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«#THE HONORAEBLE .
ssEDMUNDE §. HUSKIE T
L 23 EL
*«SECRETARY OF STHTE “s
sEHASHIHNGTON D C. L1 .
ww =& =
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% DEAR ME. SECRETaARY. T
&= e bk
s [ AN MRITING 10 YOU OH & HARTTER OF UITAL IHTEREST TO s
s ISRAEL PERTAINING TO mii IHTEGRAL PHRT OT EH ARRANGCEMENTS es .
*SACCOMPYANYING THE PEACE TREATY BETWEEN ISRAEL AND EGVPT. lse o
*+JOULD LIKE TO ASK YOUR HELP TU BRING TO A SUCCESSFUL e
*#CONCLUSION THE CONTINUOUS WEGCOTIARTIONS CONCERMNING THE .-
®¢HHERICAN COHNITMENT UH OIL GIVEW Ik THE MEMORANDUM OF .. had
®*HLREENENT OF JUHE 22, 1524, L]

L] YOU ARE AHARE. OF COURSE, THAT., WHEN IM 1975, ISEREL L1

#s W ITHDREW FRON THE nBU RHODELS OIL FIELDS. THE GCOVERNMENTS we

selF THE UMNITED STATES wHD ISRAEL SICHED A FORMAL ACREEMENT s

®*¢MHEREBY THE U.%. HOULD HAKE CIL AVAILAGBLE FOR PFPURCHASE Bywse ‘
el SHRAEL IF WE COULD MOT MEEYT LUR REDNUIREMEHTS THROUGH s .
**NORMAL PROCEDURES [ISRAEL DID HOT KREGUEST HCTIVATION OF e

*&THIS AGREEHWENWT LESPITE The CLFFICULT PERIODS WE e
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**EAPERIENCED . : L)
L UH HOVERBER 25, 1579, wCCORDING TO THE ISRAEL-EGYFTIANwe

«*PERCE TRERTY, ISRAMEL WI!THUREN FPROM THE mLAMA OIL FIELDS Ll
**NMHICH MWERE DISCOVERED MHD DEVELOPED SOLELY BY OUR EFFORTS.es

**UE HADE THIS CREAT SHCRIFICE FOR THE SAKE OF PERCE 6
**HOTHITHSTANDING THE PREVAILING THTERHATIONAL .
*¢CIRCUNSTHRNCES. 1IN THE PROCESS OF THE PEACE NEGOTIATIONS., we
*¢PRESIDENT CARTER. MUHILE IH JERUSHLEM, AGREED TO .y
*+ASUBSTITUTE maND EXTEHD THE 1925 OIL SUPPLY CURRANTEE. .8

*#THUS., OW THE 26TH OF HARCH 1979, SIAULTANEOQOUSLY WITH THE ww
sxSIGHING OF THE EGYPTIaN-15RAEL] PERCE TREATY, SECRETARY L
o VAHCE AHD TSRAELI FOREICH MIMISTER DAYAH SIGHED RN DIL L
*¥SUPPLY GCUARAHTEE MEMORAWDUH WHICH LATER. ONM THE 22 JUNE -
**1979, UAS FURTHER DETRILED AHD SICHED RS A MEMORAHDUM OF e

s AGREEMENT UDEYHEEN THE REPRESENTRTIVES GF THE U.S5. ANMD W
*« [SEAREL. e
Ll 4
¥ N ORDER Tu SPECIFY THE COUHDITIUNS UNDER HHICH THIS e
*¢H 0.A. HOULD BE !HPLEWENTYED. TAHLES MERE HELD IH UHASHINHNGCTOHwe
*¥ITH THE DIRECTUOR-GCEHERAL OF OUR MINWISTRY OF EMERGCY IN (1Y
*xJCTOBER 1979, aMHue HITH ODUR MLIHISTER OF EHERGY IN MARCH Ll
#1380, nS MELL msS IH JERUSOLEHM [H EARLY JULY, 1380. HITH A ==
*¥DELEGATION HEADEL DY waSSISTaMT SECRETREY HIWTONW. -
w -
¥¥ 10 AGHREEMEMY HnE REACHED IH THESE REETINGS. e
*#FURTHERHNORE., [H THE TuLEKS HELD I[N JERUSWLEMW., MWE MEKE -
s SURFPRISED TO FHCE TH FOLLOWING STHTED POSITION: Ll
aE Ll
% ‘* IF SUFFICIENT OIL !& mVAILRBLE TO ISRAEL OM THE L

