S THREELTS EXIST, IA¥—ATRIDING NATIONS HAVE TFE RIOFT AND
INDYED THE TUTY TO FRCTECT THEMSELVES.

THE TAIMUD TREATS THE MORE CCMELICATED ISSUL AS wbhIL:
FOW 4ND WHEN TC USF FOWEH TG DEFFND ONF'S MATION REFORE 1HE
TPREAT HAS AFPFAREC AT TFE DUChSTEF. HEKE TEE TALMUL UrFERS
M) DFFINITIVE ANSwER. BUT IT 1S PRECISELY THIS DELEMMA
THAT WF MOST CFTIEN CCNFRCNT ANT MUST SEEK TO RESOLVE,

FCRk TEE WORLD"S LEADING LEMCGCRACY, THF TASK 1S NOT ONLY
IMMETTATF SELF-PRFSERVATION BUT NUR RESPONSIFILITY AS &
FROTECTCE CF INTERNATIONAL PEACE, ON #HOM MAN! CTHER
COUNTRIES RELY FOR TYEIR SECURITY.

AMFRICANS HAVF ALwWAYS DEEFLY RELIEVED IN A WORLD IN WHICH
TISPUTFS WERF SFTTLFET FEACFFULILY--A WORLLD CGF LAW,
INTERNATIONAL HARMONY, AND HUMAMN RIGHTS. BUT #E EAVE LRARMELD
THRCUGH BEARD EXPERIEANCF TEAT SUCH & wOHLD CAMNGT SF CREATFD PRY
GOCD WILL AND ITEALISM ALCNE. WF EAVF LEAnRNED THAT TO
MAINTRIN PEACF wE HAL TO BE STRONG, AND MCRE TEAN THAT. WE GAQ
TC BE WILLING TC JUSY OUR STRENGTEH. wE wOULZ ANCT SEEs& CON
FRONTATION, BUT WE LEARNED TRE LESS CF THE 1€3@°°--THAT
AFFEASEMENT OF AN AGGRESSCR ONLY INVITES AGGRESSION AND
INCHFASES TKE CANGER CGF wAE. CUR DETERMINATION: TO Ek
STRONG FAS AIwiYS FEEN ACCOMPANIEC EY AN ACTIVE AND CREATIVE
CIFLOMACY AND & WILLINGNESS TO SCLVE PROBLEMS FEACEFULLY.

AMERICANS, PEING A MORAL FZOPLE WANT OUR FOREIGN EOLICY

-1C REFLFCT THF VALUES WE ESPUSF AS A NATION. BUT, FEINS &
FRACTICAL PROFLE, wE ALSC wANT OUR fOREIGN FOLICY TO EE
FFFECTIVE. AND, THEREFORE, WE AFE CONSTANTLY ASKXING
CURSFLVES HGO« TC RECONCILE OUR MJIRALITY ANT COUR PRACTICAL
SENSF, BEGW TO KELATF OUR STRENGTH TO OUR FUKPOSES--IN A
®»ORD, FOw TO RELATE POWER AND DIFIOMACY.

HON DO WE PRESERVE PFACE IN A WORLD GF NATIONS WEERE THE
USE CF MILITARY POWER IS5 AN ALI-TOCG-COMMON FFATURE UF LIFEF?
CIEARLY, NATIONS MUST BE ABIF 70 PROTECT TFEMSELVES WEEN FACED
wITH OBVIOUS THREAT. FEUT WHAT ABOUT THOSE GRAY AREAS THAT
IIE SOMZIWHERE FETWEEN AII-OUT wAE AND ELISSFUL BARMONY?

EO¥ DO WE PROTECT THF PEACE WITHCUT PEINMG WILLING TOU RESORT
TC THE ULTIMATE SANCTION OF MILITARY POWER AGAINST TEOQSF
WHO SEEK T0 DESTRCY THE PEACE?

AMERICANS HAVE SOMETIMES TENDED; TO THINK THAT PCWER ANT
CIPLOMACY ARE Tw#G CISTINCT ALTERNATIVES. TEIS REFLECTS A
FUNDAMENTAL MISUNDERSTANLING. TEE TRUTH 1S, POWER AND
[TPLOMACY MUST ALWAYS GO TCGETEER, Oh WE WILL ACCOMPLISE
VERY TITTIE IN THIS WORID. POWER MUST' ALwWAYS ®E GUIDED RY
FURPOSE. AT THF SAME TIMF, 1EF HARD KFALIGY IS THAT
CTELOMACY NOT PACKEL FY STRENSTH #ILL ALwWAYS RE INEFFECTUAL
AT BREST, DENGEROUS AT WORST.

AS WE IOOK ARCUND THE WCFIT, wF CAN EASILYSEE FOw
IEORTANT IT IS TEAL PCwEK AND DIPLOMACY 3C EAND IN HANT TM
CUR FORFIGN PCLICIFS.

IN TFF MIDLLY FAST, FOR INSTAMCE. TEF uNITFLC STATFS IS
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CEEPLY ANC FEEMANENTLY COMMITTED TC PEACE. OJR GOAL EAS BRIN
URAGE NEGOTIATION OF A PEACEFUL SETTLEMENTOF TH
ARAB~ISRAELI CONFLICT. AT TEE S AVE TIME VE HAVE ONCLAD
COMMITMENT TO TBE SECURITY OF ISRAEL. wE EELIEVE
TAAT ISRAEL MUST BE STRONG IF A LASTING PEACE IN THE REGION IS
TO BE ACEIEVED. THE ISKAELI PEOPLE MUST BE SURE OF THEIR OWN
SECURITY. THEY MUST BE SURE THAT1 THEIR VERY SURVIVAL
CAN NEVER BE IN DANGER, AS HAS HAPPENED ALL TOO OFTEN IN THE
BISTORY OF THE JEWISH PEOPLE. AND EVERYONE [N THE REGION
UST REAIIZE THAT VIOLENCE, AGGRESSION, AND EXTREMISM CANNOT
SUCCEED, THAT NEGOTIATIONS ARE THE ONLY ROUTE TO PEACE.

IN CENTRAI AMERICA, AGGKESSION SUPPOKTED RY NICARAGUA,
CUBA, AND TBE SOVIET UNION THRFATENS THE PEACE AND MOCKS TEE
YEARNING OF THE PEOPLE FOk FKEEDGM ANL DEMOCKACY. ONLY A
STEADY AFPLICATION OF OUR DIPLOMATIC AND MILITARY STRENGTR
OFFERS REAL HOPE FOR PEACE IN CENTRAL AMERICA AND SECURITY FOR
TRE BEMISPHERE. WE BAVE SOUGHT A DIALOGUE WITH TEE
NICARAGUAN LEADERSEIP. WE BAVE GIVEN FULL SUPPORT TO TRHE
CONTADORA PEACE EFFORTS. WE HAVE PROVILED POLITICAL AND
ECONOMIC SUPPORT T0 THOSE IN THE REGION WHO ARE WORKING FOR
FEACE AND FREEDOM. BUT WE BAVE ALSO PROVIDED DEFENSE
ASSTISTANCE TO THE RFGION TO HELP ESTABLISH A SHIELD BEEIND &
WHICH . EFFECTIVE DIFPLOMACY CAN GO FORWARD.

IT IS AS IN QUE RELATIONS AITH THE SOVIET UNION.
AND ON THE 1SSUE OF ARMS CONTROL, THAT UIPLOMACY ALCN® WTIL
ADT SUCCEED. #E EAVE ACTIVELY SCUGEY WEGOTIATION
«1TH THE SOV'T UNICN TC REDUCE THE NUCLEAR AhoEnAL> v EuTH
SIDES, EUT WE WAVE ALSO CONTINUED TC MODERNIZE OUR OWh FORCES
10 ENSURF CUR SECURITY ANT 1HAT OF QUK FRIENDS AND ALLIES.
KO AEMS CCNTROL NFGCTIATION CAN SUCCEEL IN COUNDITIONS Ok
INFOUALITY. ONLY IF THE SOVYIET LEADEHS SEE TEE wEST AS
CETFRMINED TC MODERNIZE ITS Owh :ORCES wILL TneY SEL AN
INCENTIVE FOR AGREEMENTS SETTING EQUAL, VERIFIAELE, AND
LO¥ER LEVELSOF ARMAMENT.
THE NEED TO COMBINE STRENGTH AND DIPLOMACY IN QUR
FOREIGN POLICES IS ONLY ONE PART UF THE ANSWER. TEERE ARE
AGONIZING DILEMMAS INHERENT IN ANY LECISION TC USE OUh PCWERH.
FUT ®WF DO NOT FAVE TO LCOs EARC 10 FIND EXAMFLES WHERE TEE USE
OF PCwFh EAS BEFN FOTH MORAL AND NECESSARY. .
A WEEX AGCO, AN EILECTION WAS EELD ON ThH: ISLAND GF
GRENATA, THE FIRST FREE ELECTION HELD IN THAT COUNTRY SINCE
1g76. [F WE HAD NOT SEUWN TR wILL TO USE OUR STRENGETH
10 LIBERATE GRENADA, ITS PEOPLE wOULD YET EE UNDER THE
TYRANT ‘S ROOT, AND FREFLCM WOULDP BFF MERELY A DREAM.
SRENADA IS A TINY COUNTERY, ALTHOUGH TEERE WERE SOME
TCUGE ACTIONS, AS MITITARY CAMPAIGNS GO, IT WAS CUICKIY DONE.
FUT THY® MORAL I3SUE IT POSED wAS CF ENORKMOUS IMPCRTANCE ¢OR
THE UNITED STATES.
WEAT WE CID wAS LIRERATE A COUNTRY, TURN IT BACa TO ITS
CAN PEOPLF, ANT WITHLRAw OUR FCRCES. WE LEFT--EVEN THOUGH
GRENADANS BEGGEL US TC STAY. THE AMERICAN PEOPLE UNDERSTOOT
IMMEDIATELY THA1 WE HAL DCNE SOMETHING GOCL AND DECENT IN
GRENADA--SOMETHING wE COULD BE PRCUL CF--EVEN IF A IEW
AMFRICANS WERE SO MISTRUSTFUL OF THEIR OWN SCCIETY THAT TPEY
FFAREL ANY USE OF AMERICAN POWER. 1. PUK ONL, AM THANKSFUL
TRAT TERE FRESILENT HAD THE COURAGE T0 DO IT. YES, GREMADA
WAS A TINY ISLAND ANLC RELATIVFELY EASY TO SAVE. BUT WHAT
«0ULD IT MFAN FOR THIS COUNTRY--Oh ¥Ck CUR SECURITY
COMMITMENTS TC OTHER COUNTRIES--IF &E ®ERE AFRAID TO DO EVEN
THAT? ;
“E HAVE TO ACCEPT THE FACT THAT OFTEN THE MORAL
CHOICES WILI PE MUCF LFSS CLEARLY DEFINED THAN THEY WERE
IN GRENADA. OCuUR MOBALITY, HOWEVER, MUST NOT FARALYZE US.
CUR MORALITY MUST GIVE US THE STRENGHT TO ACT IN SUCH
TIFFICULT SITUATIONS. THIS IS THE BURLEN OF STATESMANSHIP.
AND WBILFE THFRE MAY BE NO CLEAR RESOLUTIONS TO MANY OF
TRE MORAT DILEMMAS 4E WIII BE FACING IN THE FUTURE, AEITBER
SHOULD WE BE SEDUCED BY MORAL RRLATIVISM. [ THINK «F CAN
TELL THE DIFFERENCE PETWEEN THE USE AND ABUSE OF FOwkh.
THE USE OF PCWER IS LEGTTIMATE:

o e



.a-'".1|r""

-- "NOT WHEN IT CRUSHFS THE BUMAN SPIRIT AND THAMFIFS
AUMAN FREEDOM, BUT %FEN IT CAN FEIP IIBEPATE A
PEQPLF OR SUPFORT THE YEARNING FOR FREFDOM:

-- NOT WHEN IT IMPOSFS AN ALIEN WILL ON AN UNWTLLING
PECPIE, BUT WHEN ITS AIM IS TO PFRING PEACE OR 12
SUFFORT PEACEFUL PROCESSES; «HEN IT PREVFNTS OTHEFRS
FRCM ABUSING THEIR ECWER THROUGH AGGR¥SSION OF
OPPRESSION;

—— ANT NOT WHEN 1T IS APPLIED UNSPARINGLY, WITHOUT
CARF OR CONCFkN FOR INNOCENT LIFE, BUT WHEN 1T I3

AFPLIED WITH THE GREATEST EFFORTS TO AVOID UNNFCFSSARY
CASUALTIES AND WITH A CONSCIENCE TROUELED BY TRE PAIN
UNAVOICAFLY INFLICTED.
OUR GREAT CHALLENGE 1S5 TO LEARNTOQ USE OUR POWER ¥HFN IT
CAN TO GOOD, #HEN IT CAN FUKRTHER THE CAUSE OF FREEDOM AND
ENEANCE INTEERNATIONAL SECUKITY AND STABILITY. WHEN WE ACT
IN ACCORDANCE WITH OUR PRINCIPLES AND WITBIN THE REALISTIC
IIMITS OF QUR POWER, WE CAN SUCCEED. AND ON SUCH
CCCASIONS WE WILL EE ABLE TO COUNT ON THE FULL SUPPORT
CF THE AMERICAN PEOPIE. —
THERE IS NO SUCH THING AS GUARANTEEL PUBLIC SUPPORT IN
ADVANCE. GRENALA SHOWS THAT A PRESILCENT WHO HAS THE
COURAGE TO LEAD WILL WIN PUBLIC SUPPORT [F HE ACTS WISELY
ANLC EFFECTIVELY. ANL VIETNAM SHOw THAT PUBLIC
SUPFORT CAN BE FRITTERED AWAY IF WE DO NOT ACT WISELY AND

EFFECTIVELY.
AMERICANS WILL ALWAYS BE RELUCTANT TO USE FORCE. IT IS

THE MARK OF OUE DECENCY. AND CLEARLY, TEE USE OF FORCE MUST
AIWAYS BE A LAST RESCRT, WHEN CTHER MEANS OF

INFLUENCEBAVE PROVEN INADEQUATE. BUT A GREAT POWER CANNOT FREE
ITSELF SO EASILY FROM TEE BURDEN OF CHOICE. IT MUST REAR
FESPONSIBLITY FOR TEF CONSEQUENCE OF ITS INACTION AS WELL AS
FOR THE CONSEQUENCES OF ITS ACTION, IN EITHER CASE, ITS

CECISION WILI AFFECTI THE FATE OF MANY O1HER HUMAN BEINGS IN
“ANY PARTS OF THE «ChLD.

ONE NZED ONLY CONSIDEh, AGAIN, THE TRAGIC RESULT OF
THE FAILURE TO USE MILITARY FOKRCE TO DPETER WITLEK BEFORE
1€3¢. IF THE DEMOCHACIES HAD USEL THEIR POwER PRULENTLY
AND COURAGEQUSLY IN THE EARLY STAGES OF THAT.EUROPEAN CRISIS,
THEY MIGHT HAVE AVOILED THE AWFUL NECESSITY OF USING FAR
GREATER FORCE LATER CN, WHEN THE ChISIS HAL BECOME AN
IRREVERS IBLE CONFRONTATION.

THOSE RESPONSIBLE FOR MAKING AMERICAN FOREIGN
FOLICY MUST BEF PREPARED TO EXPIAIN T0 THE FUBLIC IN CLEAFR
TERMS THE GOALS ANL THE REQUIREMENTS OF THE ACTIONS THEY
ADVOCATE. ANT THE MEN AND WOMEN wWHO MUST CARRY OUT TEESE
CECISIONS MUST BE GIVEN THE RESOURCEE TO DC THEIR JOB
EFFECTIVELY, SO THAT WE CAN COUNT ON SUCCESS. |IF WE MEET
THESE STANDARDS, IF wE ACT WITEWISDOM AND PRUDENCE, AND IF Wk -
ARE GUIDEL BY OUR NATION’S MOST FUNDAMENTAL PRINCIPLES, WE
WILL BE A TRUE CHAMPION OF FREEDOM ANL BULWARX OF PEACE.

) IF ONE WERE LCOKING FCR A MODEL OF HOW NATIONS SHOUIL
APFROACH THE DILEMMAS OF TRYING TO BALANCE LAw AND JUSTICE
WITH SELF-PRESERVATION, CNE NEED LOOK NO FURTHER THAN ISHAEL.

IT IS NOT TBAT ISRAEL BAD MATLE NO MISTAKES IN ITS BISTORY.
IN THIS wORLD, THAT IS TOO MUCE TO ASK OF ANY NATION. BUT
THE PEOPLE OF ISRAEL, IN KEEPING WITH THEIR TRADITION, HAVE
ENGAGED IN OPEN, CONTINUAL, ANL ENLIGETENEL DEBATE OVER TEE
CENTRAL QUESTION OF WHEN IT IS JUST AND NECESSARY TC USE
FOWER. IT IS5 ALL THE MORE PRAISEwORTHY WHEN ONE CONSIDERS
THE GREAT PERILS TO ITS SURVIVAL THAT I[SRAEL HAS FACEL
TRROUGHOUT ITS BISTCRY. ITS5S NEED FOR STRENGE SHOULD
EE SELF-EVIDENT; YET ISRAELIS NEVER CONSIDER THE ISSUES
CF WAR AND PEACE WITHOUT DEEBATING IN TERMS OF RIGHT AND

WRONG.



WE IN AMERICA MUST BE NO LESS CONSCIOUS OF TFE MORAL
RESFONSIBIITY INBERENT IN QUR ROLE AS A GREAT POWER AND AS A
NATION DEEPLY DEVOTEL TO JUSTICE ANLD FREEDOM. WE LOOK
FORWARD TO THF LAY WHEN EMPIRE AND TYRANNY NO LONGER CAST A
SHADOW OVER THE LIVES OF MEN AND WOMEN. WE LOCK FORWARD TO
THE DAY WHEN TERROKIST, LIEE THE HIJACKERS IN TEHEAN, CAN FINID
MOT ONE NATION WILLING TO TOLERATE THEIR EXISTENCE. BUT
UNTIL THAT DAY COMES, THE UNITED STATES WILL FULFILL THE ROLF

THAT HISTORY HAS ASSIGNED TO

THE UNITED STATES MUST BE A TIRELESS SENTINEL OF
FREEDOM. WE MUST CCNFRONT AGGRESSICN, |WE MUST DEFEND WHAT
IS DFAR TO US. WE MUST KEEP TEE FLAME OF LIBERTY BURNING
FOREVER, FOR ALI MANKIND. /

OUR CHALLENGE IS TO FORGE POLICIES THAT KEEP FAITE ¥ITH
CUR PRINCIPLES, WE KNOW, AS THE MQST POWERFUL FREE NATION ON
EARTH, THAT OUR BURLCEN IS GREAT, EUT SO IS OUR OPPORTUNITY
T0 DO GOCL. WwF¥ MUST USE OUR PCwWER WITH DISCRETION, BUT WE
MUST NOT SHRINK FROM THE CEALLENGES POSED EY THOSE wHO
THREATEN OUR ILDEALS, OUK FKIENLS, ANLC OUR KEOPES FUR A RETIEK
WORID. (END TEXT).

(FRECEDING ADVANCE MATERIAI FOR RELEASE AT 212@ GMT,
LECEMEFk 8).
ITEM
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CONSULTANTS ON PUBLIC RELATICNS
& POLITICAL AFFAIRS

~>
December 9, 1984 /0

The Honorabls Shimoai Peres %7—) Jﬂ

Prime Minist :r of Israel
Officz of th = Prime Minister /

Jerusalem 3

A @

| Tom Dine, Executive Director of the American Israel

| Public Affairs Committee (AIPAC), and his executive officers
committee are arriving in Israel on January 4 for a week
of intensive briefings on the political, economic and mili-
tary situation.

Dear Mr. Prime Minister:

On their behalf, I would like to request a meeting
with you on Thursday, January 10, at 2:00pm.

AIPAC, as you know, is the American Jewish organization
dedicated to lobbying the Congress to support a strong U.5.-
Israel relationship. Its senior officers are among the most
politically active Jess in America. They are coming to en-
hance their knowledge of lsrael's current and pressing con-
cerns, and will return to the United States as a new Congress

CONVENEs . .

With best wishes

Sincerely,

Leonard J. Davis
Director

9 Washington Street 94187 Jerusalem, lsrael Telephone: 02-225398
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NEWS SUMMARY - SATURDAY - DECEMEER B, 1984

RELIGION

MANY JEWS FEEL U.S. IS HOMELAND - OLD DREAMS OF A FUTURE IN ISRAEL FADE

T

Wash. Post, Cornell:"Next year in Jerusalem,' is the old dream of the scattered

faithful of Judaism that somc day they all would again be gathered in Israel,
thelir spiritual homeland, But the goal has changed for many Jows in America.
-+ «Rabbi David M. Gordis of the American Jewish committee has put In forth-

right terms.."that we are part of a proud and self-confident Jewish community
that can, and will, survive creatively In this country, in a constructive and

mutvally enhancing partnership with Israel."

PERES SAYS WITHDRAWAL COMES FIRST

Phil. Ing., Bell:Israeli Prime Minister Shimon Peres said yesterday that the

problem of southern Lebanon was the biggest obstacle to reviving the Mideast
peace process and that his top priority was an informal agreccment with Syria
on an Israeli withdrawal from the area. Peres, on an official visit to France,
said in a television inrerview that his second priority was summit Lalks with

Egypt to resolve problems between the countries.

SHARON WORDING UNDER SCRUTINY

Phil, In%., Rantrowitz:...Time has said that its story was "substantially true"
and that Sharen's reputaticn could not have been damaged by the story because

he was already a controversial figure in Israel. Israel's offlelal Xahan
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Commission report on the massacre was highly critical of Sharon, and shortly

after irs release he was forced to resign from rhe Defense Miniarry.

«+«The former chief of Time's Jerusalem bureau testified yesterday that if he
were preparing the article now, he probably would use different words ip the

paragraph that is at dispute in Ariel Sharon's $50 milldion 1ibel suit asainst the

magazine.

- EDITORIALS

A NATIONAL LEA1 R SUGGESTS - WHY JEWS VOTED HEAVILY FOR WALTER MONDALE

The Evening Sun, Mann:... Jewish voting patterns in the 1984 election also tell

us that rich and poor alike, young and old alike, there are certain deeply

felt values that jews still hold-the well-to-do as strongly as their less well-

to~do parents and their economically disadvantaged grandparents, For those Jews

sho are disappn{nned by the election results, that is no small consolation,
| d

MUBARAK'S CLFAR THINKING

Eosten Globe (7.12,84):...Fer 4ll his luedidiry, Mubarak is living proof

of the power of nationalsim - that vestige

to sink into the dustbin of history,

of an irrational past which refuses

thereby mocking the dream of all anarchiscts,

the prophecies of Karl Marx and the Illusiens of US policy makers.

NMINAY
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NEWS SUMMARY - SUNDAY - DECEMBER 2, 1984

39 CAPTIVES ARE FREED IN TEHRAN-2 AMERICANS AMONG THOSE STILI HELD: TRIALS THREATENEDT

Mash, Post, Wood:Arab hijackers holding a Kuwaitd airliner at Tehran's Mehrahad ;H\:

Afrport released 39 more hostages today but kept two Americans and three Ku-
waitl passengers after vowing to "keep the guilty ones on the plan," dipiomatic

sources and the Iranian news agency said.

KUWAIT, IRAN SWAP CHARGES ON HIJACKING

Wash. Post, Ottaway:The Kuwaiti parliament called upon Iran today "to seriously'

intervene to secure the safety of all passengers and crew” of a hlijacked Kuwalti
jetliner in Tehran after a 3k-hour, closed-door fession as the two countries

traded charges over who was responsible for the impasse, ;

U.S. SEEKS WAY TO HALT TERRORISTS .

The Sun, Trewhitt:The latest episode, in which Atab-speaking terrorists are holding

a Fuwaiti airlines plane at Tehran's airport, “"has made the frustraticn

State Department almost palpable,” the diplomat said. .,. A special group has been

mobilized in the State Department to nonitor developmenta in Telran. Some of its
*lﬁﬂ@frss the diplomat said, "have been warning the White House that our credl-

bility abroad and at home is more and more at stake, The publie, I think, is

now attuned to the problem and is becoming impatient,"

oS i s
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PERES: LIMITED SYRJTA PACT "POSSIBLE"

Phil. Ing., Wire Serv.:FPeres told Israel State radio in a telephone interview:

"My impression on Syria's position is that from a strategic point of view,

Syria remains a very extreme country.” "From a tactical point of view, it Is

possible here and there to come to an agreement of a limited nature," he added.
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¥ews Summary Saturday December 8, 1984
ND- Slovan- * Mideast Talks Secen": After meeting with Sec. of Defenee
Weinberger, Prime Minister Margaret Thatcher made the predlctlnn that
Fresident Reagan would soon resume efforts to mediate a Mideast peace.

e Bl . e e ——

In a Cairo interview Mubarak warned about eroding U.S. influence. Thatcher ./

aleo met with King Hugsein. He complained about the U.S. not being

able to halt settlements in the West Bank. Thatcher stressed the unity

of Arab nations in order to negotiate successfully.

-2A.FP.- Paris- Peres said that France's links with Syria and Lebanon
could play an important role in solving the problem of Israel's two
year occupation of southern Lebanon,

NYT- A,P,- Puge 1- " Hijackere Threaten More Killings After 4 are sglain

to kill two Kuwaitis still aboard the hijacked plane. Reports indicate
that 50 more people are still abacard., Iranian press agency said that
8 more passengers had been released. The terroriste are demanding

the release of 14 Kuwaiti prisoners lyéxchhnge for the remalnlng
hostages. ( see ND,)

NYT=- Terence Smith- "U.S, Crticizeg Iran'se Handling of Hijackere and
Publicity for Them, " : At a hastily scheduled White House news
conference the President asserted that the Iranians had not been

between the hijackers and the Iranidne. It now appears the Hijackers
boarded the plane in Dubai in the United Arab Emirates, There

T is no confirmation of reports that the hijackere were able to bring

on more weapeons once they landed in Iran. ( see ND, )

FYT- Lubasch- A Time magazine burecau chief testified today that he
believes the disputed article was fair but that he would write it

{( see KD )

Claude Cheyssnn as Foreign Minister to Mr Mitterand., Dumas is & close

- T i

at Iran Airport": Two more shots ware heard after hijackers threatened

‘ somewhat differently today. He indicated that some changes in the words
were made by editors in NY. He did not regard the changes as significang.

l XNYT- Vinocour- " France REE}aces Foreign Minisfer": Roland Dumas replaces

personal friend. Cheysson will become Member of the European Commssion,

as helpful as they could be. So far there is no evidence of collaboratign
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Bungled events in Chad led to the dismissal. ( story accanpanied by
picture of Feres laying 2 wreath at the tomb of the unknown soldier
at t Arc de Triomphe. Haaretz stated that negotiations for nuclear
| plante are further advanced than officially admitted and that cnnntructinl

would begin soon )

] .~ Another wedding this one at the NY colesium between two prominent
| membe rs of the Muncas sect of Basidic Jews. Only 3,000 guests are expectes

\§YT=_ Smith- " ° Civilization and Jews'Enjoys Broad Appeal” : Research
*aompiled by publ jc television station shows the nine part series was
iviewed by an estimated 50 million people. Prodycers of the series were
!worried it would have m limited appeal. The series will be available
ion video caesette.
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_milirary cooperation betwcen Saudi Arabia and the US,

P 17D ayT LMY AT LAvm 'Y Laa0 , 712100 |, Nvayn YD, 21308 59K
NEWS SUMMARY - FRIDAY - DECEMEER 7, 1984

COLUMNS

hEAWASH. POST-JACK ANDERSON-"Heritage Foundation Throws A Right" The Heritage

Foundation is about to release a Yeport that will econtaln a tough assessment

of the Reagan administration's performance in the Middle East. The Teport ch-
argea: "The administration failed to develop a clear policy on the Arab-Israeli,
Lebanese and Irag-Iran conflicts or on relacions with Israe]l and Saudi Arabia.
Persistent confusion in policy has been the result." Other highlights in the
Yeport include: Lebanon, Saundi Arabla, Syria, Israel, Libya, and the Irag-Iran
war.0n Israel the report nayu:"HQEpen and extend the strategic relationship
with Israel as it relates to the Soviet Union and its praxies,” Try to de-em-
phasize the West Bank controversy, it urges.

THE PRESS REPORTS

Juror In Sharon Trial Excused From Servi

WASH. POST-Denton- A Jurer in Sharen's libal case against Time Ine, confessed
to the judge this merning that she had been 80 emotionally stirred by the teg=
timony of Time correspondent David Halevy ~ "a very patrietic person,” she
called him -~ that she dig not believe she could be objective in reaching g ver-

dict. The judge excused her from serving, and will select six of the remaining
nine jurors to decide rhe case.

Sen., Perey Says He Has No Regrets About Votes On Middle East IsquE

BhAACH PDST~Q§erdnrf¢r—Percy gays he has no regrets about his votes on ATms sales

to Saudi Arabia and other Middle East issues despite their tole in his defeat

for reelection - including thelr part in motivating a mysterious millien-dollar
anti-percy blitz by a California businessman.Michael R. Goland, as an independent
citizen, spent more than $7000,000 to defeat Percy, A source close to Goland said
the final figure would bhe c¢losc to $1.2 million, In additiorn to the Coland spend-
ing, pro-lsraeli political actlon committees gpent heavlily against Percy.

Weinberper Sces Saudi King

WASH, Tlﬂﬁggfuirqgl—weinberger met with King Fahd of Saud!i Arabia und other Saud{
officials yesterday for talks expectad to focus on military cooperation, The LS
official met with the Prince Sultan earlier in the day and discusscd bnosting

Black éentemhﬁr Active Anew

WASH. TIMES- (Wireg)=The radical Palestiniap guerrilla group Black September, which
claimed fesponsibility for the assassinatien of =a Jordanian diplomat in Romania
tvo days ago, =aid Yesterday it iy resuming "ravalutiﬂnary activities "
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WRER(ISA TODAY - (Wires)-Hussein said Thu

New Diplematic Movemenr From Peres, France

***CHRISTIAHH§CI. MON.-Echikson-The slgns of Peres in France are intriguing.

Mitterrand visited Assad in Syria last week and is expected to report-to
Peres over lunch Thursdav. At the game time. Eevntian Foreien Ministaer Bu-
trog Ghali has been in Brussels trvinge to drum ue Euronean sunnort for an
international Middle East neace conference. And Hussein and Rabin. were
renortedlv both in London. but they were not expected to meet, Officlals
here warn against cxpecting any immediate dramatic Eurepean initiative,
Just like the US, France and Britaln suffered heavy losses in Lebanon last
year, both European countries are wary about involving themselves once

more in that troubled country's affairs,Peres cald, "Thanks to her contacts
in the Middle ist, France eap play an important apd constructive role in
the search of peace," Peres said.Looking to Paris and Europe in general,ip-
stead of Lo Washington, Tepresents a new Israeld attirude,

Shamir: Peace Or PLO Only Cholce

BOSTON GLOBE - {Htre;i:hﬁgypt and Jordan muat choose between support for
the PLO and peace with Israel, Shamir said yesterda

¥ in a speech to Parl-
lament., "The two are incompatible," he told the Knesset, He called it 3

"vain dream and a dangerous 1llusion" for Jordan to think that Israel will
Teturn to its 1949 borders in teturn for peace,

Britain? King Hussein Criticizes Israelil Policy

rsday that Israel's goals In the Middle

& = which he says aim ro break up existing
¥mE Arab states 1n order to dominate the area, Hussein sald "an explosive sit-

uation" wauld develop unless Shere is a change 1n Israeld pelicy. He gaild Ig-
rael's cccuparion of southern Lebanon and its extension of control over the

West Bank and Caza Strip are designed to leave "every Arab state 1{ke Lebanon
in disarray."

East are beginning to vesemble Iran'
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Columns:
##%¥ND- Anderson-"Reagan under fire from right wing Over Middle East®:
Some conservatives unhappy with Reagans more moderate” policies will

de-emphasize the West Bank controversy.

Liberation Organization nor the U.S. all interested parties in any
negotiation. Peres's invite to Hussein to negotiate directly will

recognize the need for the xind of beld, imaginative diplomacy that
r Anwar Sadat had used, will there be a real chance for peace.

therefore pose a risk by allowing him to leave. In fact his work

couched in anti=-semitic rhetoric.

be pleased by the forth coming Heritage Foundation report. It charges
the administration failed to develop a clear policy on the Arab-~Israeli
lebanese and Irag-Iran conflicts, on relations with Israel and Saudi
Arabia. Persistent confusion in policy has been the résult., Highlights
i from the report: on Isra=z]l Deepen and extend the strategic relaticonship
with Israel as it relates to the Soviet Union and ite proxies. Try to

fr**gp-editorial- "Tired Proposals foxr the Mideast": The Jordanian-Egyptian
_agreement is pointless. 1t satisfies neither Israel nor the Palestine

probably get no farther either., It won't be until the Israelis and Arabs

WsJI-editorial- " The '"Untold® Sakharov Story" :Andrei Sakharov begins hig
gixth year in exile,. Scientists at the Soviet Academy are contributing
to his long detention and inablity to emigrate. They conspire to have
him detained by telling authorities his work has been secret and would

has been widely: published and he hasn't worked on something top secret

for over 20 years. What they are really afraid of is his release would
ruin their reputations. As they travel and meet with other scientists,
those that meet with them also contribute to Sakharovs continued exile.

VST~ Greenberger~"Oppcsition to U.N, Grows in U,S., Fueled by U.N.'S

Spepding, Anti=U.S. Rehtoric": There once was unguestioned support for
the U.N. but recently more people are dissatisfied with the organizationd
There is little domestic opposition to the U.S. withdrawal from UN=S5CO,
expected later this week. Third World attacks on the U.S. have produced
a large part of the growing distas+te for the U.,N. In particular, some
Amcr icans are offended by what they percéive ags constant attaecks on Israg
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NYT-Smibh- " U.5, links Tranian— Backed Group to Hijacking of Kuwait
Airliner": Officials baliev the terrorists are closely connected with

| the Iranian backed Shiite terrorist group who call themselves Party of
1 cod and were responsible for the attack on the American Embassy. It is
i not known if the Iranians helped plan the attack but it is clear that
i

they are in sympathy and helping the attackers after the fact.
! gome information reaching the Wesi came through Michael Gurdus an Jeraeli
* radio expert who monitors cock-pit- to ground conversations in the
Middle East, from Tel Aviv. Americans say they have received reports i
: of brutality to passengers on the plane. ( see DN, Post,ND )

{ wyz-a. P Hijackers . in Iran reported Killed two more on Jet": Gate
State department officials said that two americans from the Agency for
: International Development had apparently been killed by the hijackers.
i The hijackers are now also demanding a fresh crew, it is not ceratin

. why. ( sea WSJ )

;_EQ:_J&E& Maver— " Right Wing Thinkers Push Ideas" : The Heritage Foundat:
fa right wing think tank is releasing its Mandate for Leadership II, &
Ecunservative manifesto containing 1,300 policy recommendations for the

Reagan administration. The foundation has been very successful besause

of its close ties to the administration and its marketing approach for !

;maximum political impact. It favors the use of paramilitary assets to
‘weaken governnfnts such as Libya who threaten U.S. interests.

ae7T- A,P. - Maarive reported that Israel has heen negotiating gsecretly
the $3 billion purchose of two nuclear power reactors fram France.
Peres who is currently there wants to complete negotiations.

'ND- In peace talks betwsan Israel and Lebanon, Israel demanded the U,N.
‘troops play a major role in southern Lebanon after they leave.

D= Clark and Landa- " Ona of Sharen's refs fouls out of the game.":
juror asked to be dismissed yesterday from the trial be,uls e
ifelt after David Halevys tegtimony she could no longer be impaxtial.
She says she feels about her country Nicaragua the way Halevy feel

cn

about Israel.

-
‘ - A

- =L

s+ *"KhL

D nn saphnan YNID VIETR ~tnben
* g T— T P A —

IMFEGE




1%Y1 paan paww

PI17=1') -~ "wpn hpinn

np E; a9

E -
i -9 1N0A 11D
: RIA*T
I _ STT TIND Y ey
236 b
| ;P30 .08 ) sepn

s Y9N

191

KD

NYT- Miller- Egypt's foreign minister urged the U.S. to become more -T

involved in Mideast negotiations and to accept the P.LO.
He stressed that Egypt did n
: was the only road open. He felt that Israel's willingness
! from Lebanon without a gimultaneous commitment from Syria
iwas a step forward. Despite praise for Peres,
%gavernmnt may not be strong enough and too devided for new
X

‘ . ; . Iranian
DN- A firm in St. Louis is offering a postage st
! take over of the U.S. Embassy in Teheran.

i NYT- Douglas McGill-
i The austrian government
' rightful heirs to the art work stolen from Jews
: them off and give the money to charity
‘ years ago being stored in a monastry.

‘ to an Austrian Jewish chari

ty or Amnesty International,
V)

[P ' T T .

e

in peace talks.
ot feel an intenational peace conference

Egypt feels the Israeli
amp commemorating the

" Austriy to Auction Art Confiscated by Nazi"
has been under pressura to either find the
by the iazi¢ or auction
. The art was discovered several
: The money raised will either go

i 3Jﬂanr {}J;{F }“ﬂd fﬁ)gﬁf ~|~>

to withdraw

peace talks.
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AMERICAN TSRAEL PUBLIC AFFAIRS COMMITTEE
444 NORTH CAPITOL STREET. NNW. ® SUITE 412 ® WASHINGTON. D.C. 20001 ® (202)638-2256

Douglas M. Bloomfield
Legislative Direetor

December 7, 1984.

/ / L
\ d{{j ,
[
| onorable Shimon Peres v

FPrime Minister of Israel

Office of the Prime Minister
Kiryat Ben Gurion, Rechov Kaplan
Jerusalem, Israel.

Dear Mr. Prime Minister:

Thank you for taking the time to meet with me
and my colleagues during our visit to Israel last
month. The time we spent was most helpful to us in
preparing us to work with the next Congress on the
crucial guestions that concern all of us.

Your economic recovery program was already show-
ing results before we left Israel, and we are sharing
that good news with our friends in Washington, where
it is not as apparent. Over the next several weeks,
there may be more Members of the U.S5. Congress in .
Jerusalem than in Washington, and I hope they will
be able to see for themselves and report back to
their colleagues the sacrifices Israelis are making
and the progress being achieved.

On behalf of my colleagues, Ester Kruz, Leslie

Levy and Lori Posin, thank you for your very kind
words about the work we are doing at AIPAC.

With best persconal wishes,

Sincerely,
Dodglas Bloomfield
Legisl e Director.

DMB: jew.
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Press Reports:

Lo

WSJ- Karen Elliot House- " President Mubarak, in Interview, Maintains

Eqﬁnﬁ@ainin&w%: In a ninety minute interview
FubATEK Baya Be expects and demands cae U.S. play a major role in
pressing for Mideast peace. He down plays Jordans call for an inter-
national conference involving the Soviets,On lsrael and the Camp

Yavid accord: "we signed a peace agreement and we respect it, " Ko

one can persuade us to cancel it. Jowever hefore relations can improve
Israel rust begin withdrawal from Lebanon, and teke steps to improve
lives of Palestinians living under Israeli occupation, and return Taba,
Taeba has become a national cause In Egypt and Mubayak insists it must
be returned before he can send his ambassador bmck to Israel or hold

a summit meeting with Peres, " I want to meet with Peres and have
discussion,”" he says, hut first Mr. Peres must "help me'" on Taba.

wyT- A.P,- Page 1- " American Reported Slain on Jet Forced to Iran":
KnerTcan OFFIcials cannot conLlim & report that the hostage shot abcard
a Kuwaiti plane in Iran is American, The hijackers have threatened

to blow up the plane unless a group of prisoners in Kuwait are released.
23 pasacngers were freed yesterday.In Beirut a man called a news agency f
| and told them that the group September 17th was respongsible for the
hijacking. In the telephone call the man warned Kuwaiti princes
against any measures concerning Palestinians residing in Kuwait.

He also sald they would strike again. ( see DN+ photo, Post, 1D )

DN- in gossip section - " Tnside Menachem Begin®s Sanctuary': Interview
W egin's long tiuwe iriend and personal aid Jenikiel Ka ishal réveals
Begin's activities since he resigned in Sept. 1983, de has been a
recluse since then., He has never forgiven Eimself for not being with
his wife when she died. .e doesn‘zggka to talk about poltics. lle reads,
watches T.V. 'lis daughters take care of him. He is eating better but
still does not want to venture out of the house much,

'__._—-.._—-—_I—
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DN- James Harney-'" Jewish, black leadera: Unite to fight biJntf‘: -1
n a panel uIalcuEsainn gponsoied by the Ao 'rIcan"‘IewIsE"To'mm' ittee

rominent biock and Jewish leaders concluded the two groups,tan
| be clese but it will take considerable effort on both sides, There
\ is & Erablam between the two groups, but according to Brooklyn DA
| Elizabeth Holtzman they have common enemies: the KKK and the Nazi party.|.
It wae suggested that internships between the two communicies, for ;
. youthe, might help build better underatanding.

! NYT- Lubasch- " Sharon Not & Murderer, Writer Says" : Testifying for

. the sixth day Imes correspondent David Halevy seid he did not regard
Sharon &8s a murderer. When Mr, Gould, Sharon's lawyer reminded Halevy

of earlier testimony where he sald Sharon had digcussed revenge and

atrositian. What wanld he ecall that. Heldvy said murder, as he understoo
it was when some one sctually pulled the trigger. { see Post, DX,ND )

P e

- NYT~ A.P,- Peres arrived in Paris for = four day wvisit , the first
Eﬁsft to rrance by an Israeli leader in 20 years,

A.P.~ At Ben Gurion Ajrport Peres said that he hoped to renew cordial

EIEIatimﬁ with france, and would seek -coordination toward achleving
i peace, .

| Post~ A Jewish civil rights organization and a Christian ecumenical
;agency joined in urging the Surpeme Court to uphold the right of

a municipality t¢ bar a private group from plicing a nativity scena
~on public proerty. ‘,
i

ipost- A Hagidic rabbi was shot yesterday infrent of his house, le
‘SErTobbed . He worked as a jeweler. His attache was stolen and it
‘is not known how much was inside the -brief case .

Pout: Mel Iuffe= " ~tasident wins Pward:Jailed Soviet dissident Anatoly
‘shcharansky shared the 160,000 dellar 1984 Jabotinsky prize with
former Ambassador Yehudah Blum and Nazi hunter Beate Klarsfield. His
yife §:cepted the award for him.

E]

DN~ Peter Mcses- The entire Satmar sect is throwing a week long honeymoon
for the children of the GQ.nd Rabbi, who were married in a huge wedding
ith over 25,000 guests. There will be singing and dancing, wine and

ood all week long. Even by Hasidic standards this is a big bash. Except

for three minutes after the ceremony the couple had never spoken.
{ see ND )
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Advertisement- Kuwait- Inspite of the economie recession Kuwait's
greatest success story is its managemet of oil resources.
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NEWS SUMMARY - THURSDAY ~ DECEMBER 6, 1984

EDITORIALS

WASH. TIMES-12/6~"The Hussecin Plan" Hussein has completed a visit to Egypt
in which he urged repudiation of the Camp David accords - the only contin-
uously burning bright spot in Mideast politics. Hussein believes the cred-
ibility of the 1S in the region is at an end because UN Res. 242 has not
been implementec I'o supersede Camp David and 242, Husscin wants to have an
international conference, to include the US and the Soviet Union. The Sov-
iet's influence in the area has until now been resisted by both Israel and
moderate Arab states, and keeping them out of this strategically vital area
should certainly be a priority for our own Mideast policy.

THE PRESS REPORTS

Israeli Leader Visits France

WASH., TIMES-(Wires)-Peres arvived in Paris yesterday on a four-day visit
aimed at enlisting French support for Israel's position in future Middle
Easr peace talks., It 1s the first official visit by an Israeli prime min-
ister to France in 20 years.The visit coincides with growing momentum for

a renewed Middle East peace initiacive, Israell govt, sources said Mr, Peres
believes Eurcpean countries, particularly France, could play a major role
in developing it. lsraeli sources said Peres hopes to persuade the French
govt. to lead Eurepean opinion away from support of the PLO and toward pro-
moting Jordan as the key to resolving the Iaraeli-Arab conflict. '

Magazine Battles Israel For Evidence

*EXUASH. POST-Denton-Time has accused the Tsraeli govr. of acting In collusion
with Sharon to block access to witnesses and eclasgsified documents critical
to its defense. Israeli justice ministry officials, saying the state of
Istael is in no way a party to the litigation, generally have cited Isracli
security and forelgn policy considerations in denying Time direct access to
evidence 1t has sought,

Efforts To Rev Up Mideast Diplomacy Face Major Roadblocks

CHRISTIAN SCI. MOM.-Robin Wrighr=Afrer months of stagnation, the Middle Cast
is bustling with activity, in turn sparking cautious cptimism about a new
peace inltiative. But two major obstacles face the moderates. First, Peres
Tejected the call for an intcrnational conference, adding that Israel would
' mot negotiate directly with the PLO,. But he did indicate a willingness to
negotiate with Palestinians not associated with tha PLO, Second, Syria has
harshly criticized Jordan's moves as "treason” and declared that the Arafat~
led PLO carried no legitimacy and that fts council resoluticons were thus not
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two steps are crucial. One is broad unity within the Arab League, whose summit

last month in Riyadh, Saudi Arabia, was postponed because of serlous rifts. The

second step is US involvement. Jordanian Prime Minister Ahmed Obeidat appealed

to the Reagan administration Monday to shoulder its responsibility as a super=-
. power in pressing Tsrael to give up {its oceupied ter:i:uries;

Judaica Cellection Sold

WASH, POST-Hougrefe-A l4th century Hebrew Bible fetched & record £825,000 at
& Sotheby's auction of 97 rare Judaie manuseripts that totaled $3,1 million,
The richly illuminated Spanish Bible, transcribed in 1312 by Shem Tove ben,
Abrgham Gaon, illustrated lavishly with birds, animals and geometric designs,
led the Tuesday nilght sale of manuscripts from the estate of the late Davi
Solvmon Sassoon, a member of the noted Bombay mercantile famlly, ;
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9. Congress of the Cliiteh States

C e - Bouge of Depresentatives
- 9' © tdaghington, P.E, 20515 =

Dﬂcember14, 1584

Honorable De ite B, Fascell
Chairman

Committee on Foreign Affairs
Rm, 2170 Rayburn Rldg.
Washington, D. €. 20515
Dear Mr. Chairman:

Permissjon is sought to travel to Israel and Encgland between
January €-11, 1985. The purpose of the visit is as follows:
|

|
1) Israel
a) Attend the Second Annual Seminar on Mathematics
and Science, sponsored by the Bar-Ilan University,
Ramat-Gan, Israel. 3
b) HMeet with Honorable Shimon Peres, Prime Minister,

and Minister of the Interior to discuss the
Glass Commission Report.

2) England

Attend a briefing at the International Center for
Strategic Studies.

Thank you in anticipation for a favorable .-reply.
Sincerely,

HERVYN M. DYMBLLY

Member of Congress

Attachmant

bee: Dr. 2be Galbart
Bar-Ilan University, N.Y,
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News Summary December 5, 1984
(Prof. plirical science American University) .

ibe “There 1is scmething sin gter ppening in
3TV court room, oharon is charging Time Inc, with 'blood libel'. The
charge would be ridiculous if it were not &o distasteful- if it did
not so trivialize the history of the Jews, Time is imfamous for it's
apparent sympathy with Arab causes. Sharon is however wrapping himself
in the flag of Israel and he doee not wear it well. The Jews that know
the meaning of the phrase vlood libel can only wish that he would
drop this ugly and demeaning phrase.

nress | eports

KYT- Schmemann- " ~wernenko “‘eets Armand llammer' : At a press conference
oCay Hammer sTripbutec a statement lrom »ternenko ealling on American
officials to 'roll up their sleeves' and start forping concrete agree-
ments on limiting and zeducing arms, . Ylamuer consulted wyith State
Department officials before he left but has said his visit is private,
“ammer asked Chermenko if the 1.3, and MATO should enrmmit themselves
not to be the first to use nuclear arms, somethinz the Russians have
demanded, and whether it was agreeable to have an earlv summit meeting
with leagan 1if he apreel to sign an aceord against first use of nucleax

aroe, “e ig in Jussia to nexotlate constructing a cnal slurry pipeline ]
from Delove tO Sovosibirsk, .lammer encouraped trade Letween the

Soviet nion and U.%, ! gee D, O stOY also inclu-des \™ wire on:

Coviet Jewry. Denjanin Vatanpiu coargec taat the Coviet ln.on hat cut

enigration of Jews to a triczle, He called on the U.8. to demanc
exit visas be issued.)

NYT-Gwertzman='"1.7, Diplomat will lenew ffforts in “iideast' ¢ <
TCainistration 1s sending “Tcharc . . urpay Lo try ind help end the
stalemate in talks between Israel and Lebanon, They {nsistel this was
not. a mediation mission. Jther officials sav he will be primarily
involved in comnunications between {srael and Syria who <o not have
diplomatic relationms, The Israelis want to mase sure Svria will not alloyd
gpuerillas to infiltrate across their borders, llr Murphy will explore
the possibility of direct talks between Jordan and lsrael but state
department officiale said that the Israelis &are too ~reoccunied with
the ecomony and Lebanon to focus on the more difficulc question of
the West Bank.
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NYT- Philip Taubrnan- series continues-" 2,3, Military Tries to Catech up

n error t ince a specla miense UJepl coOTmMlEElion ndings
that :Euwaﬁ the U.0. —sas not properly prepared to deal with terrorist

attacks moves have been made to train more elite commando units, New P
ES

night time vision enhancemnet equipment has been develoned, J.c effectivy
of the program is unclear partly because activities are classified and
some are untested, C nges canpot be made quickly. Thehain problem is
monitoring plans and activities of terrorists, infilerating cells or
finding informants already active in one are the onlv ways. 5o far

i that has been nearly immossible, L@ #,L.0. leaviny Lebanon was a set

' baclk since some members had been providing extensive and reliable

\ {nformation. "'sing information the CILA was able to conclude that a

" militant group caEled HBezballzh was responsible for the embassy bombing.

1nformation on its ledflers was precise enough to provide the basis
for retaiiationm,

e o Brelleed o

Tost-Jack Peritz- " Iséxel {n Massive Food Airlift to Ethiopia'':

“Fe [sraell povernanet helped organize the airli.ting © .5 tons

of food to Ethionia, Israel was one of the first countries to react
to a plea for heln.'ccording to Naphtall Lavie the food was bought in
the U.S. with the help of Dan Abrahams of the Thompson Medical Co,

.1 Al flew the crates to Israel were they were rerouted along with other
supplies.

—wrd -

mi———

- e W

‘n. Israel denies a report by the Lehanese army that it crossec the
LoE11 Rivet defense line in the Kharroub, -his is after two days of
;artillery battles between christimn and Druse militiamen,
. :J. Tor the second time in 24 hours Iraqi war nlanes attacked a super-

: Canker in the Gulf., The new report could not be immediately verified,
‘ see ID ) :

MD- ). Jordanian diplomat was killed in Bucharest Romania the other day.
.Onie person was arrested and he held a Jordanian passport. It wus the

ysecond attack in less rhan ® week on a Jorcanian diplomat, . see V3J,
oN)

'wp-11,R. “ropko- A.0. " “homeini's 3,500 rules for life" : The relipious
purity code that puides:t.né Iranian T.TIte scct of Islam has been translajed
iinta English for the first time. it was done by a doctor who flec
{persecution in Iran because of uis Da'hai faith,

-t took him three years.
..ismeini as the current leader adapts the religious rules of lile as
‘he sees fit.
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Time writer was told of 'Jsly' Zvent" : .ialevy testified .
yesterday that an lsrael army ollicer warned nim something very ugly
was happening in Beirut the day of the Massacre, This was Devid Halevy's
fifth day of testimony, ( see YT, " Time writer, at Libel Trial,
Describes Gemayel Slaying” , 7 "'Time writer testifies he got hint o

[ of Beirut Massacre from officer " , Tost " Time Reporter I was Warnmed
to Quit Beirut" )

»T. “*{chael Norman- Thousands of Hasidic jews gathered at llassau
Coliseum last might for the wedding of two scions of the Satmar sect.
Following the 30 minute wedding was a night of dancing and prayers,

More than a thousand volunteers helned coordinate the event, [ see 2V,
D )

e

-

NYT- 7lorence Fabricant-'.lanukkah Table: Je hardie Treats” : i .ianukkah
without latkes woudl be like & dage ou ox Ior manv Jews, Jet it
{s not the latkes but the oil they are fired in bhat symbolizes the

occasion. For Sephardic Jews a avriety of dishes are deep fried in
oil,

- Pl s & [ | iy el 8

wrro aita Reif " Sassoon Judaica sold at Sotheby's": the fourth sale q
of matmscripts from Loe =5TTection ecstabllshec a record for a Judaica
auction totaling 33,121,5335. Qutstanding was a dated complete Bible
transcribed in Eﬂlz by Ghem Tob ben Abraham (aon. It was purchased
for $825,000,

B R

: =sa_ Usther B. ‘ein- Aumed MNussein of Egypt, 82; Z“nvoy to 1'.5. during
» T950 died.
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NEWS SUMMARY - TUESDAY - OeCEMBER 4, 1984

THE PRESS REPORTS

PERES SHUNS RROAD PEACE MEETING OPEN TO PLO

THE SUN-Jefferson Price I11-Peres yesterday rejected the ilea of an inter-
naticnal pesce conference on the Middle East and negotiations that would
involve the PLO. Peres reiterated his call en King Hussein te enter direct
peace negotiations with Israel.Concerning the PHC and restoration of rel-
ations with Jordan and Egypt, etc. Peres said,"they are basleally events
within the Arab world, rather than openings in Arab-Israelf relations.",

LEBARON TALKS TAKE NEW TURN

GASH. TIMES(Wires)-Lebanvse and lsraeld officers, while reportlng mo prac-
tical progressa, sald their seventh round of troop withdrawal talks vester-
day shifted from declaracions of intent to military details.The next sess—
ion is scheduled for Thursday.

ISRAEL TO SEEK INCREASED AID

WASH., TIMES (Wires)-Israel will ask the US for an additional $1.5 billion in
econcmic aid in 1986, brinping its total of US afd to $4.1 billion.0fficials

anld Israel soon would have to borrow huge amounts of money from abroad or .
gsk the US for additional aid.

SHARON'S RETURN CALLED A STGN OF ISRAEL'S ILLS

kkRUASH, POST-Denton-David Falevy, testified teday that he thinks Sharon's re-
turn to power is a sign that "something is rotten in the atate of Tarael,"
Halevy said he thinkas that Sharon "should hide, stay away from politics"
efter an Israeli commission found him indirectly responsible for the 1982
masgacres of Palestinians in Beirut.