*¥NUKLD RARKET, THE RCREEHENT CUULD GE WCTIVATED. SUBJECT TOwe
*»#THE CONCURRENCE OUF ERMCH OF THY COVERNNEHTS AT THE TIHME., 1Few

we [SRREL .
* & IS PRYING FOR aLL ITS INPGRYED OIL At WVERRGE PRICE w»
#xHIGHER THAH THE e
i AVERAGE LCOSY OF THE MOST EXPEMSIVE !0 PER CEHT OF %
«sCRULE OIL IHPURTEL INHTO THE UNITED STHTES AMND: “u
L e

Y Had Td BUY wl LeEabST ThHEE-QGUnRTERS ur L15 01L .
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*xTHROUGH SHORT-TERN IHDIRECT FURCHASES . **
LR
LR
o ME MAINTALMN. HRE. SECREYAPY. THAKT THE COHDITIOHNS FOR
*oCTIVATION SHUULD PROFERLY rEFLECT THE HILH RISKS I1SRREL
«»TOOK UPOH ITSELF BY TWICE RELINGUISHING DIL FIELDS THAT
*4{OULD HAVE FULLY SUPPLIEL OU® ANHUAL CONSUMPYIOM. THOSE

s
v
aw
e
wy
e
LT
. e
'Y
.4
4
e
e

P CUNDITIONS SHUOULD., IM EFFECT, PREVENT A SITUATIONR IH MHHICH®*»

ws ISRAEL 1S5 DEPEHMDENT. Td A WERY HIGH DEGREE., OW SPOT
*«PURCHASES WHICH ARE HOT CAFABLE OF ASSURIWG OUR ** OIL
*4SUPPLY THROUGH HORMAL FROCEDURE.'* MHILE ISRAEL PROVED IN
*+THE PAST THAT IT HOULD ABESURE ECONOMIC HARODSHIFP IN ORDER
*=#T0 AVOID ARCTIVATION OF THE HWGREERENT . HE ASSERT THAT HWE
*+5HOULD HOY EE CALLED UPON TG PAY HH AVERMGE FPRILICE

e
-
e
e
s
'L

*sCONPARABLE TO THE HIGHEST MaRGINAL PRICE THE U.S. PAYS FOR+s

*+1TS OIL IMPORTS

® 5

LR

# It LIGHT OF THL REOVE I wsk YO0U. HMR. SECRETARY. TO
#*DIRECT YOUR DELEGATION TO MECUWVEWCE WMITH ISKREL'S

s REPRESENTRTIVES ws SO0M BE FOSSIBLE WITH & VIEW TO
*xFINALIZING AR PRACTICAL AGRECHEHT WHICH TAKES INTO BCCOUNT
w4 [SEREL'E DIFFICULTIES AND DCEP COHCLCRNS FROM THE

*£S THHDPOLHT OF CQUR HATIOHAL ECUNOMY AMD THE HEAVUY BURDEMNS

L
e
L
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e
.
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ey
-

*#UE HaVE HESURED . 1 MWISH TO HSSURE Y0U THAT WE MWILL PERSISTes
*+IH TEVYING TO SUPPLY OUR OIL HEEDS WITHOUT RESORTING TO THEwe

#«M 0 4. HS MATTERS STAWE ME WRE IW & POSITION TO DO SO
#+¢FURk AT LEGST SEVEFAL MOMTHS

®o | BELIEVE, THEREFORE. THWT TH!S 1S THE PROPITIOUS TIME YO
#¥F INnL [ ZE THE DISCUSSIGHS BETHEEN QUF GUVERNMENTS MHLILET
*¢FREE OF THE PRESSURE OF wH IBNBREDIATE EMERGENCY

ik

™ YOUR HELP YO ERING ABOUT THE PRONPT AND SUCCESSFUL

*¥[UHCLUSION UF THESE MECOTIAPIONS WILL BE UEEPLY
*sAFPFRECIRTED :