*

EGYPT ENDORSED HUSSEIN'S PEACE PLAN

WASH. POST-Ottewav-Egypt today gave its formal tacking to the initiative of
Jordan's Hussein for a UN sponsored Middle Fast peace conference - an ini-
tiative that differs significantly [rom the Camp David accords - and urged
other Arab states to join in support of it. At the end of Hussein's state
visit here, lusselin and Mubarak safd they agreed "on the importance of com-
vening an international peace conference under the supervision of the UN in
which all parties cencerned, Including the PLO, would participate.”

attempt to break the stalemate in the Israeli-Lebancse talks, BOAB AR
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NEWS SUMMARY - WEDNESDAY -~ DECEMBER 5, 1984

FDITORIALS

PHIL, INOUIRER-12/5-"Boldness Needed To Bresk Mideast Peace Cridlock Egypt, :
_Tﬁ*r_ﬁ?i'n'}rﬁfé PLO went through a reund of political maneuvers last week that .
hinted at progress toward regional peace. But they and Israel still appear sq-

varely stuck in a rigid gridlock blocking any new Arab-Tlsraeli negotiacions.

All the recent sound and fury signified nothing dramatic enough vet to affect

the Mideast stalemate. The Israeli govi, passed up an oppertunity to modify

the PLO, by ferbidding moderate and pragmatic West Bank Palestinians from att-

ending the Palestinian gathering in Amman.last week's maneuvering shows that

Arah moderates still prefer negotlatieons with Israel over war, But they and Ig-

tacl will need bolder actlon and a meve daring vision if they are to break out

of the Mideast pridloeck.

COLUMNS,_

PHIL. INQUIRER-Alvin RubinsteinMLebanon Has No Winners" The nepotiations between

Israel and Lebanon will be long and difficult. They are complicated because nei-

ther govt. is willing or able to make the kinds of coancessions that could pro-

duce early agreement.As the negotiaticns on the withdrawal process proceed, self-
interest demands if not reconciliation then at least compromise, lest the past

be prologue to the future. All the parties directly involved may decide that,

they ultimately have more to gain from stabilization than from confrontation .
elong the Israeli-Lebanese bhorder.

THE PRESS REPORTS !
ESDEFINITION OF ROLE EXPECTED

WASH, TIMES-(wirzs)-Peres' current visit to France 1s expected to herald a new
Israeli approach toward Europe and an attempt to encourage a new direction for

European peacemaking efforts in cthe Middle East, Peres believes that Europe can
play a role in the Middle East, and Furopean involvement is likely to be a majer
agenda irem when he meets Mitterrand later this week, 3

SINMIT PREPARATIONS DENIED -

WASH., TIMES-(Wires)-Israeli Radio reported yesterday that the ranking Egyptian
diplomat in Israel said preparations were under way for a summit between Peres
and Mubarak. But the Egyptian Embassy and the Israeli Fereign Ministry sald they
- had no_knowledge of the report.

ISRAEL SENDS PATROL NORTH OF AWALI RIVER :
WASH. TIMES-(Wires)~Lebanese military sources sald Israeli forces crossed their
front lines at the Awali River and entered the disputed Kharroub region with 13

Wl 1 - 3 . €
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ISRAEL SAID TO SEEK KRIKE IH uU,S8. AID

PHIL., INQUIRER-McCartney-The govt. of Israel has requested a record $4.9 billion
in cconomic and military aid from the US, nearly double the amount the Mi@dlé
Easrern nation i3 now recelviug, sccording to aduinistration and congressional .

sources. The secret Israeld request Includes an additicnal 51,5 billien in ec-

onomic ald - half of irs as an emergency supplement to this year's financlal pa-
ckage and $BOO million in military assistance for the budpget year that begins in
October. Although administrarien officials say that Isrsel probably will not get
everythiog it wantg, the figures recomwended may be considerably more than $4 blllion.

U.S. PRESSES ITS PLA. TO LEAVE UNESCO

WASH. POST-Southerland-UNESCO has fafled to make the changes that would have been
required for the US to remain in the organization, according to rthe senior State
Department officlal responsible for monitoring international organizations.The US
will probably go ahead with its decision—rto withdraw from the UNFSCO oun Dec, 31.
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DATEL: 12/168/84

J.S. BEPORT SMYE HUMANM RIGHTS IN USSR IN DEPLOWABLE STATE
L1490
(Excerpts? State Department semiannual report)

Washington - The Soviet Union's human rightes performance has
continued a "deplorable decline," according to a State Department
report to Congresg.

The department on December 4 submittec its 17tk Semiannual report
on the implemsntation of the Helsinki Final Act to the Commission on
Sacurity and Cooparation in BEurope, a Cangressional body responsible
fFoor monitoring compliance with the act. The report covers & six-month
period which ended Ootober 1.

While noting that the overall record of compliance by the Warsaw
Fact nations to the 1975 Helsinki accords “"remained seriously flawed,"
the: report said the deterioration of the Soviet human rights record
"gave the grestest cause of concern.

The report sayvs the Soviel Union has continued to violate the
Helgsinki accord principles regarding relations among states "by waging
war against Afghanistan, supporting the Vietnamese occupation of
Cambodia, and defending the Ssptember 1963 downing of a civilian
Harean airlinsr that accidentally strayed into Soviet airspace."

Domestically, the report cites the persecution of human rights
activists Andrel Sakharov and his wife Yelena Bonner, as well as the
recent "crackdown on Jewish cultural activists."

Following are excerpts of the report on the Soviet Union®

{begin excerpts)

The: Boviet linign has continued to violate both the letter and the
zparit of princaiples guiding relations between states as set fForth in
the Helsinki Final Act. Defying worldwide condemnation, the USSR
pErsists in 1ts military occupation of Afghanistan and in its efforts
to eradicate Afghan resistance by the brutal force of armsd and it
continues to lend full support to the Vietnamese occupation of
Kampuchea. . ..

In addition, the Soviet Union marked the first anniversary of its
downing of a Horean civilian airliners without warning on September 1,
1783,y which resulted 1n the death of 26% people, by clisclaiming its
own responsibility for the tragedy. In doing so, the Soviet
aulthorities continue to assert a right to destroy civilian aircraft
which asccidentally cross Soviet borders, if they so choose, without
regard for loss of human 1iveS. ...

Soviet performance in the field of human rights (Principle Seven)
comtinued a deplorable decline throughout the six-month review period,
despite the renswed commitment to respect "the universal sianificance
of human rights and fundamental freedoms" undertaken one year aao in
the Concluding Document of the Madrid CSCE Conference....

During the current review period, tiwe Soviet authorities further
restricted Funcdamental fFreedoms by promulgating a decree effective
July 1 that makes Soviet citizens liable to fines of up to 100 rubles
far viplating so-called "rules for stay in the USSR by foraign
citizens or stateless persons."  This new rule specifisd that Soviet
citizens who render material assistance to foreigners in the form of
"housing ar means of transportation or...other services in violation
of the establizhed regulations" can be administratively fined.

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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The new decrese is part of a continuing campaign by Snviet
authorities to put an end to contacts between Soviet citizens andl
foreigners if these have not been sancticoned by the authorities. This
action sericusly affects dissidents and human rights activists who
desperately decend on Fforelidan support....

This new Soviel decres on aiding foreigners coincided with an
unprecedented campalgn of harassment, primarily on the part of
Leningrad authorities, aimed at discouraging contacts between local
citizens and foreigners. Numerous American tourists were subjected tao
searches, sxpulsions, physical abuse, and detention by the militia
simply for having met with Soviet crtizens.. ..

Perhaps the most telling sxample of the severity of the continuing
Saviet offensive against human rights during the past six months was
the arrest and trial of Yelena Bonner, a founding member of the Moscow
Helsinki Group and wife of dissident activist and Nobel psace prize
laureate Andrei Sakharov. Accoused on conspiring with LU.%, diplomats
ta seek asylum in the U.S. Embassy, from where she would allegedly
spraad anti-Sovield propagancda while her husband went on a hunger
=trike in support of her demand for medical treatment abroad, Yelena
Rommer was arrested at the place aof her Musbangd's exile, Gorkiy, on
May © as she was attempting to board a plane to visit friends in
Moscow. Charged with anti-Soviet slander {(Article 190-1 of the
Russian criminal code), Bonner was confined to Gorkiy for the duration
of the pretrial investigation. Andrei Sakharay immediately undertook
a hunger strike in support of his wife's demand for medical treatment
abroad, but after five days he was forcibly separated from her and
placed under medical care. Subsequent reports that he was being
force-fed and administered "mind-altering" drugs were countered by
offici1al and guasi-official assurances that he is "well," including
one film clip of him sating while being handed a July edition of a
Western Journal . ...

Despite numerous sxpressions of concern around the world about the
plight of Sakharov and Bonners the Soviet authorities have permiltted
no independent contact with them since May &, 1984....The world still
awaits reliable assurances that Andrei Sakbharay is alive and well.

Many Soviet citizens have sought to focus attention on the general
problem of abuse of human rights in the Soviet Union. Such peaples
wher are often also invoalved in religious activities or in defensge of
minority rights, have suffered persecution as a consequence. Wikthin
this catecory two figures remain paramount alongside Andrei Sakharov
and ¥Yelena Bonner® Anatoliy Shcharanskiy and Yuriy Orlov.

fAnatoliy Shoharanskiy is a founding member of the Helsinki .
Maritoring Group which was organized in 1975 by concerned private
citizens including Bonner and Orlov to monitor Soviet compliance with
the Helsinki accords. He is currently sarving g 13-year sentence in
Chistopol prison on the patently false charge of spying, and has
continued to suffer relentless persecution by Soviet authorities....

Yuriy Orlovy the founder of the Moscow Hzlsinki Monitoring Group,
completed a severn—year term in & strict regime labor camp in Faebhruary
1984 and i= now serving the first yvear of a five-year sentence of
internal sxile.. ..

Saoviet deferders of human rights balisve it essential to work for a
Freer flow of infarmation within Soviet society. To this end
activiets have produced for many years Samizdat manuscripts covering
literary, ethnic, religious, social, economic and political topics.
Saviet persecution of individuals allegedly affiliated with such

Samizdat production has increased markedly during the review
period. ...

Religious believers, Jewish cultural activists, independent peace
activists, proponents of greater regional autonomy, and those who
simply wish to emigrate from the Soviet Union continued tro suffer
persecution by the authorities during the six-month pericod.

Members of all religious denominations fell prey to such
pargecution. Muzsian orthodox activist Sergey Markus was sentenced on
August 18 to thres years in a labor camp for allegedly circulating
religious materials and including too many religious references in his
privately-ouned lectures on Rusisian culture. ...
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On June Zd police in Harzakhstan stopped the car in which Baphbists
Eduard BEwsert, Ivan Thachenko and Mikolay Loeven (a minister) were
traveling, and configscated religious literature from them. Two weehls
later all threes were arrested.. ..

Soviet Pentecostals found no easing of official repression of their
religious practices,; and faced unresponsiveness to thedir attempts to
emigrate. ...

Defenders of Jewish culture faced a particularly difficult =iy
months as Soviet persecution of Jewish cultural activists intensified.

Moscow Hebrew teachers Aleksandr Hholmianskiy and Yuliy Edelstein
weara arrested] during the summer, respectively, for hooliganism and
possession of druags. .. .

Yakoy Levin, a Jewish activist from Odessa, was also arrested
during the suwmmer and is facing charges of anti-Soviet slander for
circulating religious materials. The review period also witnessed the
trial of Jewish activist Zakhar Zunshaine of Riga. funshaine was
sentenced aon June 29 to three vears in a labor came for @llegedly
little more than writinag letters on behalf of his own familyv's
amigration efforts.....Even Jewish refuseniks who sought only their own
emigration came under increasing harassment by the Soviet authorities
during the review period....

The Group to Establish Trust Between the USSR and the U.5. is an
Lndependent group of concernsd Soviet citizens whose non-partisans
non-polemical aperoach to the discussion of arms control and
confidence-building stands in sharpe contrast to the statements of the
officially sanctined Soviet Peace Committees. Members of this group
continued to be subjected to harassment and persecution during the six
months under review. Group membtiers were arrested, detained ang
beaten. ...

Incarceration in psychiatric hospitals is frequently utilized by
the Soviet authorities as a punitive measure against individuals whoss
activities are considersd to rmun counter to the the interests of the
party and government. The Soviet Union hasy in fact, amassed such a
deplorable record of abuses of psychiatry that it withdrew from the
World Psychiatric Association in 1983 rather than face near certain
censure or expulsion. Far from chastened by the experience, the
Soviet authorities continued this inhumarne practice durina the current
review periaod.. ..

Puychiatric abuse reached its zenity with the death in the Spring
of 1984 of Alexey Mikiting the renowned Donetsk mining engineer who
was forocibly imprisongd in psyvchiatric hospitals after introducing two
Americans correspondents to Soviet coalminers in 1980 in order to
demonstrate the conditions of life they andure.

PDespite 1ts commitments uncder the Helsinki Final Act, the Soviet
Lmion continued to deny exit permizsion o thousands of its citizens
whc wish to Jjoin relatives living abroad. Jewish emigration continued
its dramatic decline since the peak vear of 1979, when over S0,000
éeFﬁ the cnuntrr._ In thes marlpd March 1-August 30, 423 Jews left the
Saviet Union. This compares with approximately 473 Jews who left the
USSR in the previocus six-month period. ...

The current period has also witnessed increased levels of
anti-semitic rhetoric thinly veiled as "anti-Zionism." Soviet
rrﬁpagapﬂa maintainm that Israeli and western intelligence encourages
emigration in order to obtain state secrets from Soviet
citizens....Crude Soviet propagands posters often depict images of
Hitler together with Israeli officials who in Lurn are often depicted
FOlsoning Arab drinking water., ...

Ethnic German smigration from the Soviet Union remainesd at low
leva}§ throughout the reporting period. From March 1 through August
30, 355 left the Soviet Union, This compares with 585 during the
PrEvious s1d months.. ..

lend excerpts)
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NYT- lelena- Cobban- ( AuchBe sf " The Palestinian Liberation ﬂiﬂanizaQinn:
s gl

?eaglqh_ﬁﬁﬁﬁﬁ 2nd Politics ) “Araiqgﬁgigérs'iﬁraul an OppOrLunicy:
7% convening tne PLW,L in Yordan ArArat doiied oyria and backed away
from thrEales*'nians there who have traditionally provided his solicies]l
base. e ole .tion of Mohammed “ilhem and ¥Fahad Kawasmeh confirm

the councils committment to the Palestinians in the West Bank and

Caza. Arafat has taken a considerasble personal and politicel rick,
Tgrael and the U,3. must recognize that Argfat is still the leader

who would be best able to deliver a political solutien to the Palestini
preblem, If an accord is not found within the coming years an escalatio
of sectarian fanaticism on both sides is likely.,

o
=

cditorials

4% yyT- " The Iragi Recenneetion" : A stalemated war with Iran R&s impelle
¥adiczl Iraq to beiriend rah moderates and somewhat to temper its hostility
to Iprael, Americans welcome this reconnection without illusioen,
Iran is more confident holding its own, it has toned down it's . :

y rofya

condemnation of " the Zionist entity ', and its diplemats Erofess app
of Jordans efforts to strike a territorial deal with Israel,

[

*%% The Nation " A New P,L.O. In Jordan": A divided P,L.C, could be a good
thing,.i¥ it glves The mainstream OFf the organization a chance to
pursue Palestinian interests by diplomacy rather tham by gun, it is
sometimes v$ @ful to note the historical parallel between the Palestiniag
and Zionlst national movements, Centrist Den Gurion kept his distance
from hardliner Begin and thus retained {international respectability.

Tress Reports

f**The Natiom- " iIran: omeini's Nuclear Prorram':.iomeini has resurrecteg

¢ Shanh's scheme ShTcleaT Feactor and possibly to nroduce
an atomic bomb, Last vear the Iranlan Atomlic Tnerpy Organization and
the West German kExaftwerl ninnegzeed to study the feasibility of com-
~leting et least one of two reacrors which had been under construction
before the revolution, .raftwerk maintains construction will not
resume till after the war. Ovadia Soffer made a veiled warning " I am
convinced that Khomeini is trving to obtain the means of constructing
his own bomb... e have alreacy saved the West from catasftrophe by destrgvi
the Iraql nuclear reactor. ; e U '
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fran is- seeking nuclear:materials on the black market, Ty some accounts
that is how lsrael obtained it's bomb, #

ﬂf*HYT- Friedman- " Israel Turns Terror Baeck on the Terrorists, but finds ‘

| S PoIITIcal Solukion ' IR the view of top experts Israel's approach
| BEs Bosn borh Temarkably successand an abysmal fallure. Americans study

their techniques northéless. Israeli and American officlals consult

 regularly, shaving intelligence material and ideas. First Israel put
| pressure on ot1or countries that allowed the attacks, After Munich'

! it was decided ‘chat the way to fight that kind of terror was with

! aimilar terror.lhe {ossad tracked dowm Pédestinian tevrorist suspects
arcund the world.

"

YT~ Miller- _pypt today officialyendorsed Hussein's formula

Tor peace,.gypt said a suitable Sasis for the peace settlement was
resolvtion 242, The P.L.0. "has not replied to the King's appeal.
The statement includes that both Egypt and Jordan azree on the importance
of cenvening an international peace conference that would include
gll parties concerned, ILgypts Prime Minister Zamal llassan Ali saild

" we respect Cemp David and our signature on it, but with our own
%interptet&ti&nx ( see ND)

o Ppen miwd .

T P

5

I
INYT-0necial- Teres asked Hussein to discard his proposal for
i Bn intérnational conference and invited him to meet without conditions,

.KYT Lubasch - " Reporter Criticizes Sharon for Staying in Government':
.Javid Halevy Time masazine coresspondent said he tﬁﬂugﬁt Sharon Snould
'have quit parliament after being severely criticized, Despite the
tfindings of the Kahan Commission Sharon 1s riding high in politics.
i'ir, .lalevy saild the vindication of Sharon was another sign that the
-actual practice of justice in Israel is not working too well.

*( see DN " Jharon worried me: jourfdalist”, 1D " Time forrespondent Denies
‘Hostility Towards charon” )

iIragl

éHYT- An Iraqi war plane fired a rochet on a Cypriot tanker in thw
‘PeTsian Gulf. 3 crew members are missing, he ship was enroute to

tfan's ¥harp Island oil terminal. { see ND, i'nst,wSJ)

NYT- In Greece a 3owmb disposal expert was killed while trving to

remove & devise found under the car of an Irasi diplomat, None responsibl
ifor placing the bomb have been arrested, l
1
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5]~ Israel and Lebanon have apreed to discuss military deploymnet once
Tersell forces leave southern Lebanon. . see BD ) o

| WD~ Paul Colford " illiamsburg ﬁglnﬁ for llasidic Weddinpg"

: : 4 p' :Treparatio
Cor the marrlape of the granccnlldren of rand Xabbi Moses Teitelbaum
are underway, 3anners are stretehed across la

mR posts. ""i1l{amsburg
i the site a a very large Satmar commmity, The ﬁrccm is the eldest
son of the rabbi's eldest son and the brides is t

e daughter of his
eldest daughter. There are an estimated 25,000 Syamars and thousands
' more are expec ed to attend the weddinp, It is scheduled to take place

, at the Nassau Coliseum., ( see D)
i

Post~ Friedland .olécaust survivors are answering the call last week

! Yrom the WY Uolocausth Museun for memorabilia, ‘he museum pland to open

| 83 P

! in 1986. One of thos@ who called Was a classmate of Anne Frank,

;
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STATE DEPT. BRTFFING-~TUFSDAY, DRC. 4, 1984

Announcemantew NMade before actual Briefing

The Secretary will deliver a foreign poliecy speech
at 2 gpecial convocation of Yeshiva University on the oceasion
of receiving an honorary doctor of humane letters degree, The
convoration will be held at the Grapd Ballroom at the
Waldorf Astoria Hotel in New York City on Sun. Dec. 9 begin=-
ning at 4 pm. Among others receiving honorary degrees is

Israeli Foreign Minister Yitzhak Shamir...

Secretary Schultz will hold bilateral talks with Foregn
Minister Shamir at the wWaldorf Astoria immediately fol-

lowing the Yeshiva convocation.,

Quegtion: Do you have & repori on the expected travel by

Mr. Murphy to the Middle Tast?

Answver: I can only give you alittle bit, that is that Asst
Secretary Murphy will be leaving for the region in the nex+t few
days. But in keeping with our usual practice, I don't have

any details to give you, and on itinarafy...wa will try to
keep you informed as best we can on his whereabouts,

Question: And what is the pPurpose?

Anecwer: He's going out there fa do I think, a number of

things. I think T would note with specific regard to one

-~
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.8et of jimsues which obviouﬁlylhas been important--that is the
guestion of Southern Lebanon--we're not engaged in a 1.8,
mediation, We do however believe it would be useful to stay
in touch with the ﬁartieﬂ and to be helpful where we can, in
supporting the remolution of their differences, T would Em=
phagize that any discucsions we might have would be supportive
of the falks taking place at Waguora under United Nations
auvspices, _

Guestion: (Concerning the SDT research rrogram implementation)
Expansion of the issues:

Question: Would the development of the Reagan Peace Plan
be one of them?

Answers: I'm not going to go into the details, I think it
iz quite clear that the Sept., 1 initiztive remains, our policy
but I'm not éoing to try to talk about what the agenda might
he,

Question; Presidents of Jordan ard EEGYDPt ..0
Answers Forget it, I'm not gonna try to give you stops
before he has been places,

Question: If I might follow. ... it scems 80 in the story
of Goshko in the wash; Fost this morming ... that he is
the gemi-negotiator for the Middle Bagt, Can you just
Pull this description that he's gonna be the shuttle diplo=
mat of the initiative,

Answer:  Well, I think I've indicated to you that the effort

T

welre not gngaged in mediation efforts ame far as Southern

L LT R T P L e b g
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Lebanon is connern;ﬁ. " He iz the Aset, Secfétary 10T The Iropidn,
80 it is perfectly patural that he carry-out conversation; but

I think he's not a special Middle East negotiator or something
of that sort, hu£ he's going out and he's going to be travelling
‘in that region. . |
Question: At the present time, Tight? ' .

ANBWET ; I'1ll leave you with what I said,

Question; Any Bufprise on Fres, Mubarak's endorsement of
thia international?

Anawer : 0f the International Conference.,.Well I don't Keew

if it's a guestion of surprire or not surpriece,,.but as

we have said before, we don't believe ihat such an inter-

national conference would lead to productive results. j
We are iu favor of what is realistic and faverable, and

continue to think that the most practicaﬁ course is direct . ;
negotiations between Yerael and  the Arad parties directly

concerned as envisioned in the Camp David framework,

Question:; A report fror Jerusalem radio this merning

saying that the Egyptian Chargé has confirmed that a

Sunmit meeting between Mubarak and Peves is being prepared.

Is the U,S5. aware of that preparation and will Asst, Secretary
Murphy take part in the advance work on that at all?

Ansvers I don't have any comment on that report at all,
I think you'd have to address your cuestions to the governments




% = &
par3n p\g 1.2 i PPN = 0w mivae
3 e

uveT, -..1153..].-.'51

s
.-.....-..'11!“11 1211
lh-tillllliliin‘ﬂim
........ oo oA"Y Y501

Y A R T e

im

T

of Egypt and Israel.

Question: Xagleburger said that the time is not right for

4 major Mid-Fast initiative, that Israel should first solve

its domestic probleme, (ould you comment on that ess i8

that in congruvence with what Weinburger is poing to discuss

about?

Enswexr: Well, I'm not going to answer the queastion

of what Seeretary Weinburger will or won't discuss, TIn any

cage our view on the gquestion of the Middle ZTast pedace process

is clear .,. we have said that the Sept. 1 initiative is out

there and that we are willing to be helpful at such times,

as time is the parties' want %o rove on that,
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SOL M LINOWITZ

ONE FARRAGUT SOUARLE SOUTH

WASHINGTON, D BTG

| December 3, 1984

PERSONAL

K, Dear Shimon:

I was so pleased to see you and to have a chance
| to talk with you when I was in Israel. As I said, I .
have waited a long time to greet you in the Prime
Minister's office, and it is personally gratifying
that this has now come to pass.

It was immensely heartening to hear your creative
ideas for future progress toward peace and to realize
how much your commitment and leadership will mean at
this critical time.

You know that you have my warm admiration and my
fond good wishes.

Since

. Linﬂwitz .

His Excellency

Shimon Peres

Prime Minister of Israel
Jerusalem

ISRAEL
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NyT-5ideny Blumenthal- national nolictical eorrespondant for the

Neh aepub e~ "~ neo-Congervatives ruture {6 Difner @ heo-conservatives
WoTe B wignificant and Mignly vocal but rather suall part of American
Conservatives, made up of mostly intellectual Jews, disziliusioned
laftists, Thay helped sweep Reapan into office the first time and

were suppose to be ahle to deliver the jewish vote to the Reépublicans .
this time too. Thay d{d not, In the short run they will still be @ble

to secure palitica{ gppeintments , hut their image as self appointed
brekers has been ghattered,

-Prasn} eports

NyT=41ler="Huspein, in Eryptian Parliament, sondemns Camp Ravid Accords
fing Hussein relterated nis eriticism of the CEdp David accords Decause
they did not specify the eventual gtatus of Isracli ocheupied West

Bgnk and Caza Strip and excluded the-PLO. Mubarak aleo addressing
parliam@nt did not defend the accords, .ie pald Jordans polictiecal re-
coneiliation with Eggpt‘. would help Arebs " oteeting their land from
pgaression and in liberating what the aggrehsors have stolen,"

(see Post)

Post-"Alr attack threat to Sgypts marliament " : Jecurlty was tight at

periiement because of reports that a planie from an unidentified
country had planned an air attaclk.the annouwncéntel came &t a time .
that tensions batween Egypt and Libya are growing,

Sharon

NYT- Nahuz Meénachem testified for the defemse that he had warned Sharon
four days before the massacre that there was liable Lo be slaupghter,
~he Army wajor filmed his testimony in Isreel and the film was played
in gourt in N7, Menachem wae then the Israeli military governor of

the Shuf Mountain District. ..e is one of 5 Israeli witnesses testifying
I as part of the trial. ( see ON,ND

L0

r «3J- Speaking to the Egvptian arllament, .lusaein ruled out
Bargaining with Israel on behalf of the PLO.

| U
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A Tasponse to Fatl{Tes Brticle (nov (5 ) fhat contcenc

X !ﬂﬂ‘r’“-.__-

F

T~ Xing Pohd of Saudi Arabia was quoted as saying he would give his
people & say in Government, which is now 20 absolute monarchy. In three
months he intends to set up an agpembly, Fnitially the members will be

| appointesa but after a while half the members will be indirectly elected
'tgrﬂugh a system af provincial astemhlian,

| Lettors to the Editor

Lol

iPth- - Marparit furnham, hational Conference of Black la
G detends Adrien Wings £lgit to rreely CxpLass her aw
twar not auhtorized to give a statemsnt on behalf of the

exrs, - the
n views, she
organization,

iwyr. cartin Stein *ibel Trials sre not won by good falth alone': ]

Te LRAL 6n actorney,

tjounalint, oOF doctor that acts in good falth should net be liable for

‘aetions, is an argument wased eon erroneous premlse,

l

N+ Ricki Fulman: " labbl seeks more fervent floclk’’ 1ahbi Sheldon Zimmer
M@ Boing £o Llesd & synagogué - DAITas Eeras. -6 says that in Manhattan th
Jewish _community doasn't understand the role of tha synapogue in
Jewish iife, reople get their Jewish content in many ways here,
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FRANCE DETAYS O IPAOT REACIUR-GUTF WAR HOLDS UP RECONSIRUCTICN OF

FACILITY POMBED BY ISRAEL

Wash. Post, Dobbhs:The war between Iran and Trag has enabled Prance .

o postpons copletion of a controversial deal with Irag to replace a
French-built nuclear research resctor near Baghddad that was defstmye;d by
an Israeli air raid in 1981, according to informed sowrces here. French
officials confirmed that Iraq, in an effort to expedite the agreement,
has accepted stringent technical conditions set by France, including the

use of low-grade wanium to fu2l the reactor once it is in operation.

MUBARAK USES HUSSEIN VISIT TO PLFAD FOR ARAE UNITY O TATES WITH TSRAFL

ash. Post, Ottaway:Pyyptian President Hosni Mubarak, taking advantage of .
tha first visit here by Jordan's King Hussein in eight vears, made an em~
tional appeal today for tha Arab world to set aside its differences and

join in forging a unified position toweard pegotiations with Israel !

over the Palestinian issue. Inplicit in Mubarak's appeal, made in a

speech to the parliament, was a call on the 16 other Arab states that Broke
diplomatic ties with Fgypt in protest of its 1979 pecce treaty with Israel

to follow the recent example of Jordan in restoring them for the sake of

= Arab wmity.
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BGYPTD, JOPDPN, PLO EFFN AS NEW COALITICN

Wagh. Times, Neff:An impassioned call yesterday by Jondan's Ring Iussein

that the PLO be si:gnals-: the energence in the Middle East of an informal
coalition between Bgypt, Jardan and the PLO, Aecording to diplamtic

sources here, the evolving aligument has the tacit ';‘-.F'Jilﬂl‘l. of Yraqg, and .
Savdi Arabia and is aimed at getting the 1cmg—stal]ed Peace process nmoving
again in the face of U.S. foot—dragging.

SYRTA EXPERT VIEWS ASSAD AS STARLE FPORCE IN MIDEAST

Wash. Times, Cate:Syrian President Mafez Assad is seeking to create in

Iebanon a "friendly but relatively weak political entity - one strong
enough to keep the peace without growing too irdependent,” says former
U.S. diplanat Ridgway Enight, who sar';'ed as ambassador in Damascus longer
than any other envoy.

SHARCN WARNED OF MASSACRE, TSRAELT MAJOR SAYS

The Sun, Reuter:An Israsli Army reserve major testified vesterday that he .

warned former Defense Minister Ariel sSharon civilians were likely to he |
salughtered in Lebanon anly days before the 1982 Bairut mssacre of Palestiniang,

HUSSEIN FAULTS CAMP DAVID PACT, SEFFRS RETURN OF “"ARAR JERUSALEMN

Tha Sun, Wire Serv.:King Hussein of Jordan, in an impassioned speech to the
Egyptian parliament, denounced the Camp David accords yesterday and declared
that there could be no Mideast peace until Jerusalem is returned to Arab rule,
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SIRTE DEPT, BRIFFING FOR'MONDAY, DEC. 3, 1984

Question:

AnSwer

Ouastion:

Quastion:

Answar:

Cueation:

Fnswar:

Cupstion:

Do you have any comment on King Hussein's remancks yesterday

¢n the Egyptian ... on Camp David?z

No, no conments on King Hassein's remarks. .
For President Mubsrak's follow-up stabtesents in which he—-

King Huossein criticized Camp David—and Mubarak avoided the
toploe? I

Waell, I as:znm that means that the Igyptian government remains
fairly supportive of the Camp Devid process,

Did they say nothing in the face of pretty harsh criticism

live on national Egyptian T.V.?

I think our assumtion that thé Egyptian remains fully
supportive of the Camp David process.
Thie question relates to the New York Times series on torroriem... .
could you confirm for us whether Anbassador Bartholomew was

in fact whisked ocut-of-the-country just before the ElE:Cl';iUﬂ,

I believe, because of terrarism threats?

Well, let me answor that in two ways. We're very reluctant
these days, wnderstandably, to talk about the movement of
hmbassadors or personnel.  But having said that,you should not
take that as a denial ... that the Ambassador made it out-of-the-
coumtry. -

2aadis 8 result of the efforts that were described in the
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Answar:
&
Cuestion:
Arengar:
&
Question:
Aneyers

Timas etory, that an attack upon the Anbassador's residence

was stalled?

Ciwiously, the ? wio planmed such an attack would belong
to that question of whether or not ... tha facts are that an
attack would not take place; the facts are that the United
States sent, introduced a nunber of heightened security measures
at its installations in Beirot, and particularly at the Mrbassador's _
residence. Now what D‘Jn:im;it.:-n you draw justaposing those

two facts ... but the fact is we took Precaustions, and the fact
is the attack did not take place.

Do you have a situaticn report on the Bconomic talks betweon
Israel and the U.S., and does the U.8, goveriment see the
measures undertaken by Mr, Pares' govarnment as adequate or would
You like {0 see more drastic reshuffling of Israel econamics.
W, I don't have any read-out on those discussions, Obwviously
the Sscretary has indicated that his cancern ovar the economic
situation in Ysrael, in part, and has welcaned various steps
that Israel has taken. '

Do you have any assissment or coments about the talks

between Israel and Lebanon?y

o, I don't, and I'm not aware of any specific plans for
Ambassador Murphy to go back to the Middle Fast, but it's

always possible, I certainly woulddt rule that eut.
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and parsounel abroad has been strengthened, &
tesms ready to rescue hoataged. There ias still a policy split

Natanyahu, Western nations should igolate Libya he says.

the U,5. should use milltary force to preempt or retaliate against
tarrorist attacks, On the international scene a coordinated effort agaihst
cerrorigm is spotty. The Italians and Awericans worked togetaer

to prevent the bombing of the pnerican embassy there, last week,

Jut in tryipg to centrol the power of Libya the americans have not

hid much success with detering france from malining warm relations with
that country. The lack of coordinated Western astratepny for dealinsg with
state supported terrorism 4is a major E?ohlem in the wview of Benjamin

* R{YT-2-12-84 Week in Review- marnstein- " Some Gains and Losses for Swel

Smith- "when Terror Threatens: What U.S5, has Learncé‘
a 8¢ e the CEn LMDAGSY LN
Yo beirut on sept 20th the adminsitration end Congres=s are nakin%
s concerted effort against the centinuing threat of internations
terrorism, Incelligence has been improved, protEGtinﬁ of embassies

5 here are secr¢t counterte

o

on whethﬁﬁ

Mr. Agsad still refuses to pive explicit guarantces of Isrzel

for helpinz to affect a pesce in Lebanon.

NYT -1-12-84- " Israel to Allow Review of Files in Sharon Case':
AITooh Kahan WIIL be permitted to study the secret appendix to the
cornlsgions report on the massacle. e will then respond in writing
to three questions forwarded to Lsrael by the court. This evidence

could prove eritical in Jetermining the cutcome of the suit.

WYT- 1-12-84-Friedman-: Arabs and faraelis have been sble to view the
procecdings of —ve Yalestine National Council on television, Jordanian

televigon can be scene through out Israsl. The reactien has b
The fmct that the golngs on could be seen gave local Arabs &
pride and a new viev of PLO leadership.

{eaderanip amoitlons T A5ead 5 leadersnip gonls involve Tefusing
i e ‘ # g Pl &
any mova %bwiia penulne acceptance o Israel, For the moment Gyria

has decided that a relatively moderate role in Lehanon and talking
with the West will hel» estahli{sh it-s role as the leader of the
Arab world, and stem the tide of isolation that has been growing.

's gecur itb
I.I

on it's northern frontier. Iesad did get the nod from France's Mitterra

een mixed,
geense of
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NYT-Millar- 2-12-84-llusgein arrived in Cairo todav for talks, After the
Tt private meecing EYgpEs, chief fomeign policy adviser appealed to
Syria to hnlﬂ devise a joint approach to peaca, Ouama ¢lBaz said " let's

a

not forget that part of Syria's territory-the Golan lleights- is occupied
by Israel ‘

|
*‘1 ND- 2-12-84-Slovan:' Hew Tries at_!l._g_qgﬂi_ﬁg_g_mﬂ_ﬁ;i.p:” Reetoration .
ot ITEqI-U.8, relations is & diplomatic %n:k: ing to offset Assad's
! domination of the Axab world, Israeli officials sece another Arafat
vigit to Egypt as potentially far more important than formal sctions
! py the battered PLO. It could bhe the heginnin of gomething saild an
lerpali foreipn miniacry offielal, ar ta?ks on & Lebanese withdrawaj
atle

-

g

have been an exercise in humiliation foT Peres, Yesperation keeps
fsrael at the table,The Golan is the prize Azsad ig seeking in his dipl

cheas pgame. His grip om the FLO 18 to prevent the returning of the
West Bank without raeturning the Heights,

L 15

WT~2-12-84. Jamea Feron- special-Jhafik al Hout savs he does not think
_EEE—?EU'ETTT_EEFEETE't&"?é-estahliﬂh jtself in southern Lebanon after
an lsraeli withdrawal,The palestinian freedom fiphters find it difficult
! to find any Arah borders to cross nowadays touact militarilv in oceupled
. terrdtories, \n altermative to continuing the armed strupples he says

: s & wey to find how to get the astruggle in the occupled terrvitories
themselves,

i
|
{
.
3
.
H
i
*
!
-
:

twepo1.12-84- Libyan milftary will train the Yaltese armed forces under ‘
' i mutual frlendship and cooperatlom agreement gigned earlier this month,

} rP.2.12-84- “oldman~- ' Rabhis Learn, and Teach of Families in Crisis”
14561 s gaE‘ierﬂE!‘ at & conlerence spunsaraﬂ 5y F%e Fedaration o EWLS!

;Philanthroples to discuss ways of dealing with the terminallv ill,

. sattered women, single pavents, cults and chil? abuse.

;ﬂg—g-;g-ﬁh—Travqlg_r rinding Life in the Dead Sea" - "eorge 'ledovoy-
{special correspondent- N sracl's Jdead eea region s hardly dead at all,
3t is & thriving oasis, a source of troatment for srtbritis and a place
‘of ineredible beauty. ~he 'linistry of Tourisw is eoneentrating a huge
‘chunk of it's budret on developing modern hotels and health spas. reople
{coma to the agea combining haolth trestments with sighteeeing, iou can

o to Kibbutz Ein Sedl for entretainment and mud packs., 50 fo the Qumeran
'"Mational park, the reserve at Ein Jedi, “ahal Davia Nature nesetve,
!swin in the Jead Sea and visit Yasada,
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NEWS SUMMARY - SATURDAY - DECEMBER 1, l_":'lEr-'q

THE PRESS REPORTS
Cabinet To Cut Defenae By Another $100 Milliom
THE SUN-(Wires)=- Tsrael decilded yeaterday to cut defense spending next year by
another $100 willion in its bacrle against B00X inflation. Yossi Beilin saild
the 5100 million was part of a new 5375 million reduction in the 1984-85 budger
approved at a speclal five-hour cabinet session. The current budget is estimated
at about 59 billion after debt repayments.

LY

N
Lebanon Delays Troop Move .

CHICAGO TRIBUNE-(Wires)- The second stage of a security plan to deploy Lebanese
troops down as far as Israeli lines in South Lebanon apparently has been delayed
for four days after a car-bomb and and artillery shell killed seven people arcund
Beirut.Nabih Berri said the army would take over the road leading to Iaraeli de-
fense lines in the asourh on Thuraday, four days later than had been expected,

PLO Calls For Broad Mideast Conferemce (11/30)

CHICAGO TRIBUME-(AP)-The Palestine National Council on Thuraday voted in favor of
a PLO polirical program urging a confrontation with what it called US and Israeli
“terrvorism" and calling for an international conference on the Middle East. The
program also called for "reerifying" strained relations with Syria. The program
wag approved by the council.

Hussein Schedules A Viair To Egypr  (11/30)

CHICAGO TRIEUNE-(Wires)- Hussein will make an official visir to Egypt. Sources
said that Husseln would come would come to Calro on’'Saturday. Egyptian ollicials .
gald a wajor topic of discussions between Mubarak and Hussein will be the week-

ling session of the Palestine National Council.

Massacre—Probe Documents Slated For Reexamination

WASH. POST-Denton-The chaitman of an Israeli commisslion that iovestigated the 1982
massacre of hundrods of Palestinians in Beirut was ewmpowered today rto reexamine
classified documents at issue in Sharon's libel suit against Time magazine. Yossi
Beilin told reporters that the govt, decided to permit the chairman of the now-
defunct three-member commission, "co lnspect certain classified documents of the
Kahan Commission and reply in writing to the American court,..”

Kuwait Expands Military Ties To U.S., Soviets
*axASH. POST-Ottaway— Kuwait has moved te expand its alr defenses by increasing its
wilitary ties to both the S and Soviet Union in receut weeks. It will send 130 cadet

RISR“G1ER PRE RGwafEs PAIERAEC"EF 6001 SR Raa SR BhE(ERRES 2R R H (BT HUET 10 COMRCET |




THoies oYY - e miv'ur ’

;mﬁ, 1

] i

.........-.‘I‘ﬂﬂﬂ Ale L

RPETTh &y JRRERN <1 LT ] 11003 P17 173 1880 t

84 Bec 2 1:‘“3? e L] _./ \ i

fad U E B ER T E R ‘11’1“ 3_ ‘1 I: 4 1
...------"--'im I“-r b, TR

JPYT N7 YT LYUAY 21T LRt YT OLA L Yhaann  KYDYh L nYyR o, 00apn Y

| NEWS SUMMARY - SUNDAY - DECEMBER 2, 1984

COLUMNS !

*FAWASE., POST-Jim Hoagland-"A New Ballgame In the Mideast"™ Baghdad's deéclsion to
resume ties with Washington now appears to challenge 2 fundamental Soviet ass-
umption in the Middle East — that US suppert for Israel and opposition to Pal-
estinion naticnalism would irreversibly alienate Arab mationalist goverumcnts,
and give the Scviets an enduring strategic advantage in the region. Iray's dec- .
igion underscores a new reallty in Arab politics that has been taking shape over :
the past four years. Both Israel and the Palegtinians have ceased to be deter-
minant lssues for Arab-American relations, at least for the time heing. Iraq's
willingness to smeparusle nalional [rem Arab concerns represents a reversal of the
feeling that swept through Iraq and the rest of the Arab world In June 1967. A
numbetr of diverse forces have combined to produce the search amorg key Arab nat-
ions for a new consensus. Among them are the world oil glut, the bloody stalemate
in the Iran-Iraq war, lsrael's success in destroyiog the PLO and Israel's fail-
ure to pacify and occupy Southern Lebanon, where for the first time Arabas view
themselves as waglng a successful war of attrition against Israeli forces occup-
ying Arab territory. Iraq's change is a cilrcumstantial one that has to do with
domestic realities and a regional imbalance that will be difficult to translate
inte any new peace inltlatives.

THE PRESS REPORTS

Hussein Bepine Visit To Fgvpt

WASKE. FOST-Ottaway-Hussein arrived in Egypt on a state visit and talks with Mu-
barak to work out a Jordanian-Palestinlan-Egyptilan approach toward reviving the
long stalled Middle Eust peace process. Caire hopes this will be the start of

its reintepration into the Arab world., Mubarsk's chief foreign affairs adviser, .
Ogams Baz, said they had discussed "an acceptable formula" to serve as a basis

for a comprehenslve settlement of the Palestinian issue, He said the two lead-

€rs honed to Invelve the PLO in the search for a unified Arab positlon aad he

called on Syria te join the process as well.

PLO Begine To Forge A New Course Toward Peace In The Middle East

PHIL. INQUIRER-Macland-The PLO has shaken free from a year of depression, inter=
nal fighring and indecision to Joln forces with Arab moderates working on a new
diplomatic initiative in the Arab-TIsraeli conflict.In the PMC week-lonyg session,
they tried to move to strenghten ries with Epypt and with Jordan.

U.S5. Review of UNESCO Is Expecred

FPHIL., INQUIRER-Rosenberg-The US govt. is expected to announce this week confirm-
ation of its decision to withdraw at the end of the year from the UNESCO, The White
House is planning to review tomorrow of UNESCO developments since the US EAVE & Te-
quired one year notice last Dec.of 1te intention te leave.
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Igrael, PLO Unwilling To Give The First Inch

CHLCAGO TRIBUNE-McNuley- A polirical uproar in Isracl and the conclusion of the
PLO councll meeting in Jordan last week illustrated again how little room for
compromise exists in any future Israsli-Palestinlan dialogue. The mood in lsrael
clearly appears to be unreceptive to any territorial concessions for peace, and
with the economy in tatters, few Israelis are campaigning to improve the quality
of 1ife for Palestinians. The PLO's "parliament in exile," endorsed the shell

of a proposal by Hussein for a joint negotiaring strategy but politely rejected
irs core because it did not provide for an independent Palestinian sctate. The
cause of Israel's uproar was an attempt by Abdel Wahab Darousha to meet with the
FLO's top leadership in Jordan. Peres in & meeting with Israeli editors Thurs-
day, said he regards Hussein as a potential partner in peace talks but doubts .
the PLO attitude will ever change toward Israel, He described the National Cou-
neil meeting as more of a paychological than political event. In Amman, PLO off-
icials said they see no hope of any Israell willingness Co negotlate.
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¥ B il ghe gtay? Won't ghe? Which job will she
get? The future of Jeane J. Kirkpatrick
1.5 Ambassador Lo the United Nohons,
has been o major topic of speculation
since Presiden! Reagon's reelection. She
hazs £oid ghe intends to leave her current
post this month, but her supporiers stil
| o |

hope the President may convince her Lo
stay on. One of them, columnis! George
Will, recently described Kirkpatrick as “indespenaable to
American policy-mdding . . . . Bhe unites thought and
action, theory and practice, betler than anyone in this

week, in @ 2Vi-hour inlerview, Kirkpatrick

%

Last

explained her reasons for wanting to return o private

of her polifical views that she believes have been gpread.
not only by entagonistic journalists, but also by the KGB.
Kirkpatrick also spoke freely about the personal attacks
she claims have been leaked to the media by senior White
House gides. Finally, she denied having the presidential
ambitions many of her admirers say she holds,

Q: During the first Reagan Administration there
were & number of well-publicized divisions among and
within the Depariments of State and Defense and the
National Security Councdil. How do you think American
foreign policy has been effected by such things as the
public feuds between Secretary of State George Shultz
and Defense Secretary Caspar Weinberger?

A: I think it i inevitable and desirable that a
President have more than one counselor on foreign
affairs, just as he has & number of counselors on
economic policy.

What is not natural, inevitable or desirable ie o have
discussions within an Administration aired in public. It
inhibite and distorts such discussions, if only because
the aceounts that are leaked w the medie ere always
inaccurate and incomplete. Frequently, by the way.

this kind of leak is used o strengthen the position of |

one of the contenders in the internal policy discussions.
Ofien, it is used to assassinate the character or
intelligence of some of the participants. ] think that's
ing, and that it has & negative efiect on the
conduct of governmenL. - 2

Q: Haven't you been one of the main victims of such
leaks?

A: There's no doubt about that. In the Washington
Post editorial endorsing Walter Mondale, there was a
paragraph about the divisions within the Administra-
tion. It said that they were nearly unprecedented, and
that the worst attacks or [former National Security
Adviser] Richard Allen, [CIA Director] Bill Casey,
[Presidential Counselor] Ed Meese, [Interior Secre-

| tary] Bill Clark, myself, Cap Weinberger and 1 don't
remember who else, had come frari within the

Administration This creaies 8 Lermime; i o

effect an

ainder avhich 1o Yve and work.
\morale, policy, the P:ﬂmlmdﬂ thmemmm

L

1 - In the November issue of Encounter magazine the ',

British journalist and historian Paul Johnson describes

_the extent o which major media have been manipu-

| lated to serve as “bulletin boards™ for the political
ambitions of insiders. You can't necessarily blame the |
media, but you can ask that they scrutinize “insider™
accounts s closely as they do on-the-record state-
‘ments. ] once wrole a piece in which 1 gaid that there
+was & paper triangle formed by the eymbiotic

!
A

relationship beiween journalists, anonymous sources
and the public, Thet relationship is dangerous to public
policy and the public interest, because It distorts the
public's information

The worst thing about anonymous “information” is
that it resists verification, Typically, there's no effort
made even to verify it, An extraordinary pattern has
developed in which some journalists—particularly
those who cover Washinglon —actually prefer anony-
mous gources W on-the-record sources and assume
that thinge said “for attribution” are less reliable than
some secrel “insider”™ version. What emerges are
fictive accounts of public

and public per- - ° ;

Evcris wut piblle Bor Do you knuw_
E'm’“‘:ﬁf s exponed -~ that most of

peivatapurgoued, =, 1 .

Dmmﬂmﬂnnl izati n!s::; *those White
ernmenit OCCUrE W -
colleagues become ad- House staff
versaries bent on the de- .
struction of one part of peop]e don’t
the Administration But ,
most. serious of al, at €ven know me?

least from the point of
view of someone with a
long-range vested inter-
est in the reliability of
public accounts, is the
falsification of history—

... Isimply
don’tknow
‘Wwhythey .

not just its distortion, but : 3
jts falsification. attack me. “
Q: Mostof of the leaks NN,

designed to undermine
you are said 1o have originated with senior White
House aides. Why do you think they are doing this o
you?

A: 1 don't know. During my brief period in public life
1 have had an extraordinary experience with disinfor-
mation of one kind or another. The simplest and the
easiest to understand is the sort desseminaled by the
KGB. | probably have been & target for more of that
than any other member of the Administration, except
the President

There are several documented cases in the State
Department's disinformation studies, including the
circulation of forged letters, scholarly monographs and
interviews that have made their way into both the
American press and that of the Third World. _

That kind of disinformation 18 easy to understand
since it comes from our real opponents in the world
What I don't understand and what 1 have found much
harder Lo bear, frankly, is the characterization of me as
gome kind of right-wing exiremist, an ideologue and
anti-democral. _

Take Central America, where I have been depicted

. continually & an extreme hard-liner. Actually, inside

Administration policy discussions,-{ .probably have
opposed the use of foree by the United States in Central

- America 'more often, and jnore wirongly than any
member of this government. 1 don’t mean the use of
U.S. combat troops, because nobody’s ever suggested |

that; 1 mean any kind of force, even In principle. 1
wasn't even present when the United States decided Lo
goto Grenada. i : -

Q: What did you think of it? - -
A: Well, I thought it was a fine action, but 1 dont
know what I would have done if I'd been prezent when
they were discussing it and making the decision. ] have

+ not been an architect of our Central American policy.]

have had a substantial influence on two issues: One
was U.S. support for the Contadora group. The other

Flease see KIRKPATRICK, Page 3
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Continged from Pagel

was Jjormation of the bipartisan commis-
rsion on Cenlral Americe—g concepl [the
late Sen. Henry] Scoop Jackson and 1
conceived with Sen. Charles Mathias’

help.

It also is & matter of public record that 1
suggested Henry Kissinger as the chair-
man of that commission. 1 strongly sup-
port adequale military assistance io the
nations of Central America. But 1 support
much higher levels of economic aid and

s= cultural exchange than we have ever

‘B provided. 1t's hardly the record of a super

§

= anti-democratic taint is weirdly mistaken,

el
-

=5

hard -liner.

So the notion that
actions with regard to Central America
have some sort of extremist character or

And yet all over the world, people think

- this about me now. It's disturbing.

I have been contrasied with so-called
moderates or pragmatisis. In fact, I am

% probably as consislently pragmatic in my

approach to politics and government as
anybody in our government. Now prag-
matic doesn’t mean unprincipled. prag-

= matic means flexible in the pursuil of

A g

s AN

WAL & T TR S T AT ke (L

-
-

o,

o R TR TR L O

."3:_ principled goals. -
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‘WhatIdon’t" = -
understand. . . is

the characterization

of me as some kind

of right-wing extremist,
an ideologue and
anti-democrat.’

- o

1 don't like o say these things because |

i sounds defensive. One of the interesting
Lthings about being attacked is that if you
Lry Lo setl the record straight, you sound
defensive, For the most part, I've just sort
of given up. For a while ] tried writing
myselfl Lo set the record straight. But then
1 found it didn't eeem to help much

1 do believe that there still may be some
special sort of resentment of women in
high politics in this country. 1 think that
some of the atiacks on me have been
motivaled not only by politics, but also by
that special resentment of women

Q: Do you think that helped sel the
White House stafl against you’

mymmmdmy

A: Do you know thal most of those
VWhite House stalfl people don’l even know
me? Tdon't know the senbor White Houss
ardes and they don't really know me. For
Lhe most part, 1 don't even aliend the
same meelings that they do. 1 simply don‘t
know why they attack me. It isn't only my
positions Lhey oppose. According Lo news-
paper reporis, they also opposed my
speaking al the Reouhlican Conventian

Q: What 8o you attribute that to?

A: [ really 8ap’tknow. | don't have any
Jpatitical am , bul then Tm not the
only person who has been The obgect of
real denigration by eenior White House
aides. - e 4 .

@: By eenior While House sides do you
mean James Baker, Michael Deaver and
Richard Darman?

A: Everybody knows who they are.

Q: Why does President Reagan allow
thiz to go on? Everyone says the Presi-
demt Hkes and admires you. So why does
he allow this to goon?

A:1don't know. I have a tremendously
high regard for the President. 1 think he
must not really believe this sort of thing
happens. Actually, it is hard Lo believe.

Q: Are these atlacks on you from within

the Administration pari of the reason you
want to leave?

A: Oh, I find all this very depressing. It
creales an environment in which it is
extremely unpleasant to work. If you have
& job which is very difficult, requires long

hours, low pay and a lot of public scrutiny,
you do il because you think it's important
Lo basic values.

But all the frustrations of the job itself
are enormously compounded by having
hostile potshols or even heavy fire—in

| my case, it's been &8 heavy barrage in
| recent monthe—directed al one from
| 'Oone'E 0w Eide.

I have this recurring thought, which is
that Harry Truman eaid: “If you can't
'stand the heat, gel oul of the kitchen.” My
‘version of that is: I you can't stand the
heal, go back 1o the kitchen—where 1
have been very happy. I like private life. 1
don't know whether there's a special

_resistance to women and I don't know
whether women have a special trouble
bearing up under this kind of attack,

1 don't think I bear up very well under
iL Intrinsically, 1 am not very combat-

- ive—despile my large reputation to the

1 contrary. ] have no zest for conflict.

= N i+ ¥'Q:- What would youike 1o do?
apighlrro i \Z*“A: T would iike to do what I as daing |

i before I came 1o the United Nations. I was

|, enjoying my life very much. 1 like reading,

{ writing, thinking and having time for &
private life, friends and music,

Q: You're not going to run for the
Senate?

A: No. | think citizens in a democracy
have to be active. If an opportumity for
significant public service presents itself,
then 1 think #f you're serious about
citizenship—and | am—you have an obli-
Eauion to accepl il and o give it your best.
I've done that at the United Nations. I
would not have refused the President
when he asked me to go to the United
Nations because 1 thought—and my hus-
band agreed —that il was my duty Lo give
it my best try. I felt | had an obligation, as
an aclive citizen in & democracy, o do
that.

And 1 think it's been worth doing. 1
think we've made & lol of p: .
not just for the United States, but for the
United Nations. The product of the Urited
Nations in this General Assembly is a lot
more constructive than it has been |
think & lot of the most abusive, destruc-
uve and hate-filled rhetoric and actions i
the United Nations have been modulated
and, in Bome cases, even silenced, ] think
Lhat's been worth the investment of my
ard my team's ume &nd efforl here. But
.« Jwouldn'teay | empoy it

|
_!

R

: Q: What !{'ssan_s will you take away
T:I-:Lnu n:::?ur experiences 8t the United
A: Firet of all, that the Third World
united entity exists only in the mindsun?
ideologues. Take the Africans, The princi-
pal element of unity among the Africans is
their real abhorrence of South African
racism. Similarfly, t's Tairly clear that
among ihe Arabs the principal elements
of unity are certain kinds of hostility 1o
lerael and Israeli policies.