*4% SINCERELY wOURS
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3 OH HOVEMBER 5 18739 EORDIN 0 THE I&SRAEL
esPEACE TREATY PREL WITHDREW FPONM THE aLaMa DIL
#eHHICH WERE ODISCOVERED aMD DEVELOPED SOLELY BY OUR
2 HE MADE THIS GREAT SACRIFICE FOR THE SAKE DOF PEaC
= HOTHITHSTANDING THE PREVAILIMHE INTERNETIOHAL
*sC IRCUNSTAHCES IN THE FROCESS OF THE PEACE MNEGOTI
x*PRES] T CARTER. MHILE IN J SALEM. ASREED TO
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& H S i AND EXTEHD THE 1 £ 0 sUPPLY CGUARAMNTEE o
ew THUS OM THE 26TH OF MAPCH 1979 CIMULTAREDUZLY HITH THE L
seSIGHING OF THE EGYPTIAN-ISRAEL! PERCE TREARTY, SECRETARY s
=+ VUANCE AND TSRAEL! FOREIGH MIMISTER DAYAM SIGCHED AR O1L .
ws GUPPL CUARANTEE PMEMORAHNCDUM HHICH LATER OM THE 22 JUNE s
es 1979 HAS FURTHER DETAILED AMD SIGHED RE & MEMORANDUR OF L
esACREEMENT BETHEEMN THE REPFRESEMTATIVES OF THE U_s AMD e
ke | SRAREL Ll
L& e
9 IH ORDBER TO SPECIFY THE COMDITIOCMS UNDER MMICH THIS -
«:M 0 & HOULD BE INMFLEMENTED TRLES HERE HELD IH HASHINCTOH==
*¥W[TH THE DIRECTOR-CEMERAL OF DUR MINISTRY OF EMERCY 1IN %
xsCTOBER 19279, AHD MITH OUFR MINISTER OF EHERCY IN MAPCH =3
wx |98 AS HELL A% TH JERUESALEM IN EARRLY JULY., 1980, MITH A ==
¢*DELECATION HERDED BY RASSISTANT SECRETaRY HLINTONM aa
E N
$ ¥ HO RCGREEMEMT HRS REACHED IM THESE HMEETIMGE "
*sFURTHERNMORE., INM THE TALKS HELD I[N JERUSALENW. MWE HEFE L
«*SURPRISED 70 FACE TH FOLLOMWINE STATED POSITION; L
-
ISREBEL OHW THE -k
IVATED. SUBJELT TDw=
AT THE TIME 1Fus
L L]
L IS PAYIHEGE FOR ALL TS IMPORTEL L AN RVERRAGE PRICE #=
=l IGHER THAHW THE ..
Ll AVERRGE COST OF THE MOST EMPEMSIVE 10 PER CENT OF L
«sCRUDE OIL IWPORTED INT THE URITED STRATES aHD -u
L
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THE FACT IS KIMWNC HUSSEIN HAS EXIBITED A CLEVER DOUBLE
STaHDARD .

CHAEM AMD CIRCUMSPECTIOHNH IN HASHIMGTOM TO OBTRIM TRHES,
TOUGH

ThLE AKD BELLIGEREMNCE IM AMMAN TO STREHGCTHEM HIS TIES TO
THE

RADICAL ARAER STATES. AND FOR REASONS HHICH ESCAPE ME., THIS
HDMINISTRATION SEEHS TO 1CHORE THE TOUGH TaLK THERE FOR
THE

SHEET MUSIC OVER THERE
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The State Department spokesman denled the sentence in the Israeli
Cabinet statements of August 24, 1980 to the effect dlat that: "... vk
there are clear pledges in the United States to transfer the American

Embassy from the plain to Jerusalem."

This official denial is mistaken. The spokesman of the State
Department declared that no such pledges were given by the United
States. As every reader will note, the Cabinet of Israel stated that
the “"clear pledges" were given not by the United States but in the

United States. To prove the truth of Israel's declaration we quote two documents:

1. In 1976, the national convention of the Democratic Party
adopted in its platform the following paragraph:

"We recognize and support the established status of Jerusalem

as the capital of Israel, with free access to all its holy places

provided to all faiths. As a symbol of thisStand, the U.S.