As fnrhrael.lmmtrta]ljrlwm

* until I came o the United Nations of the

extent or the intensity of hostility to that
nation. It's just extraordinary. T had no
idea, frankly, of the extent to which
so-called “moderate” Arabs are willing 1o
gay, for example, scornful things about
Israeli honor and Israel; legitimacy.

[ Yty

The analogies drawn belween Nazs
and Israelis are practically a daily affair at
the United Nations. It happens all the
time —accusations against Israel of geno-
cide, contempt for the notion that there is
a rule of law in lerael, or that there is
honor in Israel, or that there is any kind of
legitimacy about Israel, There is a readi-
ness Lo believe anything about lsrael, no
matter how outrageous.

Q: 1 wonder what you think about
prospecis of peace initiatives, such as
FReagan Plan, that are always being
proposed for the Middle East?

A: Optimism is one of the basic charac-
teristics of pur national character. But, as
& people, we 1end to underestimate the
extent to which conflict isa normal part of
the scene in many areas of the world. We
tend, 1 think, 1o imagine that peace is the
norm toward which the world ought
always to be tending when, in fact, in
many areas of the world conflict is the
norm, punciuated by periods of peace.

Q: On the subject of the Soviet Union
there is endless debate on the desirability
of reintroducing detente. What do you
think UB. policy should be toward the
Soviels?

A: Careful. Above all, it chould be
careful. Detente, as T understand it, 45 &
term that applied not only 1o & policy
to & theory. It has a specific m

! related to Kissinger's theory

! the multiplication of linkage, the multipli-

I-cation of relationships, between the Sovi-

. ets and the West, with the expectation

| that the proliferation of economie, cultur-

! al and social ties would eventually pro-

| duce a Soviet vested interest in maintain-
ing normal relations with the West, and
that this would lead to a progressive
diminution of hostility and conflict. But it
didn"t work out quite as expected.

. The biggest reason it didn't work a8
expected was that the West proved to be
more dependent on those ties than did the
East. The West European economies
became more dependent on Soviet con-
tracts for employment than the Soviets
became dependent on those contacts for
enhancement of their own economic gitu-
ation. The reason for that is not hard 10
undersiand, because the democracies are
always susceptible io economic pres-
sures—like unemployment. The concern
about unemployment gels pretty quickly
expressed in elections, and so democratic
governments are very responsive 1o eco-
NOMiC Pressures.

The Soviets, on the other hand, tend, 1
think, alwaye to attach more imporiance
1o political factors than 1o econmomic
factors; and they are not susceplible to
ghort-range pressures from the Soviel
populace.




" There's another idea thal was

_ ! / esanciat-
ed in & kind of popular way with detente,
Loo: that arms-contral negotiations could
serve as the inftrument for managing the

+ 11.S.-Soviel ﬁliﬁﬂmhjp; and that = & * |
:‘:!“' if you could get arms-control M;-:x l dﬂﬂ t hﬂVE aﬂ}’
| & L ..
e tof ki Do gies. X _political ambitions, but
¥ &. ] ﬂlm 3 * AR E b !
L Therv's 3 fy Sk o revorn e ithen T'm not the only |
. % - i T L= . k.
atiached v thi d8es sbout arm-cifira nwhohas been: -,
'- e e - ﬂln— te -4t e - s ¢ T2 gl S i % !
%meh l:h#;n; Ethezba:tﬂ T TR
: between Soviet beha A o PRI, -, Trla )
*ghanistan and arms contro, and.yet they ‘denigration by senior |
“Uations will somehow lead to an m: iWhiteH Y i S
ment in Soviet hehvinrmnumrmﬂh - ﬂ?l?_e aides. v ;
; ;“""-". e .fﬁnﬁfnhié&toﬂ:awmnﬂuaium
: Are we gall : r.for VS foreign policy from your four
b any Htﬂdﬂflhm!ﬁym
: =z s } woul
ago, when arms-conirol lreafies came | {E;@Mﬁe' ‘ih“ i yon aay they
" inlo existence? i .
. A: First, we are a global power, Tess by
A:QfmﬂﬂmL'_l‘hequeﬁMnuntl; | . wirtve of aspiration than by virtue of
, table is whether it is possible 1o rea | | geography: We are & Pacific power by
, with the Soviels an arms-control agree- | ' wirtue of being part of the Pacific Basin;
! ment which, while verifiable, will pol be . we are an Atlantic power by virtue of
detrimental 1o our inleresls—an Agree- being part of the Atlantic Basin; we are 8 5
ment that would not leave us militarily | Western Hemisphere power by virtue of
weaker ViE-5-ViE t.h'E‘ Soviels ﬁ?e or '.ID gmgrﬂphiﬂ] location. With ‘-“ those

years down the road.

It's perfectly clear that the hislorical aspects of our location go inelve

strengths, but also vulnerabilities. We

record does not provide us with grounds : :

Rrr need a lot of friends, but we need also to
for optimism. SALT 1, the most successful be realistic about the extent to which our
example of an arms-conirol ggreement, friends will stand with us on issues
has not controlled the arms race or beyond their own defense. We need 1o be
reduced our vulnerability. It's also clear Jlistic sbout that because I’s 8 neces-

that the vulnerability of the United Stales .
and of our European allies to the Soviet Sy P’:;""g‘;m“ ME:]?E r‘?‘“]t:r'i“ :'?:“:
ilitary buildup increased in the years e -0 pingte OUg
e er SALT Sy global power, we cannot protect all the
aﬂi‘!:]f’ml I.I:::m difference between - m]unn: tn the world—and protect our-
selves.

: l.hn:l_ : H.enpn! with mmp rd gtth?msnﬂd-%[ﬂnm n‘inn‘.h-: “We can help other nations defend
~ been the US. gollitary bulldup. We have ﬂi:mne]vcs.hutnutb}*_bemmlng_irwuhtd
i mmade very significant progress loward & through combat in their defense. We have

{ regtorats rough parity with gn interest in a world of independent
? et e ' nations. That's what we need. Wehave no

deeply that the United States and " ymperial or hegemonistic ambitions. But
:Tﬂenm-::;“ﬂu:su;ri Imore t:m we do have & very large national interest

of the world's nations and, espedially, in
avoiding their incorporation into a Soviet
power structure hostile to the United
 States. ' :
! We're not struggling against the Soviel
' Union for dominance. What we are doing
*is trying to help reinforce the independ-
e ““ence of other nations who seek pur help. " |
“Thus, when we respond 1o the appeals of
!"MMRMW to help them against

today than they were four years ago. in maintaining the independence of most

4

“Kadafi, ‘'we respond by helping. ' We don’t
| “assume [he responsibility for maintaining
i the independence of the Sudan, but we
, can respond to Its appeal for help. In
! Honduras ar El Salvador, for example, we

~@lon't confront the expansionist Cuban-

Wicaraguan effort, but El Salvador does or

‘Honduras does. We can help them if they
ek us. i

This is very different from a classical
fnterventionist US. foreign policy. We
used to go round assuming the responsi-
bility for everything in the world. Much of
what is meant by “the Vietnam syn-
drome,” as ] understand it, was the United
States’ assumption of responsibility, down
to war itself, for the territorial integrity of
any country in the world,

Q: People say that you want to be
President in 1988,
A: Thal's ingane.
Los Angeies Temes Q: It's insane?
A: 1t is just simply insane. That really is
CTazy.

Lally Weymouth writes frequently for
Opinion.

Michae! K. Deaver
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LETTER OF TRANSMITTAL

November 5, 19B4

Hon. Charles H. Percy, Hon. Claiborne Pell,

Chairman, Committee on Ranking Minority Member,
Foreign Relations Committee on Foreign Relations

U.S. Senate U.S. Senate

_Washington, D.C. Washington, D.C.

R # s - - s e

Dear Mr. Chairman and Senator Pell:

Attached is an updated report on the economic crisis
in Israel. This revort details the deterioration of the
Israeli economy over the past decade. It also highlights
those areas in which the United States could be most
helpful in ameliorating the worst effects of the crisis and
the impact of economic reform measures as Israel undertakes
to restructure its economy.

We hope the report will provide useful insights into
the roots of Israel's economic crisis and the nature of the
current problems as Congress considers the situation and
possible U.S. responses.

——— s = we e - wane - -

“*Sincerely;- -

Michael Kraft' Gerald B. Cannolly
(Majority Staff) - (Minority Staff)



EXECUTIVE SUMMARY

The economic crisis gripping Israel today, if not swiftly
and effectively addressed by the new unity government, could pose
as serious a threat to the security of Israel as any hostile
neighbor in the region.

Major domestic economic reforms and deep government budget
cuts are needed, and are part of an austerity program currently
under consideration. American foreign assistance can help Israel
cope with its difficulties and can mitigate but cannot by itself

- arrest Israel's problems of hyper-inflation, labor unrest, low ~
productivity, declining revenues, growing unemployment and .
sluggish exports. :

T

The challenge to Israel's new unity government is awesome.
Foreign exchange reserves have declined precipitously in recent
months and have dropped below Israel's "red line" of funds
sufficient to cover three months of imports. 1Inflation now roars
forward at a 1260% annual rate, government budget deficits exceed
earlier projections by 40%, Israel's foreign debt is the highest
per capita in the world, economic growth has slowed to a virtual
standstill, exports have declined for two years -- the first such
declines in Israel's history -- and unemployment is rising to
very high rates by historic Israeli standards.

Concern with Israel's economy overshadows the usual Israeli
= *°+ - preoccupation with its security situation. - The need- for gquickjr--r==---

effective action -- even draconian budget reductions -- is a
compelling reality confronting the new Israeli government of i
national unity. .

‘Israel's economic problems did not develop overnight and
cannot be cured quickly. They can be traced to a number of
factors, including the costs of developing a new country in three
decades and the heavy defense spending and debt burden resulting
from military aid loans since the October 1973 war. Defense
spending, while a major element, is not by any means the only
important reason for Israel's economic problems. Israel's
economic difficulties are also deeply rooted in an elaborate " .
systtem of indexed wages, subsidies, and social welfare programs.
Israel's political system of proportional parliamentary
representation also has contributed to the problem by enabling
small political parties effectively to fight budget-cutting
measures affecting their constituencies.

The new Israeli government of national unity headed by Prime
Minister Shimon Peres has made the economy its highest priority
and guickly announced some initial steps to bring it under
control, Indeed, the widespread concern about the economy was
the major impetus in bringing the divergent Labor and Likud




parties together in a government of national unity after the
sharply split July 23 election results. It is hoped that this
more broadly-based government with 97 seats in the l120-member
Knesset will be able to undertake major economic reforms and
implement an austerity program without being vulnerable to
defections, as was the previous fragile Likud coalition.

_ At its first cabinet meeting on September 16, the new -
government announced its initial steps, a proposed budget cut of
$1 billion =- 4.5% of the domestic budget of about $22 billion -~
and a 9% devaluation of the shekel. A week later, on September
23, increases in taxes and cutbacks in food subsidies were also
announced. Additional measures were taken to conserve foreign

e -w—..exchange and _ono _Ngyvember 4 the Cabipet, approved a 3-month
wage-price freeze and a one third cut in the monthly
cost-of-living pay adjustments. Another $.5 billion budget cut .
has been proposed.

e AT e e ——

What additional actions will be taken and the extent to
which the United States can or should help restore Israel's
economic health, are the major questions currently facing policy
makers in both countries.

Key Developments:

The following recent economic developments have demonstrated
the continuing deterioration of the Israeli economy:

- -- Foreign currency reserves officially fell by $351 million
in July. Officials acknowledge that the actual drop may have
been as high as $700 million, partially masked by short-term
overseas commercial loans secured to help repay long-term debts.

"The decline was the steepest monthly-drop jn Israeli history. .
Reserves dropped another $200 million in August leaving Israel

- with less than $2 billion,’'encugh to cover only 2 months worth of
imports. This is below the minimum “red line" of three months
reserves which Israel has traditionally sought to maintain.

-- Triple-digit inflation reached 190.7% in 1983, rose by a
record 21.4% during September, and 24.3% in October and is
projected to reach at least 450% this year. Some economists
estimate it could reach 1,260% in 1985 if present trends are
allowed to continue.

-- Government budget deficits, a major source of inflation
because the Central Bank is required by statute to cover them by
printing new shekels, are projected to be 40% larger than those
announced by the Shamir government in March., Deficits now egqual
17% of the GNP compared with 5% in the US.

-- Unemployment, traditionally in the 2-3% range, has
doubled to 6% and may reach 7% by the end of this year. Rising
unemployment is a real concern to Israel because it contributes



-

to rising emigration among young Israelis and further discourages
already low immigration.

-= A stock market crash in Israeli bank shares in October
1983 wiped out $10 billion worth of assets, the egquivalent of
3.5% of the total wealth in Israel. A high percentage of
Israelis bought bank shares as an inflation hedge and many of
them lost a substahtial portionm of their savings.

-= Economic growth has remained virtually stagnant for the
past several years and the GNP is expected to decline slightly in
1984 to $24 billion from $24.2 billion in 1983, only the second
such decline in Israel's history.

: -- The public external debt rose to over $23 billion in 1984
and could reach as much as 541 billion by 1988. 1Israel has the
highest per capita debt in the world. .

-=- The current account deficit has increased to $5.3
billion, up $1 billion from three years ago. Exports in 1983
experienced an unprecedented decline for the second straight
year, largely because of the recession in Europe, Israel's major-
trading partner, and an overvalued shekel.

-- Debt repayment to the U.S. government for past military
and economic loans rose to over $1 billion this year on the
massive military loans Israel began receiving after the 1973 War.

-= The gap in Israel's foreign exchange requirements
increased to an estimated $1.3 billion this year, an amount which
‘many--economists believe could stretch -Israel's commercial credit ... ...
to the very limits, pusing a grave situation for Israel's
economic security.

Key'Factors and Attempted Measures

Major factors in the development of Israel's economic
problems include:

-~ Israel's heavy defense burden with defense outlays of
$5.5 billion annually, equal to about one-fourth of the GNP, in
contrast with 6.8% for the U.S. or less than 1% for Japan. About.
a third of Israel's debt repayment burden is defense-related.
The l0-year grace period is expiring on repayment on the
principal of the billions of dollars of Foreign Military Sales
(EMS) loans which Israel began receiving after the 1973 Yom
Kippur war. Israel is scheduled to repay £1.05 billion to the
U.S. government this year. The repayments will continue to rise
for the next few years, peaking at $1.4 billion at the end of
this decade.

-- Other defense-related but hard-to-quantify effects on the
economy of the diversion of manpower and resources to the defense




effort and decreased productivity.

-- The heavy expenses of absorbing hundreds of thousands of
Jewish refugees from Europe and Arab countries and building a
modern country within a generation.

) -- The elaborate system of indexation of wages, bank
accounts, government bonds and tuition, which originated in the
British Mandate days and was expanded after independence to help
cushion most workers from rising inflation. Indexation, however,
reduced the public's pressures on the government to take
anti-inflation measures, thus contributing to the upward spiral
of hyper-inflation.

—- The fluctuating economic policies instituted by Menachem
Begin's government after he led the Likud party to victory in the.
1977 elections. The 1977 "Mew Economic Policy™ reforms reduced
the government's heavy involvement in the national economy but
also produced high inflation. Subseguently, anti-inflation
measures were introduced in 1981, including cuts in the still
comparatively high taxes on consumer items such as imported
television sets and small cars. This, however, generated
increased imports and expanding trade deficits. It was widely
believed that these consumer-oriented measures helped the Likud
coalition win the June 1981 elections. Although inflation
declined from 133% to 102%, the balance of payments deficit
skyrocketed, and the current account deficit rose to $4.3 billion
by the end of 1981 and has reached- §5.3 billion.

. _Renewed attempts to deal with the worsening economic
situation began in mid-1983 but were delayed while Prime Minister -w=-=
Begin resigned and Yitzak Shamir formed a new government. The
_October 1983 bank shares crash prompted a needed 18% devaluation
of the shekel which had been kept overvalued as an anti-inflation
measure. The Shamir government also raised prices for some
. commodities, electricity, telephone, mail and other services by
50%, increased some taxes, including the tax on Israelis
traveling abroad, and imposed controls on foreign currency
holdings by Israelis.

In March 1984, the Knesset approved a reduced budget which,
after the difficult negotiations and bargaining with the splinter
parties and labor, resulted in cuts estimated at closer to 4%
than the 9% originally sought by Finance Minister Yigal
Cohen-Orgad. The cabinet, however, later approved spending
"adjustments" to compensate for inflation. These "adjustments"
virtually nullified the earlier budget cutting efforts.

After the July 23 election, the government imposed
additional controls and value added taxes (VAT) on imports and
foreign currency purchases increased some taxes and temporarily
froze government civilian procurement. Consumer spending and
imports rose shortly before the election in anticipation of these
measures, although the levels were below that of the same -



‘June-July period in 1983.

In August, Cohen-Orgad proposed a major reform package
including a $1.5 billion budget cut, and additional tax and
tuition increases. There also have been reports he made
politically sensitive cutbacks in new West Bank settlements. The
caretaker Shamir government, however, put off consideration of a
total package until a new government could be formed.

Defense, Foreign Assistance and Sales:

-- Israel's defense strategy is based on the premise that it
must be strong enough to deter an attack by any combination of
""'Arab countries. Memories of the Egyptian and Syrian October 1973
surprise attack still influence Israeli military planning. .

e

For example, the sales by the U.S., other Western nations
and the Soviet Union of the latest sophisticated aircraft and
advanced missiles to the Arabs prompted Israel to seek increased
military assistance from Washington for additional eguipment to
counter the Arabs' larger gquantity of men and egquipment. Steps
have been taken by the U.S5. to compensate Israel for Saudi AWACs
and F-15 enhancement sales.

-- Because of the economic situation, Israeli Ministry of
Defense officials have reluctantly agreed to reduce defense
spending despite concern about Syria's recent military build-up.
Officials said this meant cutbacks in training, the size of the
regular army, procurement, and even military research and
development, which has been a high-Israeli defense priority. -

== Israel is making a renewed effort to reduce its

dependence on foreign assistance by selling more civilian and
military goods and services to the U.S. So far the efforts have .
had only mixed results. : .

The 1979 U.S.-Israeli Memorandum of Agreement (MOA) was
intended to allow Israel to compete for some U.S. Defense
Department procurement contracts. The Israelis have sold only
about $155 million under the MOA during its four years of
existence, far short of a $200 million annual target. Israeli
officials claim -- and U.5. officials deny -- that Pentagon .
officials had sometimes raised procedural and administrative
barriers against accepting some of the low Israeli bids. The MOA
was renewed this spring and U.S. and Israeli officials are
hgqpeful it will be more productive. Defense Secretary Weinberger
in October agreed that Israel could sell 5100 million worth of
goods and services to the U.S. in the first quarter of FY 1985
under an offset agreement linked to purchases of U.5. weapons
systems.,

== The proposed Free Trade Area (FTA), which would reduce
tariff barriers and increase the two-way flow of exports between



Israel and the U.S5., can help the Israeli economy -- but not
overnight. The Administration recently received negotiating
authority from Congress and an agreement is expected.

Supporters of the FTA, including Administration trade
officials, contend it will not only expand Israell exports to the
U.S. but will also help American goods compete in the Israeli
market against European products. Some U.S. agricultural,
manufacturing and labor groups are opposed to the FTA and want
exceptions. It will take months, if not years, to see how the
FTA fulfills the potential for strengthening the Israeli economy.

Conclusions and Observations B

- T P e - — R e E W e ar -

== The current economic deterioration in Israel will not
wait for the new government to engage in yet another lengthy .
study of the problem. |

Absent swift action, the uncertainty of inflation, prices,
wages and labor productivity, could drastically reduce investment
and hurt export growth. If Israel is perceived as unwilling or
unable to take the necessary reforms to control its budget
deficits and high inflation, international commercial banks might
become reluctant to make future loans except at exhorbitantly
high premiums. An inability to obtain credit, including
continued short-term loans used partly to cover repayments of
long-term loans, could even lead to an economic collapse.

-- The Israelis have a great deal of resilience and their

-...economy--has -a-number -of strengths, -including high.technology-and...... ..

innovative exports which help compensate for the lack of natural
resources. The research and development sector is vigorous and,

.as indicated in recent trade expositions, there is continued
interest by foreign investors. The economic improvement in .
Europe and the October 1983 devaluation of the shekel helped
‘exports increase by 11% during the first ten months of 1984.

-- Israel still faces a difficult economic period. Basic
internal economic reforms are needed, including major domestic
budget cutbacks. August 1984 figures indicate that government
deficit spending actually increased by about $306 million in
annual terms above the $534 million estimated deficit presented
to the Knesset in March.

-- Israeli and American economists are virtually unanimous
in agreeing that the Israeli government will have to undertake
painful domestic budget reductions to reduce the budget deficits
which have helped fuel hyper-inflation. Some Israeli and U.S.
experts say the cuts should be closer to §1.5 billion, nearly 8%
of the projected government budget, and in October the government
tentatively proposed increasing the cut to that level. s

Suciél and welfare spending programs must be cut in order to




reach a $1.5 billion budget reduction target since two-thirds of
Israel's annual budget is devoted to two major items -- debt
service and defense spending. Israel will have to examine how to
reduce the public services portion of the budget =- a third of
the working force is in the public sector. It is important that
the budget cuts taken must be of a size and duration to have a
significant impact. Otherwise, the economic benefits derived
from such cuts will be negotiated and adjusted away as happened
with the budget cuts approved by the Knesset last March.

-- Structural reforms also may have to be considered. For
example, Israel's elaborate indexation machinery is a prime
target for overhaul in order to break the cycle of
hyper-inflation. Legislative changes may also be requireﬂ, such
ds altering tlhie current reguirement mandating the Bank-of-Israel "~ """~
to print money to cover government deficits. .
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, -- Israeli government officials seem in agreement on the
need to move swiftly to stabilize the economy and restore
economic growth and international confidence. On September 16,
two days after being sworn in, the new unity government announced
plans to cut a billion dollars from the domestic budget of about"
$22 billion. The official 9% devaluation of the shekel in
September dropped the official rate from 364 to 397 to the
dollar. The shekel has continued to decline and now is worth
less than one-fifth of its value vis-a-vis the dallar at the
beginning of the year.

The new Finance Minister, Yitzak Modai, said the September

16 measures were but the "opening move" in the new government's

------ -—-economic ‘program;---Further cutbacks--in- food and fuel subsidies ---.- - .
and additional taxes, expected to bring $650 million in new
revenues, were announced September 23. On October 24, the
government proposed the additional $.5 billion budget cut, a
four-month wage and price freeze, and a cutback in the
cost-of-living adjustments. *In the past there have been major
difficulties in implementing proposed budget cuts because of
resistance from the small parties in the Knesset representing
lower income and religious constituencies, and the labor unions
already restless about the erosion of the indexation system and
rising unemployment.

-- Many economists believe that an actual change in Israel's.
currency -- either introduction of a new currency or pegging the
shekel on a one-to-one basis with the dollar -- is inevitable.
Although earlier dollarization proposals were short lived, the
new unlty government has indicated a willingness to reexamine the
issue in light of the shekel's plummeting value against the
dellar. In many areas of Israel's economy, de facto

* A 3-month wage and price freeze and a one-third reduction
in the pay adjustments was approved by the Cabinet on November 4.




dollarization has already been adopted. Restaurants, department
stores, travel agencies and myriad businesses quote their prices
in dollars as well as shekels. Some establishments prefer dollar
payments, and provide discounts for them.

-- There will be a heavy cost to the Israeli social fabric
and to Israel's own security as some of the needed reforms are
implemented. Reductions in subsidies are increasing
inflation and social services cutbacks will hit hardest on lower
income groups, especially Israelis from Northern African and
other Arab countries. Arab workers from the West Bank and Gaza
strip also will be affected by an economic slow down. Increased
social tensions are likely, along with rising unemployment and
emigration of young Israelis, higher prices and labor unrest and
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There also is a gquestion of how far and fast a vigorous .
democracy can impose drastic economic reforms. The standard of
living will inevitably drop. Economic sacrifices to be
politically acceptable will have to be shared by all segments of
the society. '

-- Politically sensitive and highly charged emotional
debates will continue over the tentative agreement struck by the
national unity government to cut back to five or six instead of
27, the number of new West Bank settlements sought by the
previous Likud government. There also may be more cutbacks in
defense spending and training, which the Israelis worry will
weaken their deterrent strength. The new Defense Minister,
Yitzak Rabin, also has spoken of a speeded-up withdrawal from

-wm=-...~=—-gouthern Lebanon-and reportedly is contemplating-a. 15%-cut-over -.-—---—.
two years in the-estimated $5.5 billion annual defense budget.
The new government already has decided to cut $300 million from
.defense spending. ) .

‘U.S. Response:

The United States has been helpful to Israel as it adopts
difficult economic reforms.

-- To ease Israel's heavy debt burden, all economic aid
has been granted on an expedited basis during the first quarter
of fiscal year 1985. Both authorizing committees of Congress
included such a recommendation in their fiscal 1985 foreign aid
authorization bills and it was incorporated into the Continuing
Resolution. The CR also included the Senate Foreign Relations
Committee's recommendation of $1.2 billion in Economic Support
Funds (ESF) compared with 5910 million approved for fiscal year
'84. 1In the future, expedited payments may also be necessary and
considered.

-- An emergency aid package, as part of detailed economic
reforms, is likely to be considered to help Israel re-establish
its standing among commercial creditors, restructure some of its
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.short-term debt on a more manageable basis and cope with the
economic strains during the transition period. A combined
economic reform, aid and trade package could help Israel shift
more investment and resources into the export and manufacturing
sectors.

-- The United States hopes to bring the current Free Trade
Agreement (FTA) neygotiations to a successful conclusion. The
U.5. also could attempt to implement more fully proposals and
agreements regarding military maintenance and purchases from
Israel which might lessen U.S. defense expenditures overseas,
while utilizing Israel's repair and production capabilities.
This could help alleviate the increased Israeli unemployment
expected from the budget cutbacks and other economic reform
‘measures. Any major impact of the FTA and MOA in reducing the---- -
dependency on aid will be longer term, however, and is not a
solution to the immediate problems. .

The Israeli Finance Ministry is considering a number of
possible options to be discussed with the U.S. as part of a
combined reform and aid package. Options reportedly include a
possible $1.5 billion increase in U.S. economic assistance over a
two-year period, a line of credit to shore up Israel's foreign
exchange reserves, and authority to transfer some FMS grants into
ESF assistance.

Administration officials, considering possible increased
assistance as part of an emergency aid package, have indicated,
however, that any assistance will be predicated on a .
comprehensive program of economic reforms and intensively
.explored-in close consultation-with-the-U.S5. Congress. i g e EESIRE

Overall, American and other outside assistance can help
mitigate the impact on Israeli society of the needed reforms.
External aid or hopes for increased exports cannot by themselves,.
however, provide enough support or alleviate the need for
reshaping Israel's economy. Internal economic reforms, outside
assistance and increased exports should be seen as mutually
enhancing elements in helping Israel regain its economic health.




Economic Crisis in Israel
by
Gerald E. Connolly
Michael Kraft

I. INTRODUCTION, ISRHEL'S.ECDHOMIC CRISIS

" The economic cri;is gripping Israel today, if not swiftly
and effectively addressed by the new unity government, could pose
as serious a threat to the security of the state of Israel as any
hostile neighbor in the region.

Strong domestic medicine is necessary. BAmerican foreign .
assistance can be helpful but by itself cannot arrest Israel's
hyper-inflation, shrinking foreign exchange reserves, stagnant
economic growth, low productivity, declining revenue base, huge
government budget deficits, and dangerously expanding foreign
debt with its concomitant high debt service bill., The dimensions
of Israel's economic woes are staggering.

Sl e i 1 3 its'firsF twenty years of existence Israel experienced a

brisk 7 to 9 percent annual growth in its GHP; but the growth

stopped in 1982. Last year, the GNP increased slightly but this .
'yeaz it is again expected éu decline. Inflation aéeraged 7

percent per year during Israel's first‘twenty years, jumped to 38
percent in 1976, reached 130 percent in the latter part of the
iB?G‘s and last year hit 190.7 percent. This year it is expected

to top 450 percent. Many economists believe that if current

trends continue, Israel's rate of inflation could actually reach

BOO percent to 1,300 percent. Unemployment which traditionally

has remained at a very low 2 or 3 percent level each year, has

reached 6. percent and is projected to reach 7 percent or more



“capita debt of any nation in the world, about §5,700 per pefson.

‘later this year or in 1985. Real per capita income which reached

$5,200 by the end of 1981 is projected to decline sharply.

Israel's current account deficit which was $4.3 billion in
1981 has now reached $5.3 billion. Since 1980, government budget
deficits cumulatively equal $20 billion -- the eqguivalent of |
four-fifths of Israel's total GNP.

Total foreign debt has reached $23 billion, the highest. per

Some Israeli economists have predicﬁed that Israel's debt would
reach $41 billion by 1988 and that its debt service, as a
percentage of its exports would climb from 25 percent today to 39
percent by 1987. Just to service that burgeoning debt this year
and next, Israel will need to obtain an additional $1.3 billion
in foreign exchange. 1Israel has been:forced to secure high
interest short-term loans to help cover the longer term debt

such as repayments on military loans from the U.S.

Israel's foreign currency reserves officially fell $351

million ipn July 1984 but some officials have said the actual dr.-::p.
may have been $700 million. This was the steepest monthly
decline in Israel's history. Reserves dropped $200 million in
August falling below $2.0 billion -- less than the amount needed
to cover two months worth of imports. This is below the "red
line" of 3 months reserves which Israel has tried to maintain in
case of emergencies.

For the foreseeable future, Israel will need more than §$3.4
billion each year and an estimated $4 billion in 1984 for its

debt service payments alone -- a heavy burden on a country whose




total annual GHP is about $24 billion and whose exports declined
in both 1982 and in 1983.

1t should be noted that Israel has some very special
r?quizementﬂ and circumstances. Its annual defense outlays in
receént years have been about one-fourth of its annual GNP,
having climbed from 7 percent of GNP in the mid-1950's to 36
percent in 1976. The current defense spending level is §5.5 ,
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biIlion, about 23% of GNP, in contrast €6 the U.S. expeénditires

of 6.8 percent of GNP, or the Japanese with less than 1 percent .
of GNP. The debt service on military loans received since the
1973 war is considerable, more than one billion dollars a year.
If Israel could reduce this huge defense burden and divert its
resources into the productive sectors of the economy, it is
argued, its economic growth would quickly outpace that of many
Western industrialized nations.

In Ehé'cfﬂf}fﬁﬁ'sﬁctﬁr, Israel built up a relatively modern

country from an underdeveloped former colony within three

decades, resettling some B00,000 Jew.ish refugees from European .
and Arab countries in a sh;rt period of time. The.Camp David
agfeement brought very important benefits to Israel and Egypt and
the peace process, but also resulted in heavy oil import bills

and debts to finance the $2.4 billion in FMS loans and direct
Israeli budget government expenditures to replace the Sinai

military installations with new facilities in the Negev. Israeli
officials estimate the 1973 war cost them an estimated §12

billion to $13 billion and the aftermath of the withdrawal from

the Sinai another $8 billien.




-political parties and constituencies and. preventing a strong

-

Defense spending, however, does not, by itself, explain
current economic problems. Israel did, it should be noted,
maintain a high defense budget during its first 20 years of
existenqe, a periog of vigorous economic growth. External aid
has also risen sharply in the past six years. The United States'
total military and economic aid amounts to 12 percent of Israel's

total GNP, including about one-fourth of its defense budget.

~ew—rerael's economic- problems- are also fundamentally- structural-...

and political. The current problems are rooted in an elaborate .
system of price and wage indexation, a set of policies that

rapidly expanded the capital base but also resulted in rapid
inflation, swollen budgets, an overvalued currency, and a

two-year drop in exports. Paradoxically, the vigor of Israel's
democratic system of political proportional representation has
hindered efforts to institute ecqnamic measures by splintering
consensus for actually implementing economic reforms.

Proposed remedies have been drafted and some already have .

heeﬁ implemented. If Israel's new government fails to take
action of a sigqificant magnitude and duration, the results could
prove to be grave indeed. Investment, faced with even more
inflation, and price and wage increases, could virtually dry up. _
More importantly, international commercial banks-might
refuse to lend to Israel, except atrinardinately high rates, if
it is perceived as a poor credit risk, unwilling to take the
necessary reforms to control its budget deficits and high

inflation. A credit cut-off could lead to a steep economic



decline with rapidly rising unemployment rates, cutbacks in
productivity and exports, and severe reduction in government
services, including those to lower income gruﬁps. Ultimately,
this could even lead to a possible default by an Israeli
government unless it could dramatically boost exports and outside
assistance to secure the huge amounts needed to service its

foreign debt.

Short of guaranteeing.lIsrael's debts, at that point, Israel

could not count on the United States being able to mitigate .
appreciably the consequences of this admittedly pessimistic
scenario.

Clearly, alternative strategies for coping with the current
crisis, and for expanding export opportunities for Israel's
productive sectors need to be developed and explored-.in
discussions between Israel and the United States. Some efforts
to do this already are underway.

The new Israeli government of national unity has made the

‘economy its highest priority. Indeed the widespread concern .

-about the economy was a major factor in bringing the Labor and
Likud parties together in a government  of national unity after
the sharply split July 23 election results. It is hoped that a
broader based government, unlike the previous fragile Likud
coalition, will be able to push through major economic steps
without Eeing as vulnerable to defections (and a collapse) by the
sméll splinter parties. It remains to be seen whether an

effective economic reform package with the painful but essential

domestic spending cutbacks can be fashioned and implemented in a



timely fashion.

A. BACKGROUND

Although Israel's economic difficulties are multiplied by a
highly socialized system of subsidies, indexed wages, prices and
bonds, the roots of the present economic crisis can be traced to
the 1973 war and the huge debts resulting from the heavy post w#r
borrowing and the economic policies instituted after the

“daccession 'to power of Menachem Begin in 1977. 1In 1977, one:

American dollar was worth the equivalent of one Israeli shekel .
(Prime Minister Begin switched the currency in 1979 from pounds

to shekels). Today, one U.S, dollar is worth over 500 shekels,

One Knesset Finance Committee expert wryly noting the shekel's
declining value calculated last year that if "a meeting begins at
9:00 a.m. discussing a billion shekel budget, by noon you have to
add a million shekels to the account." Perhaps the plummeting
value of the shekel against the dollar during the past seven

years best symbolizes the structural problems now besetting
Israel's economy -- problems which threaten to undermine the .
deliéate social fabric of Isrﬁel itself.

The 1973 war not only cost Israel hundreds of lives, it also
cost billions of dollars. Before the Syrian and Egyptian attack,
Israel received relatively little in U.S. aid. The war led to -
billions of dollars in loans which are still being paid off and
are a major factor in Israel's debt burden. Israel now owes the
U.5. $9.25 billion, of which $7.8 billion is for post-1973

military loans.



In 1977, the electoral victory of the right-of-center Likud
coalition ended 29 years of socialist-oriented Labor party
contreol and brought to power an amalgam of fiscally conservative
politicians whose ecnqomic views were decidedly market-oriented.
On becoming Prime Minister, Menachem Begin chose as his Finance
Minister Simcha Ehrlich, an admirer of the American economist

Milton Freidman. Ehrlich set about to liberalize the
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government's pervasive influence over the Israeli economy by
introducing a set of economic reforms which were called "The New
Economic Policy." The linchpin to the Begin government's new
policy was the lifting of most foreign exchange controls and the
floating of the Israeli pound (changed to the shekel in 1979) on
foreign exchange markets. The Labor government's elaborate
system of export subsidies, import surcharges, and multi-tiered
exchange rates was abolished as part of the liberalization
o scheme.
Foreign exchange liberalization immediately led to a surge
in the monetary base of the Israeli ;conam} as Israelis borrowed
.cheaper capital from abroad, especially on the Eur;ucurrency
market. The government failed, hnweve¥, to "neutralize" the
influx of foreign capital, and the conseguence was a sharp jump
in the inflation rate. 1Inflation, which had been 38 percent in
1976, climbed to 48 percent in 1978, jumped to 11l percent in
1979 and reached 132.9 percent in 1980, Finance Minister
Ehrlich, in implementing the liberalization policy,

simultaneously pursued a policy of fiscal austerity. His

policies were aimed at reducing Israel's expanding balance of




'payments problem. However, in reducing =-- and only temporarily
-- the balance of payments deficit, Ehrlich's policies produced

ruinous triple-digit inflation.

B. INDEXATION

Once begqun, hyper-inflation is always difficult to stop.
This is especially true in Israel where virtually everything is
indexed. The system, like a.spreading firestorm, feeds on

itself.

Indexation actually predates the formation of the state of
Israel, having been introduced during the British mandate period.
It was expanded to cover most wages, contracts, and prices during
the 1950s and 1960s. 1Initially the inflationary impact of this
indexation was limited because inflation was hovering at the 5 to
B percent range during that time and most adjustments were made
.on an_ annual basis. _In 1973, the adjustments were changed to
semiannual modifications. By then, indexation was taking its

toll as inflation soared to 56 percent -- an aftershock of the

1973 war and the subsequent oil price hikes. By 1980, with' the
Begin coalition contemplating elections and running behind the
app@sitinn Labor party in the polls, indexation was shifted to a
system of quarterly adjustments, pegged to the consumer price
index issued by Israel's Central Bureau of Statistics on the 15th
of each month.

‘ Many wage agreements and prices are tied to the CBS index
and adjusted monthly. Collective bargaining agreements covering

almost every worker in Israel are indexed, and separate

agreements are also negotiated to cover the "lag" losses which



occur in the time lost between this month's adjustment for last
month's price rise (a serious management/labor relations issue
with inflation at a 21.4% monthly rate). Not only wages, but
bank accounts, government bonds, loans, taxes, fines, pensions,
myriad social 5ervice;, tuitions, doctors and lawyers fees,
rents, =-- and even taxi fares and telephone calls are indexed.
Private contracts routinely carry indexation clauses.

The result of this elaborate indexation scheme is to cushion

most Israelis from the worst ravages of the triple digit .
inflation that has been spiraling upward since 1979. There has
been some suffering among low income wage earners and by those on
fixed incomes, but so far there has been remarkably little

visible hard suffering in the society as a whole. This is

because of the intricate and costly indexation system which,
however, has further contributed to the inflationary cycle, huge
budget deficits, and rising balance of payments problem.

In addition to fueling inflation, indexation diverts
considerable productive activit_y intc; copidg with whole new .
financial challenges. Eiliings are no longer made on a monthly
but on a weekly basis, and many indiviéuals have reverted to
barter, rather than sales, to avoid the added cost of inflation
in their financial transactions. The paperwork, generated by the
challenge of "just keeping up" with accelerating prices and
wages, is now estimated by some economists to account for 2 or 3
poeints of the GNP.

The costs to the business community are difficult to

calculate. but undoubtedly high. With inflation expected to




exceed 450 percent this year, the notion of a fixed asset's
worth, for example, becomes problematic. Inventories take on a
whole new significance when their replacement price might-dnuhle
within six months.. The cost of a receivable or a payable is now
directly linked to and sometimes superseded by the interest paid
or charged over a given time frame. Planning becomes very
difficult in such an uncertain environment when one cannot

calculate the cost of doing business with any precision.

Conducting business becomes, as DDEIbUSinESSNan told us, "a
little like a game of roulette, but you're gambling that the
rules won't change too often, or too fast." Furthermore, the
business community suffers from a low rate of investment, largely
as a result of the indexation of government bonds which are
guaranteed against depreciation, and increasingly used as a
substitute for the Israeli currency itself. As a conseguence
Israel's per capita investment is only 40 percent of that of West

Germany for -example. Brookings economist Barry Bosworth has also

noted that "the higher inflation goes, the riskier it is for
business to compete with the government in the capital market for
cash. The government can print money, business cannot."”

Printing Money:

Finally there is a structural aspect to this problem;
indexation in Israel contains a built-in mechanism for
accelerating inflation because the Central Bank is reguired by
law to print money to cover the government's budget deficits.
Since about a third of Israel's workforce is in the public

sector, with indexed wages, and since most government services
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and all government bonds are also indexed, these deficits now
exceeding $100 million a month, have themselves been inherently
inflationary. In August, for example, the Israeli treasury
announced that a record 135 billion shekels were pumped into the
ecornomy to cover gﬂvefnmental budget deficits. Short of
draconian budget reductions, it is difficult to see where this
inflationary spiral stops. It will be difficult to change
significantly the indexation system unless inflation is halted.
This is one reason why cutbacks in the government budget are high.
on the list of proposed remedies.

Indexation has had the positive effect of prutectiﬁg
Israelis from most of the worst effects of hyper-inflation.
Wages for example have been indexed at B0% of inflation. We
interviewed one official with the Bank of Israel who even
insisted that indexation had prevented the collapse of the
ecnnomy.itself;'i"Without indexation," the Bank cfficial told us,
"the nation's situation would be much worse. For example,
contracts would have to be rew;itten‘every'manth, and there would.
be absolutely no inCEntive.fnr savings. Workers wéuld spend
their salaries as soon as they were pa&d. Indexation is
essential if we are to preserve the integrity of Israeli savings
and investments." This view notwithstanding, indexation is
without gquestion, a key ingredient in the inflationary spiral
that now dominates Israel's economic environment.

Politically, indexation may actually have deferred
government action that otherwise would have been taken but for

the lack of public pressure to do so. As one economist observed
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"since Israeli indexation meets most of the needs of most of
society, it mutes public pressure for major anti-inflationary
measures." Arguably, indexation provides a disincentive.fnr the
government to tackle inflation, since one likely anti-inflation
measure would be the modification of the indexation system
itself. Politically, this is a very difficult option for any
government with a thin mandate and worried about labor which

already is unhappy about indexation at only B0% of inflation.

C. YORAM ARIDOR AND THE ECONOMICS OF CONSUMERISM .

In October, 1979 Begin replaced Ehrlich with Yigal Hurwitz
who gave priority to reducing lsrael's growing balance of
payments deficit which had climbed from $3.3 billion in 1978 to
$§3.9 billion by 1979. 1Inflation reached lll percent that same
year. Hurwitz immediately imposed a series of austerity measures
which slowed the rate of wage adjustments, ‘'reduced a number ‘of
government subsidies on various commodities, and expanded

contrnls on credit and capital flows. He succeeded in reducing

the.balance of payments deficit which, for the civilian sector,
was actually smaller in 1980 £han it had been in 1979. ‘
Inflation, however, rose from lll1 percent to 133 percent, and
conflicts with Histadrut, the powerful Israeli labor federation,
were becoming a political problem for the Begin cualitinp. r
In January, 1981, Begin chose his third Finance Minister,
Yoram Aridor, a member of the Prime Minister's own Herut party.
Upon his accession to the Finance Ministry, Aridor announced his

chief goal would be to reduce the rate of inflation from 133

percent to an B0 or 90 percent level.
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Aridor's first actions as Finance Minister included reducing
the high taxes on luxury import consumer items, including color
television sets and small automobiles, and extending government
subsidies on basic cnmmudities to help reduce the public's
inflationary expectations. Aridor firmly believed that
controlling inflation was as much a matter of psychological
expectation as it was of government policy. To a degree, he
succeeded in lnwering_the-infiatidnér}-expectatinﬁ. Inflation in
1981 actually declined from 133 to 101 percent, but the balance
of payments deficit skyrocketed as Israelis sought to take
advantage of cheaper-impnrts thanks to Aridor's tax cutting
policies. The current account deficit grew $553 million,
reaching a record $4.33 billion by the end of 1981.

After Likud's election victory in June 19581 ——'E'victnry
many observers attributed in large part to Aridor's pro-consumer
spending policies -- Aridor moved to implement his anti-inflation
policy by increasing government subsidies on price-controlled
commodities such as bread, dairy praéucts,‘meat, water,
alectriéity and cigarettes (accounting for rcughly'one quarter of
the items on Israel's Consumer Price Iﬁdex}. He also slowed the
shekel devaluations, necessitated by high inflation, to 5 percent
a month, (a rate well below the level of inflation). The adverse
effects of Aridor's policies were an increased government budget
deficit (to finance increased subsidies), reduced Israeli exports
and increased imports (because of the exchange rate controls,
Israeli goods were less competitive on international markets).

The balance of payments deficit grew, and inflation, despite
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‘his efforts to control prices, surged ahead to 131 percent in

1982, Aridor's policies led to a sense of rising expectations
amcﬁg-lsraelis and consumer decisions to "buy now" before prices
rose even more. This inflation psychologically helped set off a
consumer spending binge of unprecedented size and duration. The
result was a hemorrhaging balance of payments deficit as

consumers flocked to buy cheaper imports.
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In 1982 stark evidence of this consumer Euying spree1wésn

presented in the Bank of Israel's eiternal debt figures.
Although defense imports actually declined by 30 percent from
$2.2 billion to $1.5 billion, and the cost of fuel imports also
declined by 6 percent, the external debt actually grew by $2.5
billion == due in large measure to increased imports of consumer
goods. Israel's markets were flooded with imported cﬁmeras,
automobiles, video recorders and television sets. Purchases of
durable consumer goods climbed 20 percent that year while total
private consumption grew 7.5 percent. While the standard of
1iviqg climbed in 1982, exports declined for the first time in .
Israel's history. 1Israel's GHP which once had the highest gfuwth
rate in the world, Iregisterea a .2 percent decline.

In 1983, the economy continued to deteriorate, with the GHP
virtually static, inflation growing to a record 190 percent and
exports declining while the government slowed the devaluation
rate of the shekel in an unsuccessful attempt to reduce
inflation.

In July 1983, the Finance Ministry proposed cutting the

domestic budget by 5 percent and raising some taxes. Action was
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delayed; however, by Prime Minister Begin's decision to retire
and the subsegquent political preoccupation with his succession by
Yitzak Shamir.

D. THE BANK SHARES CRASH

" The economic deterioration continued through the summer of
1983. By September, it became clear that a major shekel
devaluation was imminent. 1Israeli investors, who had speculated

heavily in bank shares on Israel's stock market as a hedge

against inflation, began a massive selling‘uf those shares to
finance purchases of U.S. dollars. The shift from shekel-held
assets (i.e. bank shares) to dollar assets resulted in a stock
market crash that wiped out 3.5 percent of the total wealth in
Israel. By the time the government closed the stock exchange to
work out a rescue plan, Israeli bank shares had plunged in value
from-ST billion to $4 billion, and §10 billion worth of stock --
almost one quarter of the total value of the Israeli stock

exchange -- had been lost.

The stock market crash not only wiped out the paper assets
‘of thousands of Israelis, but also effectively eliminated the
investment incentives for thousands more. Dr. Moshe Maﬁdelbaum,
Governor of the Bank of Israel, told us he feared that the bank
share crisis "had a more adverse effect on investment than on
privatelcunsumption since most people had enough wealth left to
continue some level of private consumption, but little or nothing
left to invest, especially after the.trauma of the 1983 panic."

By October, the newly ingtalled Shamir government moved

swiftly to regain some semblance of control over the economy.
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Bank shares were converted into dollar-linked treasury bonds, the
shekel was devalued by 23 percent and government subsidies were
redueed by 50 percent. Mr. Aridor went even further and
privately proposed,a radical scheme for de-linking inflation and
indexation by temporarily switching to the U.S. dollar as legal
tender. The dollarization trial balloon, survived little longer
than its author who resigned the day it was leaked to the Israeli

press amidst charges that he had proposed compromising Israel's

sovereignty. .
Aridor was replaced by Likud's fourth Finance Minister in
less than seven years, Yigal Cohen-0Orgad. He proposed a stunning
$2 billion budget cut, a possible 7-10 percent decline in the
standard of living, and shifting subsidies to export-oriented
industries to help improve the still deteriorating balance of
payments.
The economic situation further deteriorated throughout
1984. Inflatian rose 14.3 percent in May, 16;5 percent in
August and a record 21.4% in September. It is expected to top .
450% for the year. Foreign currency reserves officially féil by
$351 million and officials later disclosed the drop was: actually
at least $700 million in July -- the steepest one-month decline
in Israel's history. Foreign exchange reserves are now below -
billion, egqguivalent to six weeks of imports, -- or half the "“red
lipe" of three months reserves which Israel seeks to maintain for
emergencies.,  Despite the earlier promised austerity budget,
figures made available in August indicate that the government's

budget deficit exceeded the $534 million deficit projected just




last March by another $306 million.

Only in exports does progress seem to have been made this
year. For the first nine months of 1984, exports of Iﬁraeli
goods tatalléd $3.5 billion a very healthy 12.5 percent increase
above the same time period in 1983 (when exports actually
declined). High technology exports improved faster than other
sectors.

E. FUTURE OVERLOOK

In observing the economic situation in Israel, it is
difficult to escape the sense that Israel is close to an economic
donnybrook. Decisions will have to be made, and made fairly
soon, if commercial credit is to continue to flow, and if
productive sectors of the economy are to revive and expand. To
be sure, there are anomalies that make Israel's ecoﬁ;mic
situation unique.

Israel has an innovative and active export sector. 'Budget
~and balance of payments deficits ure_scmewhat mitigated by the

substantial capital flows in grants and concessional aid Israel

receives each year, Last year, for exgmple, the U.S. provided
$2.6 billion in total military and economic aid -- 67 percent of
which was in the form of grants; West Germany provided $384
million in reparations payments. About one billion dollars were
raised by Jewish organizations throughout the world, and $400
million was raised through the sale of Israel bonds overseas.
These capital flows have provided a useful cushion for the
Israeli economy, without which a credit crunch might well have

occurred. Even with this assistance, however, Israel faces grave
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difficulties and tough decisions.

F. ONE PROJECTION

An example of the concerned analysis being expressed in
Israel was that of a well-known and highly regarded economist,
Hebrew University Professor Eitan Sheshinsky. His pessimistic
analysis used figures which were not disputed by government or
business economists. Professor Sheshinsky insists that deep .

budget reductions are necessary. 'He also advocates wage and

monetary policies that would help lessen inflationary pressure,
and tighten credit. Sheshinsky was skeptical, however, that
these measures alone would bring down inflation. "The
international experience with hyper-inflation shows that
hyper-inflation does not come down except through drastic
intervention", Sheshinsky said.

He also laid out the most pessimistic economic scenario we
encountered while in Israel. His model is noteworthy because it

incorporates the optimistic projections of the Finance Ministry

in calculating future trends land outcomes., ‘ ) 8 .
Sheshinsky's model assumed an increase of only 4 percenf in
private consumption (vs. 7.5 percent last year), and a public.
consumption level that remains flat while defense expenditures
decline by 12 percent in 1984, another 5 percent in 1985 and
remain stable thereafter. It further assumes export growth at
7:5 percent each year between 1984 and 1987 (vs. actual declines
in 1982 and 1983) while imports increase only 4 percent in 1984

and 5.7 percent in 1986 (vs. 12 percent jumps in 1982 and 1983).

Even with these admittedly optimistic assumptions, Sheshinsky's
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model predicts that Israel's external foreign debt would grow
from $28 billion in 1984 to $32 billion in 1985, $36 billion in
1986 and a staggering $41 billion in 1987. Debt service, as a
percentage of exports, would rise accordingly to 39 percent by
1987, "These are not sustainable levels", Professor Sheshinsky
told us, "available credit lines will absolutely dry up when
short-term needs exceed $1.3 billion." He flatly predicted that

Israel would face a severe credit crisis in one or two years

"without drastic changes." .
The professor's prescription included budget cuts of 11-12
percent, defense cuts of 18 percent including cancellation of the
Lavi fighter aircraft ﬁrﬂducticn program, revision of the tax
code to spur export g:uwth,'and collection of tax revenues on a
monthly cash flow basis (thus aveoiding lag costs to the
government while hyper-inflation continues).
Sheshinsky and many others also called for a tfilateral

agreement among government, business and labor that would allow

the erosion of real wages in return for which prices would be
.heid_belaw current inflatian rates. Just such a trilateral
agreement is currently being ﬁiscusseﬂiby Israel's new
government.

Finally, Professor Sheshinsky, along with some other
economic. experts, suggested that sooner or later the terrible
erpsion in the value of the shekel would require a change in the
Israeli currency, either a dollarization plan or the creation of
a new currency linked directly to the dollar on a one-to-one

basis. "It may be", Sheshinsky stated, "that only this kind of
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radical currency shift will end the hyper-inflation we are now
experiencing in Israel." Although not everyone we met with
agreed with Professor Sheshinsky's projections, nor with his
prescfipticns, we noted that no one we met with -- Histadrut -
officials, opposition Labor Party members, Finance Ministry
officials nor members of the business community disputed his
figures. His outcome- is skewed, the Director of the Bank of
Israel told us, "because Israel would never let it come to Ehat."

G. REFORMS MNEEDED

Short of a dollarization system which so far appears to be
politically unacceptable to most Israelis, economists seem agreed
that three sets of reforms are needed: .1] a decrease in public
consumption, including deep cuts in the budget, in order to shift
resources into the productive sectors of the economy; 2) a
dramatic effort to increase exports by 7-9 percent a year; énd 3)
some sort of social compact that permits freezing or greatly

" reducing wage settlements and price increases. These proposals

are'designed to address two structural problems in the Israeli
economy: the high level of public spending, almost equivalent to
the entire GNP, and the system of indexation.

Tax increases although somewhat useful, especiallf as a way
of sharing the burden among middle and upper income groups, were
not seen as a major tool. They probably would not produce
significant additional revenues given the fact that Israelis are
already taxed at 45 percent -- one of the highest tax rates
anywhere in the world. Most of the discussion in Israel,

therefore, has centered on the need to reduce the government's
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budget.

H. THE BUDGET DEBATE

Finance Minister Yigal Cohen-0Orgad in January had expressed
optimism about his chgnbes of persuading fellow cabinet ministers
to accept a 9 percent across-the-board cut in their budgets.
Uétensibly, his goal was to reduce the government's budget by
about $1 billion, thus easing the budget deficit problem, and

avoiding, at least for now, monetary policies which, although

designed to restrain inflation, could also further erode Israel's .
export base. The Finance Minister was the only individual with

whom we met 'in January who was optimistic about the 9 percent
reduction. Most thought it too high a cut to be paliticslly
feasible, some thuught it was too low to have the salutory effect
for which it was designed. Everyone expressed concern about the
formidable pcliéical hurdles.

Politically, the task confronting any government --
‘eape:ially.nne which held a fragile majority in the l20-member
Knesset =-- is awesome. Two-thjrds né the total budget -- .
estimated at about $22.6 billion for 19%84 -- is de;uted to only
two items: defense and debt servicing; The remainder is used to
finance Israel's highly socialized system of housing, education,
health care, transportation, new developments within the 1967
borders and in the West Bank and Gaza, pensions, civil ser?ant
salaries and related social services.

As first proposed in January 1984, defense spending would
absorb a $150 million reduction while the remaining $850 million.

in cuts would be allocated among welfare and social services.



New developments in the West Bank were to be frozen. This plan
was coupled with tighter controls over foreign exchange. (In
January the Likud gﬁvernment limited to $2,000 the amount an
individual might take out of the country to travel. Last year
750,000 Israelis traveled abroad.) There also were steep pricé
increases for telephune'and postal rates, ranging from 25 to 50%.
These actions hit the Israeli public hard, the looming economic

crisis notwithstanding.