Embassy should be moved from Tel Aviv to Jerusalem."

2. In August 1980, the natlonal convention of the Democratic
Party adopted the following paragraph:

"As stated in the 1976 platform, the Democratic Party recognizes

and supports ®"the established status of Jerusalem as the capltal

of Israel, with free access to all its holy place® provided to

all faiths. As a symbol of thisstand, the U.\S). Embassy should be

moved from Tel Aviv to Jerusalem."

Have theffe not been "clear pledges" in the United States to

transfer the American Embassy from the plain to Jerusalem? Ic=pur—the-
questiomtsto-amswertt— | Ae ancwer Jieg a [ ?,“;p_q'T'rDﬂ




,1980 wo12IKa 24 010 APWDDA NYTIAI LBBYDA DR WANDA NITTDA NpPAD 31T
NINPTAWA DR PAAYA? NYAT-NIXTKI NIWNIBD NINBAA MNIDYP «.." NDIKA
«"0'?11*? AYDwaD nYIpYIDKN

«NTYEID KD AT NYDR N3N

LJNTE-MXK *Te=%y IYRD NINBaT 13n*3 K? Y2 T*732a a3*Ipn npbnp a1
13n%3 "MWMBpDA MINBana" Y3 ,AnyTIAa AODK YRWC nYWoD L,KMp 737 MMNaw Yed
OYORXD 13K ,IT ATIIY AONAY YID  JNYIAN-NIXIKI KYK NY-RIETK YTN=PY KY

10%200'0 "W

K30 WPYON DMK AW NYNAN YEDI NYRIPIDTIA AAYBDR ayap 1976-1 .1
oy ,?xW* n7*a3 o*YYInY YW 0YYpR TDYDA D30I BYIYID 13K"
Yboa .NINTA 3% NINYAR ,naw OWATPA NIDIpRA 737 NYwEn WYa

L0901 2%3K=YND NYAT-NIXK NYIYAW DK vaya? pr LT atoy?

$7YID3 K37 "MYF0O DK AWK NYEOPIDYIN Aa7BDa nTvyy L1980 wolaika .2
N30INT 7720 NYEIPI0TTA Aabeopa ,1976=3 naYebn yXp3 yapaw *Ba"

nigipea 23% nwon Wl OF ,YRTWY NTY30 ORI YW DYYRA TRYD]
AW DK 9Yaya? e atoy? 2003 .PAINTA 237 nantaa haw owWNTpn
«M0YPWITYY 20 KR=YND DTN

Nk pRya? N*I3an =N1XIK3 1INYIV "MIWNIDD MIMIATWIRA" 11K 17K DKD
To*Pw17YY? AbDwan nYIPYIDRT NIIYIAWD

«TPEWI 03788 713WNA




T ]

7 wpl_t ﬂW'FﬂD—PIFTﬁ T

NN WA R




1YPD NP2OR-YIinn 171w




i Lo e e T R L -
® & & & & @ & o o & o O & o o o

TYPN NP7NR-vinn 1TIvn




PN NPIMR-vIinn 1w




B,
=)
2
3
I
=
a
C
I
B
=
¢
e
D




PN TIWn

I

TWPN NP2m3




. TYPN NPIAR-YINN 77w

..'“"...




WP NPYMN-YIrn 17N

C ] 2 -
i I = = L
1 - £ = 1 —
- = = = — = 1 » =
i = = - .
= i . O
I - r = =
-

..
- .



TYPEN NP7N-yIinn 1ivn

@lié © ©¢ © © © o 0 0 0 0 0 0 o o




{
)
",....b..........

/

TWPA NPYM-yIinn 11vn




[7 VPN NPIM-PIinn Tvn

r
i




TWPN NP2M-vIrn 1em




- .

TYPHN NPIM-PIrn 7vn




' d IVPN NP2AR-PIn 1TI1vn
8195
*3 g 110
%
%

* %

TIM8A D 8 583 71 W11 :Y9H
1830 ‘NY .250880 KM .0 (A0 .77 :m1
HE1 71

AT

ineini



o
Y
-
-
r~
L
.
|
=
-
I~
ol
=
r-
e
=
-




* B B B 3 9 # 4 ® B E & §F % 3 P 32 " B "E "™ 8 a
C & & & & & &

-

=
-

& 2 8 » 2 5 % 8

E

o & W

- O .