By American standards some of the proposed changes seem
gquite tame, such as increasing the amount a family pays for
university tuition from $600 per student per year to over $1,000.
Given the high subsidy for education, the difference seems modest
Eﬁuugh: but Israel was formed as a new state steeped in the
social and political norms of a Zionism heavily influenced by the
Social Democratic philosophies. # carefully balanced social
service structure including housing and education for immigrants
and low income groups was part of the new Israel.

" .Thus, to have a fighting chance of success, i:uudget cuts and .
austerity measures must be perceived to be fairly applied, e%enly
allocated and absolutely necessary. Persuading the many and
diverse interest groups to accept substantial cutbacks in
services has not been easy. Fears of unemployment are not only
economic, they add to concerns about emigration and difficulties
insclosing the education and cultural gap between Israelis of
European and Middle East origins.

While we were in Israel, Reuven Ben-Ami, the

Secretary General of the civil service union called a temporary
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strike action that kept 60,000 government workers off their jobs,
and snarled government offices for hours. Railway workers had
stopped train service for several dafs and mail went undelivered

for almost four days as 4,500 postal workers struck for higher

pay.' More recently, for the first time, the Israeli foreign

service actively participated in strikes to protest the former

Likud government's wage policies. Organized labor did not trust

the Likud coalition, and possesses some legitimate grievances.

It is concerned that social service reductions will directly .
affect Israel's wage earners, while Israel's hyper-inflation =--
despite indexation il erodes their buying power. This is because
welfare payments are 100% indexed but wages are indexed at BO0% of
the inflation rate - resulting in a loss of 20% in real buying
power in the last guarter of 1983,

Histadrut, Israel's labor federation, :epresentg almost 90%
of the 1.4 millign wage earners in the country and is a powerful
influence on the country's economy and politics. It will have to
be persuaded to accept budt;:et reductions. 'Israel Kessar, .
Histadrut's Secretary General, emphasized the desire of labor to
cooperate in.a realistic plan to lower the balance of payments
deficits and the inflation rate. "Labor is hurt by inflation,
too", he told us, "it is no easy job maintaining industrial peace
in a country where wage agreements were fashioned around an
assumed inflation rate of only 130%, not the 200% we had last
year."™ He indicated that Histadrut would likely accept something
less than full compensation vis-a-vis indexation, so long as

prices were similarly controlled. He also indicated that labor
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was prepared to improve workers' productivity (which has been
declining) with incentive schemes and framework agreements for

the 700,000 industrial workers represented in Histadrut. Kessar

was optimistic about the 1ung—£ange future of the country's

economy, stating that a new infrastructure is being created that

has the sophistication to expand exports and improve economic
conditions for all Israelis, if it can be matched with the right
kind of economic ﬁ;nagement -- and he was quite straight forward
about his wview that the former Likud government was not what he .
had in mind.

On the other hand, the business community is skeptical of
the government's ability to restrain labor while channeling new
resources into investment and export promotion. Although
supportive of any effort to reduce the government's budget
expenditures and encourage export growth, the manufacturers' .
representatives with whom we met were highly skeptical of the
ability of the Finance Ministry to meet its own goals such as a.
15%° increase in exports. The Association believes 10% is more .
realistic.

Central Bank officials, including Dr. Moshe Mandelbaum,
Director of the Bank of Israel, identified budget reductions as
the single most urgent need in Israel today. A cut of at least -
7% is needed in order to free up resources for improvement in the
current account deficit, and to stimulate export growth, he told
us. Bank officials said cutting the government's budget would:

l) lessen inflationary pressure (although they had not done any

modeling to provide specific correlations); 2) improve the
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balance of payments situation; and 3) shift resources into
investment in the private sector -- essential for the long-term
economic growth of Israel. Bank officials adamantly supported a
reduction In.Israel'E_excess demand (estimated to be 9% of the
GNP}.thrnugh fiscal rather than monetary policy because they
believe that monetary restrictions would shrink the business
sector which needs to be revived. Although they said even a 7%
budget cut would not resolve Israel's inflation problem, the bank.
officials were hopeful that it would put government policy on the
right path, and restore confidence -- especially among commercial
creditors -- in the future of the Israeli economy.

The new government has to appeal to all sectors of Israeli
society =-- the business community as well as labor =% to accept
sacrifices in order to renew health to the nation's ;iling
economy. Gi;en the fractious nature of Israel's political

system, this may.be difficult, requiring a greater degree of

.political cooperation than has prevailed in recent years. .

I. THE NEW GOVERNMENT'S MOVES -

 Even before taking office, the 1e§ders of the new Labor and
Likud national unity government began ho;ding preliminary
discussions on economic reforms.

On September 16, two days after being sworn in, the new
government announced plans to cut 51 billion from the
government's budget of $22 billion. The shekel was devalued by
an additional 9 percent, thus falling to less than one-fourth of
its value vis-a-vis the dollar at the beginning of 1984.

The new Finance Minister, Yitzak Modai, said these were but
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"opening moves" in the government's economic program.
Subsgquently, the government announced a series of additional
measures, including a $215 million cutback in subsidies for
price-controlled commodities. This touched off price increases
of more than 55 percent for some commodities and had the expected
but unwelcome effect of at least temporarily pushing up inflation
which showed a record one-month increase of 21.4 percent in
September.

In the effort to curb the drop in foreign currency reserves,
the government imposed a six-month ban on the import of 50
commodities, such as passenger cars, large trucks, boats, kitchen
appliances, soft drinks and expensive building materials. The
foreign currency allowance for Israeli residents traveling abroad
was further reduced from the $2,000 ceiling imposed earlier this
year to §1,000, and the use af credit cards abroad will be banned
as of January 1, 1985.

The government also raised some revenues by applying taxes
to 'old-age pensions and increasing education taxes., Tuition fees.
‘were introduced-for the lower grades in public schools and fees.
were substrantially hiked for university enrollment and some
health institutions.

In mid-October, the government proposed an additional half %'
billion dollar budget cut, a four-month wage and price freeze and
a.one-third cut in the monthly cost-of-living pay adjustments.

In November, the Cabinet approved a 3-month freeze and the
proposed cut in the cost-of-living adjustments.

Government officials estimated that as a result of these
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austerity moves, the standard of living, which is lower than that
of Western European countries, would drop at least 5 percent.

The temporary income and price control policy agreement was
negotiated with unions and employers. Histadredut had resisted
proposed delays in cost-of-living adjustments which have eroded
workers' buying power by an estimated 20% in September and
October. Hyper-inflation has led many workers to buy food and
other items as soon as they get paid for fear that the prices
will continue to rise significantly by the time of the next .
paycheck. 1Indeed, some stores reportedly change their prices
twice a day.’ |

Despiﬁe the difficulties in obtaining approval of the
reforms taken so far, some Israeli economists believe the cuts in
the government budget need to be in the $1.5 to $2 billion range
in order to effectively curb the government aefiéit and the
inflation it fuels. On the other hand, some government officials
are concerned with the impact of such draconian cuts.

Prime Minister Peres meanwhile I;as advocated a massive ‘ .
-pragram to restructure the Israeli economy, to mové it further in
the direction of high technology and m;nufacturing. This would
regquire, among other things, a considerable shift of employment
from the public sector -- where about one-third of the Israelis
are currently employed -- to the private sector. He has spoken
ofsa $10 billion investment effort, drawn mainly from private
investors in Israel and overseas. Such shifts, even if started
in the near future, would take time to implement and could not be

considered a short-term solution to Israel's economic problems.
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In the meantime, Israeli officials, and labor unions are
| grappling with the issue of how far and how fast they can move in

a democracy to take stringent short-term measures.




J. Defense Budget

Israel's heavy defense spending, absorbing about 22 percent
of total GNP, has become a key factor in its economy. Geographic
and dﬁmugraphic characteristics -- little strategic depth and a
relatively small population -- mean large defense budgets for the
foreseeable future unless Syria and the other major Arab countries
join ngﬁg in reaching peace agéeaments with Israel.
A basic tenet of the Israeli defense philosophy is that .
Israel must be strong enough to deter an attack by any Eumbinaticn
of Arab countries. fhis concern goes back to Israel's birth in
1948 when the Arabs rejected the United Nations partition plan and
five Arab armies simultaneously attacked the newly created state.

Egyptian President Nasser's clnsing of the Strai; of Tiran
which precipitated the 1967 war, and the 1973 attack by Egypt and
Syria reinforced the Israeli belief that it must be able to deter
multiple attacks. The Israeli fear that they have only a small
margin for error was heighte.ned-in 1973 wher: Syrian ‘tanks almost .
ﬁruke through the Israeli lines in the north. This part of the
Yom Kippur day attack was overshadowed in the media by the more
spectacular Egyptian crossing of the Suez Canal, but it strongly
"affected Israeli psychology and military planning.

OQutnumbered by the Arab soldiers and equipment, the Israelis
have put heavy emphasis on trying to counter quantity with
quality. This is expensive, in terms of equipment and training.
It is becoming even more so as Israel modernizes its Air Force,

replacing the aging F-4 Phantoms with F-16's and F-15's (which,



with spares, cost ten times as much as the original $4 million
purchase price of the F-4's a decade ago).

lsrael also ha; put a heavy emphasis on self sufficiency.
French President DeGaulle became the unwitting midwife to thé
modern Israeli aircraft industry by refusing after the 1967 war to
deliver 50 Mirage fighter planes already bought and paid for_bf
Israel. This was a major impetus toward Israel's production of .
its own fighter planes to supplement those it could purchase from
abroad. The heavy loss of equipment, tanks and planes in the
first days of the 1973 war and the extremely high rates of
consumption of ammunition forced Israel to turn to the U.S. for an
emergency airlift of supplies and equipment. This further
stimulated Israel's efforts to become more self sufficient.  The
costs of this weapons development and production program have

. increased Israel's defense budgets and expanded its foreign debt.

Arab Weapons :

The continued Arab buildup of large inventories of .
fighter-bombers and other sophisticated weapons alsc has forced
Israel to upgrade its defense capabilities. Although Egypt is no
longer a confrontation state since its signing of the Camp David
Treaty, the enormous flow of sophisticated arms to Syria and other
Arab countries, is of deep concern to the Israeli military.

‘ Their most immediate concern is Syria's desire to obtain

military parity with Israel. In the past two years, Syria has

received from the Soviets large numbers of new sophisticated
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missiles and aircraft and electronic warfare equipment, valued at
$2.5 billion.:-

' dsraelis express ﬁimilar concern with the large scale
purchases of sophisticated weapons by Saudi Arabia and proposed
sales of mobile anti-aircraft equipment to Jordan. The Israeli
fear was not so much that these countries might attack Israel in a
one-on-one conflict, but that their weapons and perhaps manpower .
will be made available to more radical Arab countries in a wider
conflict.

An example of the economic impact of Arab arms purchases was
the 1981 U.S. sale of AWACs and F-15 enhancement equipment,
including the advﬁnced all-aspect sidewinder missiles .to Saudi
Arabia. Israel then concluded that it needed 11 additional F-15's
to offset any possible Saudi involvement or diversionary action in
a future conflict. The pracuremént cost was about $550 million.
c;riginall}', the Reagan hdminist:.'ationﬁrnpa.'.’-ed that Israel receive .
$600 million in FMS loans over a two-year period to help offset
the Saudi purchases, but with Israel's debt burden already
becoming a matter of concern, Congress converted $200 million of
. the proposed FMS loans into a grant in FY '83 and a further 5300
million in FY 'B84.

‘ Israel spends a third of its government budget on defense but
there are hidden costs beyond this $5.5 billion annual spending
level, Because of the heavy demands of reserve duty, many firms

have to carry extra men and women on their payrolls in order to



help fill in for those on month-long reserve duty. Some small
businesses are virtually forced to close down when key employees
are so engaged. This has a_real if uncounted economic cost in

lost production and exports.

Proposed Defense Cuts

As a result of the economic crisis, the Defense Ministry will .
be forced to absorb some cuts as part of an overall budget
reduction plan. The Israeli military budget includes $4.5 billion
in direct spending and another $1 billion in indirect costs such
as infrastructure. Prime Minister Peres said he plans initially
to cut $300 million from the defense budget.

| The Defense Ministry earlier had lost one round in a dispute

with the Finance Ministry over the amount o§ military aid to be
. sought from the U,S. for FY '85. Military aid totalled §l.7
billion in fiscal 1384, of which half was loan, and half grant. .
As paft of the effort to reduce Israel's huge debt burden U.S. and
Israeli Finance Ministry officials reached an agreement that the
FY '85 recommendation submitted to Congress in early 1984 would be
all grant, but with a lower total of $1.4 billion. The Defense
Ministry fought that decision on the grounds that it would reduce
the amount of funds available for future equipment purchases but
eco;cmic considerations prevailed.

Before the proposed budget cutbacks, Israeli officials

estimated that their defense purchases from the U.S. would reach
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nearly $§2 billion in FY '85, an amount in excess of total credits

to be extended in the new fiscal year. Israel would draw on

prév?ﬁus-year credits #nd grants which had not been used pending
approval and payments for the F-16's. Meanwhile, Israeli Defense

Ministry officials have been evaluating which weapon purchases

might be stretched out or deferred as a result of the reduced aid
package. R : .

Knowledgeable Defense Ministry officials and members of the

Knesset told us that they doubted that there would be any
significant delay in the project to build a new fighter plane, the
Lavi, in any defense budget cutback. They said the project was

too far along [ahéut $550 million has already been spent on the
Lavi), and that it would be cheaper in the long run to continue

its development than the alternative option of buying additional

I'.S. planes such as the F-18 to replace the aging Kfirs and A-4
Skyhawks. . ! .

Defense Considerations and Cuts

The Defense Ministry has indicated it could absorb some
reductions by postponing some new projects, reducing the order of
. battle, and making some cutbacks in training and emergency stores.
In addition, the MOD Director General Menachem Meron and Chief
Ecqnnmist Zvi Trop told us they hope to mitigate some of these
effects by supplying U.S. armed forces in Europe and the Middle
East with spare parts and maintenance for helicopters and

fixed-wing F—4.Phantcms, F-16's and F-100's. The Defense cuts,
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they stressed, would be real and would necessitate a 5 to 9

percent reduction in the regular army's manpower. "The problem

with all of this," beneral Meron told us, "is that unlike an
education budget, when you cut defense, no one feels it, and so we
won't really see the negative effects until we need it."™ In

general, the MOD officials seemed to accept the premise that

defense would suffer if Israel could not get its economic house in .
order and thus, temporary reductions in the defense budget would

be necessary to contribute to this process.
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PART II: THE U.S. RESPONSE

A..The Role 6f U.5. Assistance

'hnited States economic and military aid to Israel plays a
pivotal role in the Israeli ecnnnmy.. fntal U.5. assistance now
accounts for approximately 12 percent of Israel's GNP. Without
U.S. assistance, Israel's balance of payments difficulties would
probably be unmanageable. Last year, for example, the entire .
economic aid package in grant Economic Support Funds (ESF) was
transferred before tﬁe end of the calendar year, which was the end
of the first quﬁrter of the U.S. fiscal year beginning October 1.
The aid was used to help pay off short-term debts that had come
due. This is significant because the fiscal 1984 aié-nf $910
million was the largest economic grant ever provided Israel by the
U.S. in a single fiscal year.

Congress has directed that FY 1985 economic aid will also be
made available early in the new. fiscal year' which began October 1..
The Reagan Administration earlier this year reguested that all
fiscal 1985 aid, military as well as economic, to Israel be grant
aid, which would be helpful in preventing Israel's current account
deficit and debt repayment load from getting worse. But at the
same time it proposed to reduce the current levels of military and
economic aid by $300 million from the FY B4 level of $1.7 billion
level in FMS, and 5125 million from the $910 million level in ESF.
The wisdom of this decision, in light of the enormous budget

deficits Israel has experienced over the past several years was
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subject to serious guestion by the Congress. The Senate Committee
on Foreign Relations recommended a §1.2 billion economic aid level
for fiscal 1985 -- ; substantial increase over the
Administration's reguest level of $850 million. Subsequently,
Congress adopted the Committee's higher recommendation in
approving the FY B85 Continuing Resolution.

Prime Minister Peres, in discussing future aid levels during .
his Octobér visit to Washington, told members of Congress he hoped
that the economic aid would be increased by an additional §1.5
billion during the "transition period" while Israel instituteslanl
economic reform program. Aides said that by this tranmsition
period, he meant two years. One option reportedly under
consideration is to reguest $750 million in additional economic
aid as part of a possible h&ministfation omnibus supplemental
- request for FY'85 and an additional $750 million as part of the FY
'86 regular foreign aid bill. ) .

Israeli and U.S. officials said there were no detailed’

discussions or agreements on specific amounts during the October

visit, nor was there any agreement that Israel might delay its

debt repayments to the U.S. Meanwhile, a joint Israeli-American

Economic Development group has been established to wurk'dﬁt ways

of helping Israel's economic situation, and is expected to play a
N

key role in formulating any proposals to be presented to Congress

early next year.



In the future, however, E?En.if the United States should
greatly increase its aid, it is abundantly clear that U.S. aid
alone will neither cure nor even significantly ameliorate the

structural problems that afflict the Israeli economy. Sufficient

aid resources simply do not exist to erase a $23 billion foreign

debt problem, for example, or a $6 billion current account

deficit. U.S, aid can help alleviate the effects of reform .
measures on Israeli society but cannot substitute for the policy
reforms that Israel itself must undertake if its écnnomy is to

return to a healthy and growing status.

B. BACKGROUND:

U.S. aid to Israel has grown from a small $100,0060 economic
grant in 1951 to a military and economic mix of loans and grants
totaling $2.6 billion this year. 1In the past thirty-three years

the U.S5. has provided Israel a total of $28 billion, 67.6 percent

in military aid, the rest in economic’'assistance. Of the aid .
provided during the past three éecades, $25.182 billion, or 90
percent of the total has been provided in the past ten years,
following the 1973 war.

The nature of this assistance, and especially the terms under
which it is provided, have changed considerably in the past
decade. Prior to the 1973 war, U.S. economic aid had averaged
onl} $54 million a year, dipping as low as $6.1 million in 1967

and rising to $109.8 million in 1973. There was no discernable

pattern or rationale for the division between loans and grants
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which fluctuated from a 50-50 split to a 99.5 percent loan basis
in 1971.

Between 1976 and 1980, U.S. economic assistance to Israel,
averaged $765 million per year, and was one-third loan and
two-thirds grant. Through 1982, the Administration maintained the
one-third loan and two-thirds formula in its economic aid reguests
to Congress. Congress, however, moved to provide all economj:c .
assistance to Israel on a grant basis in 1981. Subsequently, a
total of $3.265 billion has been provided in economic grant aid to
Israel. In fiscal 1984, Cungreés also increased the total
economic aid appropriation to Israel to $910 million -- §125
million above the Administration's $785 million reguest. An
additional $290 million was appropriated for fiscal 1985, ra?sing
economic aid levels to §1.2 billion. These decisions were made by
. the Congress because of the perception that the Israeli economy,

especially- its heavy defense costs, required additional economic

resources. Congress earlier also took into account the economic
cost to Israel of the Camp David Peace process such as the return
of the Sinai oil fields to Egypt. This was an economic boom to
Egypt which earned its $1 billion in oil export revenues last year
alone but which cost Israel as much as $2 billion in additional .

foreign exchange expenditures.

L]

C. ECONOMIC AID:

In the past six years, the United States has liberalized the

terms under which economic assistance is provided. 1In 1978 the




United States ended the Commodity Import Program (C.1.P.) which
directly financed Israeli purchases of U.S. goods and services and
replaced it with a ;traight cash grant transfer requiring only
that Israel certify that it imported an equal amount of
non-defense U.S. goods.

o imie sesomen IN1983 0 sthe (.S agreed _to.transfer all economic. aid in the .. ...
first quarter of the fiscal year instead of the customary .

.z v:.quarterly:releases of:one-fourth of the appropriated total aid... - - .-
This decision allowed Israel to retire a substantial amount of its
short-term debt and helped ease.its credit difficulties. The
estimated loss of interest to the U.S. Treasury, according to the
Government Accounting Office was approximately $40 million.
Monetheless, the Administration decided that Israel‘s.pressipg

‘o::....economic needs_justified this last liberalization of the terms _ .

governing economic aid to Israel. Both congressional authorizing

committees subsequently provided for a similar transfer in fiscal _

1985. .
Furthermore, Congress became increasingly concerned with the

fact that by 1983 Israel was paying back to the United States more

in interest payments each year than it was receiving in economic

aid. This was a culmination of the trend begun in 1973. Between

1973 and 1982, one Israeli official noted, Israel received a total

of $5.987 billion in economic aid and repaid $5.072 billion to the

U.S. Treasury for previous military and economic loans. The net

economic aid for that ten-year period thus averaged less than §92




million a year. The Reagan Administration's request for fiscal

1985 actually would have reduced economic ESF aid to Israel by

$125 million (from the $910 million Congress approved in fiscal
1984 to the $850 million requested). Of the $850 million
Administration request, however, $65 million was for replenishing .

=iisies - withe ~endowment—for sfour-joint~UiS.~Iseaeli-science-and--educationala—wurr =

foundations). At the same time, Israeli loan repayments to the .
T+ -"- U.8. are expected to .reach:S$l.l billion.in 1985,

D. MILITARY AID:

Military aid to Israel has been provided in large amounts
only in the past decade, during which the U.S. provided almost 92
percent of all military aid it has provided Israel since 1948B. No

grant military aid had been provided Israel until 1974 when,

and tanks, $1.5 b'illiun in grants was made available in addition
to $982.7 million in loans.  Unlike etonomic aid, 73.3 percent of .
which has been in the form of grants since 1974, military aid ‘
primarily has been provided as Foreign Military Sales credits,
loaned at market rates plus a small service charge. Sixty percent
of the total military aid toc Israel has been in the form of loans.
Interest payments begin as soon as the credits are drawn. There
is a ten year grace period on repayment of the principle.

\ Repayment of these loans has become a serious problem for

Israel as the ten year grace period ends, and principal payments

are coming due in increasing amounts. Israel now owes the United




States gnvefnment $9.5 billion, mostly in military loans from past
FMS credits -- accounting for one-third of Israel's total external.
debt. A GAO repart.on the Israeli aid program found last year
that the gap between economic aid received, and repayments to the
U.S. Treasury for mostly defense loans will have grown from $189

o emencomidddons incfdscalsl1983- to-ans anticipated--$§955-million . by: 1993 ;i surns S e

assuming a steady ESF level of $785 million. The Congressional .

i-The . . Budget- Office calculates that the combined military and- economiec-. .-

loan repayments will continue to rise to a peak of $1.4 billion in
1991 before tapering off and ending in the year 2020. Although
the Administration's apparent decision to provide future military
aid on a total grant basis alleviates the problem of growing FMS
debt burdens for the future, this does not affect the issue of
i;Mm;;4r15:aelﬂs_napacity"tn.repay,@ast;lcana.;n“.ufhh,-MJdﬁ”m_w”4“_;;;;;”:_;;:4
Israel's military aid program has also evolved in the past

decade. The terms have been liberalized to accommodate Israel's

economic and military problems. An extended 30-year repayment ’ ‘
period for FM5 loans was provided rather than the more traditional
13 years repayment terms offered most FMS recipients. Similar
maﬁagement terms have now been extended to other nations such as
Egypt, Greece and Turkey. Israel is also allowed to maké
purchases on a cash flow financing basis which essentially permits
.
Israel to order military equipment based not on actual

appropriated FMS credits or grants, but on the expectation of

them. Israel has been permitted to do this since 1974. Egypt and



Turkey are now extended similar privileges by the Department of
Defense. Although a useful mechanism for speeding delivery of
needed equipment, according to the GAO this system led to a crunch
in 1981 that p:évgnted Israel from making major military
procurements because of a backlog of already committed but not yet
e awn~appropriated..credits. . Israel.,also.-has.-been.allowed .to draw .dOWR.cwrs avere .

its FMS grant funds before it uses up its remaining FMS loans, .

saving it an estimated $19 million. ‘This practice, although . --- - --
criticized by the GAO, seems to have been a prudent way to delay

adding to Israel's already high debt burden. It will also be a

moot issue since all future military aid will likely be provided

on a full grant aid basis.

The Camp David accords, which entailed sizeable commitments

cinw e O£ D uSs.aid to both Israel and Egypt in return for peace between .
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them, remain the cornerstone of U.S5. foreign policy in the region.

Those accords brought tangible economic benefits to Egypt such as .
the return of the Sinai uil'fieids. and the reopening of the Suez
Canal while also bringing increased economic and defense costs to
Israel. To a certain extent the provision of additional U.S.

. assistance to Israel is designed to help offset the impact of
those added costs, estimated to be $8 billion.

E. ISRAELI AID PRESENTATION:

L1

Unigue to aid recipient nations, Israel annually prepares an
extensive compilation of data and statistics to justify its

request for aid to the United States government. The purpose of
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the fiscal 1985 presentation was twofold: to identify the foreign
| exchange requiremEnFs of the militnry budget and to present the
financing gap in Israel's non-military balance of payments. The
prgsantaticn, prepared mostly by the Ministry of Finance Deputy
Director General for International Affairs Ephraim Dovrath, with-.

e ghom “We mef; projected a *fidancing-gap of §1v3-billion. -Dovrath's-rm smee

presentation noted that to cover last year's finance gap of $l.4 .
billion, Israel had to reduce its foreign-exchange reserves by
$350 million. In order to mitigate the effects of this financing
gap, Dovrath's report requested that U.S. economic aid be large |
enough to cover as much of the projected gap as possible, be all
grant, and be made available at the beginning of the Iiscal year.
Although most Israeli and American analysts with whom we met
~mins meodjd-not ~d ispute- the~FPinance-Ministry's:.estimate. of-a.§l.3.billion..com. .
" financing gap for fiscal 1985, none accepted its projections of a
declining gap for fiscal years 1986 and 1987 of $1.55 billion and .
5800 million respectively. According to these analysts, the -
assumptions upon which such projections were made were much too
optimistic; for example, the Israeli Aid Presentation Document
assumes budget cuts of $1.5 billion, or 12 percent -- no one we =
talked to in Israel, including the Finance Minister himsélf, was
willing to bet on anything higher than 7 percent in cuts when all
of the budget politicking had finished. (Close observers of the

complicated Israeli budget process recently estimated the cuts

virtually disappeared during the negotiations and adjustments for




inflation.) The presentation further assumed overall public
consumption declines of 2 percent in 1984 and an additional 1
percent in 1985. Whilé this is possible, public consumption,
excluding defense, actually rose in 1983 and most of 1384. It

also assumed a decline in private consumption of the order of 7 sue
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‘Histadrut officials~indicated-to ‘us—a 'wWillingness -to-do -their-faiz=.w

percent “ENTs “JeaT = Ah “OVEY1Y "Embiticds "goal “according G o g+~ - e

observers. .

"' phe "répért further assumed a real wage ﬁecregsa; a -reduction-- - -
in the government's civil service workforce by 2 percent, an
increase in withholding taxes, and decreased fringe benefits for
wage ea:neré. All of these assumptions were dependent on a pliant
labor federation that has shown little willingness to accede to

further erosion in the buying power of its members. Although

share, the Finance Ministry's assumptions concerning their fair

.shalre seemed at considerable vaFian-:.‘:e'with those of Histadrut's. .
The presentation assumed a éeturn to high export growth rates of ‘
the past (exports declined in 1982 and 1983 although they have
increased in 1984). Significantly absent from the presentation's
forecast of future economic activity covering the period 1984
through 1987 is any projection for the inflation rate. If
hyper-inflation continued this year, and does indeed reach beyond
1000 percent as some economists now believe is inevitable if
current trends continue, then the Financé Ministry's projections

for investment and savings growth, expansion of exports and




incfeases in productivity, declines in private consumption and the
balance of payments deficits are thrown in doubt.

The author of the presentation acknowledged to us that his.
projections for future economic activity assumed first that "all
of the measures proposed. by the government under its new economic.

moanromipsTicy "wilk -be~carried-out®y-second,~that-the government s v cxrmm irrms =

austerity measures "will cause a steep decline in private .

consumption; ‘which will also have a positive influence on the

balance of payments deficit"; and third, that positive data of the

last half of 1983 can&erning private consumption, export growth, |

and reviving European markets will be a sustained trend for the

next several years. When asked about the unfavorablzs outcomes

projected by Professor Sheshinsky's model, Dovrath responded that

s Lawn=the.Ministry's.foreign.debt . projections were predicated, on more . -.s.z.
optimistic consumption and export growth assumptions. Sheshinsky,

"it might be recalled, assumed an annual export growth rate of 7.5 .
pe:céht each year between 1984 and 1987, and private consumption ‘
increases no higher than 4 percent, Sheshinsky predicted a total
foreign debt reaching $41 billion while Dovrath and the Foreign
Ministry actually project the debt declining to $24.9 billion. If
Sheshinsky's projections prove correct, and Dovrath's too
opFimistic, then the financing gap -- which the Finance Ministry
projects will dwindle to §80 million by 1987 -- could become too

high for the U.S. capacity to respond in terms of meaningful aid

levels,



F. CIVILIAN EXPORTS

In addition tn'ﬂ.s. military and economic assistance there
aré two sets of prnpns&ls involving the U.S. in which the Israelis
have placed great hope for expanding their economy. These
proposals concern a revitalized civilian export séctur, the

teieiivss canterpiece—-of “which ‘would ~be ‘a*reciprocal ~“free “trade -arrangément™""="=
|

with the U.S., and a satellite defense industry which would .
- =:-- provide-equipment and maintainance for selected U.S. military" L d—
needs.

Exports, Free Trade Area

Israeli officials profess to be optimistic -- perhaps overly
so -- that a receﬁt upward trend in exports and changing trade
patterns will reverse the damaging slide of the past two years.
» %, .. The .government :has pinned its-hopes .to.an .average .annual increasei-.i.uid
of 10 percent in éhe volume of total exports during the 1984-87
_::::EIin:i and is putting great stock in the preposal for a Free Trade.
Area currently under negotiation with the United Stdtes. ‘
The Israeli economy traditionally has been export-oriented.
Exports, of goods ahd services combined, normally are about half
~of Israel's GNP. 1Israeli exports were estimated to be worth $10.3
billion ip 1983. Because of Israel's shortage of natural
resources and raw materials, imports are also an important

L]

component (about 40 percent) of its GNP,
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Israel's economy was hurt by the decline in exports during
1983. It was the second straight year (and only the second time
in Israel's histary} that exports had declined, reaching their
lowest level since 1979. The recession in Europe, Israel's

biggest market, and the over-valued Shekel (kept artificially high

- as. an-anti-inflatiaonary. measure, were major.factors). . DUring. .. am-rcs—isn

1983, commodity exports declined by 2.86 percent to $4.854 .
billion. The 1983 decline, however, was not as sharp as the-seven-_ . --
percent decline in 19B2.

Recent export figures have improved. For the first three
quarters of 1984, exports of Israeli goods totalled §3.5 billion,
a 12.5% increase above the same period in 1983.

To some extent the recent improvement in Israeli exports can

-..be, attributed to_the upward turn in_ the U.S. and European

- L P T P S S T - T

. economies, the recent devaluations of the shekel which make

Israeli exports more competitive in international markets, and the .
continued shift of Israeli exports from agriculture into high
technology.

Civilian Exports

Israel is advancing in the development and export of high
technology in certain areas in which Israeli companies have a
competitive edge. It has been a pioneer in the medical field, for

example, with the production of micro-surgical instruments. It

has also won a large share of the Catscan market in the U.S.



one sign of this changing pattern is that exports in the
el?ctranics, machinery and metals sector grew in the last year.
Isra€li Finance Hinistry officials predict that exports of high
technology items such as electronics and machinery, which are now
L ) about 34% of exports, will rise at a faster rate éhan other
|“ o XpOrts and that products based on Israeli Tesearch and =777

development will grow at an annual 20 percent rate. .

| " ° ‘Pree Trade Area

The proposed Free Trade Area (FTA) between the U.S. and
Israel is a major new component in Israel's effort to put its
economy andlits trading nelafinnship with the U.S. on a more solid
basis. 1In October, Congress approved trade legislation giving the
Administration authority tn.negutiate an FTA.
-;“*n'féfael:prupaged*thE”FTA'iaét'fear”as:a'way of expanding trade - -~ *

between the two countries by eliminating tariffs on a large number

of products, It would be similar to i:he arrangement in effect .
between Israel and the Euruéean Common Market. The FTA would
partially replace the Generalized Systeﬁ of Preferences (GSP)

which governs most Israeli exports to the U.S. but which expires

*in January 1985. In 1983, U.S. civilian exports to Israel

totalled more than $1.7 billion, a $500 million surplus over

Israel's exports to the U.S. This compares with the 1980 figures

of 51.548 billion of U.S5. exports to Israel and $941 million worth

of Israeli exports to the U.S.
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The office of the U.S. Trade Representative, estimates that
the value of U.S. exports to Israel that would be affected by the
FTA is cansiderably+highe: than the value of the imports from
Israel. Of the $l.2 billion imported from Israel in 1982, an

estimated $120 million, 10 percent, would be covered by the FTA,

wrowmweecompared.with the $§610.6.million.or. .23 . percent of American exports

A T L W e e

to Israel that were dutiable. .
..Some. economists caution that the FTA may be of marginal . s o

benefit to Israel since about 90 percent of Israel's current

exports to the U.S. enter duty—free (about 55 percent of American

exports to Israel have that status). They say it is very unlikely

that there would be any quick significant short-term boost to the

Israeli economy. -

_Failure to negotiate an FTA could actually prove injurious to_. _

the U.S. because Israel is phasing in a trade agreement with the.

European Community (EC). Last year, the EC's share of Israel's

import market increased from 33.7 percent in 1980 to 40.9 percent

while the U.S. share in that same period declined from 19.3

percent to 18.9 percent. Without some acceptable tariff

ffamewurk, the U.S. share of Israel's imports can be expected to

* Based on U.S. figures, Israeli figures are slightly lower, but
ratios are roughly the same.



decline further. European competition, enhanced by the EC-Israeli
trade agreement, is likely to affect U.S. exports especially in
thé areas of office maﬁhinery,-telecnmmunicatiuns equipment,
computers, paper products and electrical equipment.
The Israelis see the FTA as a more favorable. alternative to
imaem camsip e  £reontinded- eligib $19ty" under~the UrS: Gemeralized ‘System« of = s s
Preferences (GSP) Gl.'.' as a replacement for the GSP as they graduate. ‘
-+ from the program-(eligibility is determined by per capita-income

levels).
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G. MILITARY TRADE AND COOPERATION

Faced with growing defense costs and debt burden, Israel is
making a renewed efEnrt to reduce its dependence on U.S. foreign
aid by increasing sales of military as weli as civilian goods and

- services to the U.S.

crms s casmveans  Thereffort -has -been-going=~on for .-several -years. -Some ~fOrmal «mm= =i,

agreements and contracts have been signed and otﬁers are being .
negotiated. . The Israelis say some of their past efforts had been.. ...
hampered {n some quarters of the U.S. bureaucracy, particularly
the Pentagon, but the atmosphere has improved.
In addition to the Free Trade Area in the civilian sector,
the major components to the current Israeli effort to earn its way
with more trade and services in the military area include:
i aw mmne i e The 11979 .Memarandum,.of .Agreement . (MOA) . which. was intended ... .=,

to help Israel compete for Defense Department procurement

. contracts; : . .

-- Efforts to provide maintenance and repair facilities for

U.S. military equipment such as aircraft and ships;

The MOA

The MOA was signed in 1979 in the wake of the Camp David
Agreement by then Defense Secretary Harold Brown and former
Israeli Defense Minister Ezar Wiezman. It was renewed in the
Spring of 1984.

The MOA was intended to give Israel an opportunity to bid for

U.S. Defense Department contracts and thus help alleviate the



heavy economic cost to Israel of the Camp David agreement,
particularly the relocation of military facilities from the Sinai

buffer zone to the Hegev. The U.S. also potentially could benefit

through buying defense equipment at a lower cost in instances
which Israeli-made eguipment was cheaper than American or Western
PRSNS nnrﬁ_ﬁfapzé-éﬁ.aﬁg-adﬁévf.si :11-. I TR e S BRI At e st SFTR I B ST Sl SR MBS e BB Ve P WS ;..p:.nr s

There are two major annexes to the MOA. Annex A provides for .

¢ooperation in Research' and Deévelopment. Annex B provides a list:
of military equipment for which high level Defense Department
officials can waive statutory "Buy American"™ procurement
prnvisiﬂns.l This is somewhat similar to an agreement with NATO
countries except ﬁhTD countries can bid on anything which is not
on a list of proscribed items. Under the original agreement,

wsmssewin fergelcoutd~bid “only-on~the “approximately-560--items-already~on-af-—~im~
approved list.
‘ In addition to the MOA, in 19381 then Sécretary of State .
Alexander Haig set a target.gaal of $200 million annual U.S.
Defense Department purchases of goods and services from Israel,
mainly for U.S. forces in Europe and elsewhere overseas. This was
part of a Defense Trade Initiative which became part of the
November, 1981 Memorandum of Understanding (MOU) on Strategic
Cogperation. The MOU was gquickly suspended in reaction to
Israel's December, 1981 extension of its civil authority into the
Golan Heights. No Israeli sales were ever made under that Defenqe

Trade Initiative.




The checkered experience of the MOA strongly suggests that
any beneficial effect of such agreements depends not only on the

basic terms but on how the agreements are implemented.

Israeli officials have claimed that Pentagon officials
”‘“**“‘*sdmétiméswraisEﬂ“prnbeﬂuralnbarriersnagainst=15raeli;{irms~w:~;eu¢-~‘wu-

receiving contract awards even when they were the low bidder. .
Pentagon officials said such complaints were exagerated but one.-- .
kn0wledgea51e American official privately acknowledged that there
had been some resistaﬁce within the Pentagon, especially during
the 1982-83 period when there was friction between the Defense
Department and the Israeli military because of Lebancn.

Israeli officials earlier this year estimated that their

v iwv cimimes £ irms hHad ~s0ld: only S35 million..under:.Annex. A.and.about $60. . . ..is il sen
. million under Annex B since the MOA was signed in 197%. The
Pentpgon, however, recently compiled figures which actually shuwed_. ]
that israel had sold $155 million under the MOA from 1979 through
the first 10 months of FY 1984. These figures do not include
subcontracts to U.S. prime contractors or offset arrangements.
I Under an agreement reached last year, Israel was allowed to

obtain offsets for purchases made with FMS funding. In'ﬁﬁking FMS
pu{chases from American firms, Israel was allowed to direct that
up to 15 percent of the value of the contract be spent for Israeli
components or other Israeli goods and services. (Israel

traditionally had sought a 25 percent offset on commercial




purchases). 1Israel was able to earn $180 million dullaqs through
these uffsets-du:ing the last three gquarters of FY '84. During
Def&nﬁe Secretary Caspeﬁ Weinberger's October 1984 visit to
Israel, the agreement was extended to allow for $100 million of
offset sales during the first quarter of FY 1985. - SIE e
eoem b s meenes TR rEenegotiatingdn @xtensionm of“the "MOA “this‘past- springy - == e
the Israelis did not win the NATO-style agreement they sought .
allowing bidding on all but specifically prohibited items. But------
the U.S5. did agree in principle to change the previous existing
relatively narrow list of items on which they can bid to a system
in;ulving broad categories of weapons and eguipment.
The Israelislbelieve they are competitive on a wide variety
of spare parts for armor eguipment and aircraft, including
= nmeweg@ngines » .commundcations-.equipment. -and.-fire-control-.equipment..£or: w.: f.iiias

tanks and aircraft.

Neither Israeli nor American officials‘could estimate with . . ’
precision how much a wider fwu—way street would help the Israeli
economy. One top Israeli Defense Ministry official intimately
familiar with his country's sales efforts here gave a rough

estimate that between $200 million to $300 million could be sold
annually if Israeli firms were allowed to compete without
ungFrranted procedural barriers being raised in the MOA's
implementation. However, an experienced Pentagon official
familiar with the Israel defense industry estimated that a more

realistic figure would be closer to a $100-$150 million annually.




New Designs

In addition to trying to bid for already standard items and
parts, Israel has made efforts to sell egquipment of its own
design. They have had some success. Perhaps the most successful

is the Uzi submachine gun used by the U.S. Secret Service.

ssven. s Phe “I'sraelis -also recently sold to the U.S.  a new -anti-tank sm=.ciemoe

and anti-fortifications weapon design known as the B-300/SMAW .
which will be produced in-.the U.S. under license by McDonnell : -
Douglas for the U.S. Marines,

-Among the other items Israel currently is trying to sell to
the U.S. are the small radio-controlled pilotless reconnaissance
planes (RPV's) which they used effectively against Syrian forces

in 1982 in Lebanon. The U.S. Marine Corps recently bought a.

~wee.handful-for -testing.purposes....The..lsraelis..note that .their ......ii.uveswea

* production would be available at about a third to a fourth the

cost, of the U.S. version which has run into development problems. .
fhe Israelis also are demonstrating to Defense Department
officials other items which the U.S. has not spent much effort to
develop such as highly mobile, lightweight radar systems to
acéumpany shoulder-fired anti-aircraft missiles. A large
potential sale, discussed in the Weinberger October visit to
Israel, is 120 mm mortars, a sale which could be worth hundreds of
.
millions of dollars.
Modifications to improve existing American design are another

area in which the Israelis feel they have and can continue to




provide services. It was learned, for example, that Israel has

developed improved armor protection for the M-60 tank and M-113

Armored Personnel Carrier (APC) after discovering in Lebanon that

they were vulnerable to shaped charges from Soviet-made Rifle

Propelled Grenades (RPG's). Information on the iﬁpruvements has i}
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Maintenance .

One additional area in which the Israelis believe there c¢an
be a strong mutually beneficial partnership is in the maintenance
and repair of U.S5. military equipment in Europe and the Hiédle
East. U.S. military experts at the U.S. Embassy tend to agree and
give the Israelis high marks for their maintenance and operational
capabilities. In some instances, the Israeli operational

me ey S Ad IHEES TTevels and “turn-around time''fét“aircraft“are "higher “tham ~== -

the U.S5. military's experience with the same systems.

Because most of their equipment is American and the Israelis .
do their own repair work, tﬁey have long experience‘in the
maintenance and repairs of certain typeé of U.S.-made weapons such
as F=4, A-4, F-15, and F-1l6 aircraft and M=60 and M-48B tanks.

The Israeli Air Force already has won some small contracts
for repair work on U.S. Army and Air Force helicopters and F-4
jets. Repair facilities were even set up in Brussels to help
facilitate the work.

General Meron, the Director General of the Israeli Ministry

of Defense, and a former Israeli military attache in Washington



stressed with us, "It is important for the U.S. to have a logistic
and maintenance infrastructure here and it is important to help
maintain Israeli capability."

Prepositioning

G R T

Prepositioning of American military equipment in Israel is

--another -proposal made by the Israelis to-help ease the defense-: - rva-.

burden of both countries and involves storing such items as tanks .
and -ammunition. -The Israelis say this could save. shipping time .. . . .
and space on cargo planes in trying to meet an emergency in the
area.
Israel has developed new techniques of keeping tanks and
other vehicles in large dry storage bags, capable of Leing made
ready for action in minutes. Israeli air bases could then be used
to.reship.thecequipment ; ~ 28N o i wimss o i wms s s S e ot s b e et b v
Israeli experts note that the shelf life for some items such
as ammunition and anti-tank missiles is relatively short and they . .
cuuldlrotate the stocks, usind the older rounds for training and
replacing it with fresh rounds.
Pentagon officials appear to be less than enthusiastic about
tﬁe concept.

Conclusion

In the final analysis, these suggestions for augmenting
military trade and cooperation between the U.S. and Israel will
have a significant impact only if they make economic sense and

there is a mutual willingness to implement them.
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In the past, some Defense Department officials have not been
directly supportive of purchases of Israeli equipment or services.
Thé reasons inc;ude faieign policy factors and the possible Arab
reaction, protection for hmefican firms, and the "not invented

here" syndrome of resistance to accepting designs originating in

-*-a-ﬁu-ther laountry-'_i_ e IR P momEmeesm @ s -4 * = = ' E £ Fim oy o By e d SR T DI e S SRR

Even if the MOA was fully implemented, it, like the Free
‘Trade Area, would not provide any magic solutions to Israeli's
economic problems. The American market is difficult and highly
competitive. While the Defense Department's estimates of 5100
million in annual purchases may be too low, even if the very
optimistic Israeli estimate of 5200 million to $300 million in

annual sales and services were realized, it would only marginally

-improve -I-srael's--debt--problem.. Significant increases-in.Israeli e ..wim

trade are not likely to occur overnight, and certainly not in time
to deal with the immediate economic crisis er in amounts large ﬂ
enough to alleviate the short-term requirements for aid.

IIT. CONCLUSIONS AND OBSERVATIOHNS

The current economic situation in Israel is fast

. deteriorating and strong action is needed if it is to be

stabilized and returned to some modicum of growth.
Absent swift action, the uncertainty of inflation, prices,
wages and labor productivity, could drastically reduce investment

and hurt export growth. If Israel is perceived as unwilling or

unable to take the necessary reforms to control its budget

deficits and high inflation, international commercial banks might




become reluctant to make future loans except at exhorbitantly high
premiums. An inability to obtain credit, including continued
short-term loans used partly to cover repaymenés of long-term
loans, could even lead to an economic collapse.

Israeli government officials are cognizent of the seriousness
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of the situation and are in general agreément on the néedeﬂ
changes and reforms. Some major steps already have been .
‘announced. There have been difficulties selling the proposed
solutions to the Israeli public; especially the labor unions and
the small political parties in the Knesset representing lower
income and religious constituencies.

There will be a heavy cost to the Israel social fabric and
security situation if some of the needed measures Qre implemented.

U.S. assistance can ﬁelp mltxgate'the 1mpact ‘on Israell sociefty’

. during this difficult transition period. Israeli officials are

not under any illusion thai-.: even increased aid can replace the .
need for domestic and structural economic reforms.
Economy:

-- Israel faces a difficult economic period. Basic internal
economic reforms are needed, including major domestic budget
cutbacks. August 1984 figures indicate that government deficit
spending actually increased by about $306 million in annual terms
above the $534 million estimated deficit presented to the Knesset
in March. Inflation and trade deficits had increased at least

temporarily as a result of anticipation of reform measures such as

subsidy reductions and import restrictions.
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-- Israeli and American economists are virtually unanimous in
agreeing that the Israeli guvé:nment will have to undertake
painﬁul domestic budget reductions to slash the budget deficits
which have helped fuel hyper-inflation. Some Israeli and U.S.
experts say the cuts should be closer to $1.5 biliiun, nearly-15% - ==
toem=s - “gf the ‘discretionary portion of the government budget, and in+ -7 dere—
October the government proposed increasing the cut to that level. .
Lt ? -~ Social and welfare spending programs must be cut in order
to reach a $1.5 billion budget reduction target since two-thirds
of Israel's annual budget is devoted to two major items -- debt
service and defense spending. It is important that the budget
cuts taken must bé of significant size and duration to have a
significant impact. Otherwise, the economic benefits will be
m~mo vnmu-negoetiated--and «adjusted -away.-as -happened..with..the -$1..billion . i ime e
budget cut ;pprnvéd by the Likud government in March, 1984.
' Structural reforms must also be considered. The elaborate . el
indexation machinery is a pfime target for overhaul ' 'in order to
break the cycle of hyper-inflation which is projected to reach at
least 450% this year. 1If inflation is brought under control,
: indexation is no longer such a problem. Further agreements on
price and wage controls probably will be necessary to help obtain
reforms in this area.
Many experts also believe change is needed in existing law
reguiring the Bank of Israel to print enough money to cover the

government's spending deficits. Such practices have proved highly

inflationary in the past seven years.




-- Many economists believe that an actual change in Israel's
currency--either inFra&uctiun of a new :urrencytnr pegging the
shekel on a one to one basis with the dollar--is inevitable.
Although earlier dollarization proposals were short lived, the new
unity government has indicated a willingness to re-examine the -
o=t et ofdsdé "IN Yight of thé“shékel*s-plummeting value against the - - “==---%--
dollar. 1In many areas of Israel's economy de facto dollarization ',
has already been adopted. Restaurant, department-stores, travel
agencies and myriad businesses gquote their prices in dollars as
well as shekels. Some establishments prefer dollar payments, and
provide discounts for them.
== Israeli government officials seem in agreement on the need
to move swiftly to stabilize the economy and restore economic

e wmwevogrogwth--and ~international confidence.--0n-September:-k6, ~two-days— =+ rme s

" after being sworn in, the new unity government announced plans to

cut a billion dollars from the domestic budget of about $22 .
billian. The 9% devaluation of the shekel in September draﬁped

the official rate from 364 to 397 to the dollar. The shekel has
continued to decline and now is worth less than one-fifth of its
v;lue vis-a-vis the dollar at the beginning of the year.

The new Finance Minister, Yitzak Modai, said the séﬁtember 16
measures were only the "opening move" in the new government's
economic program. Further cutbacks in food and fuel subsidies and
additional taxes, expected to bring $650 million in new revenues,

were announced September 23. In Octocber, the government proposed

the additional half a billion budget cut, a four-month wage and



price freeze, and a cutback in the cost-of-living adjustments.
Agreements were reached in November on a 3-month freeze and the
cn;t—ﬂf-living adjustmént cutbacks. In the past there have been
major difficulties in .implementing proposed budget cuts because of

resistence from the small parties in the Knesset representing

T e*lower income “and’ religious  constituencies, and the labor -unions:- - T=-—-
already restless about the erosion of the indexation system and N
rising unemployment. : - e

-~ There will be a heavy cost to the Israeli social fabric
and to Israel's own security as some of the needed reforms are
implemented. Reductions in subsidies are likely to increase
inflation. Social services cutbacks will hit hardest on lower
income groups, especially Israelis from Northern African and other

s chmss _AEaDwgOUNntries.~~-Arab-workers-from-the. . West-Bank.and.-Gaza- stLipi cemeine me.
also will be affected by an economic slow down. Increased social
’;:ensicms are likely, along with rising unemployment and emigration . 2
of young Israelis, higher péices and labor unrest and decreased
productivity. If the situation continues to drift, however, and
an economic collapse results, the ultimate consequences for the
country and the individual Israeli could be much worse.

-~ There also is a question of how far and fast a vigorous
dech:acy can impose drastic economic reforms. The standard of
living inevitably will drop. Economic sacrifices to be
politically acceptable will have to be shared by all segments of

the society.




-- The lsraelis have a great deal of resilience and their
economy has a number of strengths, including high technology and
innovative exports which help compensate for the lack of natural
resources. The research and development sector is vigorous and,
as indicated in recent trade expositions, there is continued
‘interest By foreign invesfors. The écoénomic improvement in Eurcpe = =

and the October 1983 devaluation of the shekel helped exports ‘

"increase by 12.5% during the first nine months of 1984.
Military:
Most Israeli defense officials agree that at least temporary
defense cuts will have to be made in order to improve Israel's
.ailing economy. Because defense accounts for almost one third of
the country's GNP, however, the range of redu:finns that has to be
““““"”'“bbﬁfamprﬁféﬂ”méﬁﬁg'défensé“réduttioﬁs“pnliticalry‘difficultr"*““"“”“?"vw'
-- Reductions probably will be made in Israeli regular army
manpower levels, some training programs, procurements, and some 3
research and development progéams. Prime Minister Peres sa{d'
defense spending will be cut by $300 million. Additional
reductions in defense spending may be required, however, given the
magnitude of the budget deficit problem, and the size of the " .
defense budget relative to all other domestic spending in Israel.
. -- The new government may have to reconsider slowing down the
Lavi fighter program if the Defense Ministry is forced to absorb
larger reductions in a brief period of time but such a move now

appears unlikely. Israel already has invested more than $500

million in the program. Israeli Defense Ministry officials say




that in the long run the program will be economically and
militarily more beneficial to Israel than buying more American
pl;nes for the ;econd-iine role instead of the Lavi.
-- A withdrawal of Israeli forces from Lebanon, a goal on
which the Labor and Likud parties agree as soon aé adequate
TR 'geedrity arrdngéments are worked out, would also save some money.' - -
Overall, the degree and duration of defense cutbacks
will be affected by outside factors such as the dgg:ee of tension
or relative trangquility with the region -- particularly Syria --
terrorism attacks, and the continued Arab arms build-up.

U.S5S. Response:

The United States has been helpful to Israel as it adopts
difficult economic reforms.
ves cem— e To-'gaseIsTael s -heavy debt -burden, -all -economic--aid- has- - ~=imem -
been granted on an expedited basis during the first quarter of the -
-ﬁ.s.-lQES fiscal year which begén October 1! Both authorizing N
committees of Congress inclﬁded such a recommendation in their
fiscal 1985 foreign aid authorization bills and it was
incorporated into the fiscal 1985 Continuing Resolution passed
. before Congress adjourned in October. The CR contained $1.2
billion in ESF grants, the amount recommended by the Foreign
Relﬁtinns Committee. Such expedited payments may also be needed
in the future.
~-- An emergency aid package as part of detailed economic

reforms, is likely to be considered to enable Israel to

re—-establish its standing among commercial crediters, restructure




some of its short-term debt on a more manageable basis, and cope
with economic strains during the transition period. A carefully
worked out economic p&ckage, which might also include some relief
for Israel's $9.5 billion debt burden to the U.S. government (or
nearly one third of its total foreign external debt), could prove

wmemmnetdedisive Tin T turning around the " Israeli ‘economy. T T T T

-- The United States hopes to bring the current Free Trade

Agreement (FTA) negotiations to a successful conclusion. The FTA
will permit the U.S. to remain competitive with the Europeans,
most of whom have duty-free trade agreements already in place with
Israel, and will also provide a solid replacement for the

cumbersome GSP trade guidelines which expire in January of 1385.

The FTA would also further symbolize U.S. confidence in the

~==uww=- long-range resilience ‘of “the-Israeli economy, and ‘i'ts export:--- =--=-- -
industries.
. == The United States also has been taking and could take =y

additgﬂnal military trade andicoﬂperation measures which miéht
lessen U.S5. defense expenditures in the Mediterranean, while
utilizing Israel's maintenance and production capabilities. A
favorable attitude in the U.S. defense establishment toward "
implementing the recently renewed MOA and awarding, when
appropriate, procurement and maintenance contracts for gualified
and competitive Israeli firms will also be beneficial to the U.S.
as well as Israel.

-- In considering proposed sales of sophisticated weapons to

the Arab countries, such as advanced fighter planes and missiles,



the U.S. also should take into greater account whether the guality

and quantities are such that they might be ultimately used against

Iséae&, thus prompting.Israel to buy more egquipment as a

precaution. A major factor in Israeli defense spending is its

concern that the additional sophisticated Arab eqﬁipment may
'”?‘*““THfchE”Hfﬁhéf”ﬂ&Sﬁwrtfés“uﬁhthehsmalier“rsraeli~fdrces;“'”’“*““"-“-“”“Hﬂ

Overall, Rmerican and other outside assistance can help )

mitigate the impact on Israeli society of the needed reforms.

External aid by itself, however, cannot be a substitute for the

need to reshape Israel's economy. Internal economic reforms,

outside assistance and increased exports are mutually enhancing

elements in helping Israel regain its economic health.
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