& % ®# @

=

WP NPYMI-yinn Tvn

¢ | .

Il“'

113 1] AN | W
1011 310 24 :u.'lrr .I"II:-“"‘“‘I

— v

W

W

i | 320 11 |18 JH®®

2330 N 308EB0 n.n Iﬁ 1Tes

27*7T11h Gy anw 1w

[ &

* 0

* a4

: hEVAT RS '-1.-

E ]

IRRLE

-

231nn BT

Ll

A0Ta'" 2% A*Nlea 470 11 i I B D127 8107 T 180
0i17 1" 16a03 J@J1%%

* W

nhd asena KBVl MK K ELD 130 Y191 JUR "EAN D1 1w
B11Tad JIR82 1891 8013 TRUTIAT CP0HN 98 171171 ew
116086 ? “N8H 242 J8500 °8 ga*niti I M1 A0 Hil®ex
1102 1814 H1aeY agsanasa notr11 oo in + 1110 LR

] 711 1270770 N11]0%a

"IJE1 HE I ATH0OY NYEIAY pRpsIR 9y 1 s sINTH] e
I 1 Y9 INNY B9 21N DY S*Y“111n 1704 {'Blilne
1748 2 ORI IR OYRIGT OBa O 0 910 0OV KHB110#ea=
HEll N8 192 TNHE«=

=B HIT 0120 Y9 71009 1 TMH 9" 7)1 1es

naen a*a 1*3ya0 aIW1l 1 gaenn n9sia .*

1INl "IRIH 1178 HIAW Ji 14 | H NMRY AT73170 raL k.
Il T e

M1 2682 271 NBAN] 242 40718 1 07710 0O; T
180 R11*TH2 P27 1400 B° 11an 3*2anl AfflH N12113ixe
NINH d1*Th 0w T -0 "Nioal 1111%w

LB |

RN 717 AX *IN1R] 1A% T3 72170 A1 1HYR® B
THY Th==

Z=J lew

W

"




T PO NP2M-PITn TN . . |
| L B | a*‘ i
@ " 2 1 0T %
H L] n g | 1 n : "'|Ii'||" 1 ,[:-!i Wk !
l T T
‘T L - W
. DY o | 2 NI
e | v kA
| iE W I
L AR171*82.%311 3 Bin 1" 1 TTH 04 1Nt A
b 1 SHI9.07. 7370 g"148. 1°710 L



=
==
-
I-
-

TWPN NPInD




» &

YPD NP2A-Yinn 17iwn




1WPN NP2AN-PIAn 1773
7283 . . ’ v
*# D131 *Tip
%
*
tt

11 © a .,311 (71 ,77eB0 9N
1700 !Ny ,220880C 'NR .,D 120 .7 N7
DIHY 1AW 1590 (711

AT

.1 91K SRE8D L TIE°9H I9H
061 713 DIRD 10T

LAO''IR? 1''A7R 15PN

18%19 2831 0K T''ANAY UMWY P11 INATICIA 11810 6 18P0
CAPUI-HATIYIE 11270 NMI21pK1 0 INY 1AM RB1na

AW RINTY D' 'K TUBLA ONIN O 813008 IN¥D T''@nal 3 a1u)
1''717K8 RTBIL 73 7811 1917 190,000-1 I RIKI°NEYET RI1T0ID
47-1 117°OT 91N 013008 B1T1 O IHA 1°8PR1 APYN 1NEPAY
S191T 94

@ RY1P00 O BISENAD "ONY 0130 A2 TH N¥I1P NY DITA TIH YMe
J¥IIN TUS) 1190 981 11°0) RIWE? BINIA 1InY1 3 paw)
JB1%IA ANT) MINTIA I0IN W3 COITC]

= TIND

+ 17178, 29178, 5378677,.T15*9K, 71100,%3)0.0a7.Naw S0
07.Nbd,N33D




7754
*E N1
®F  *%
Tt
TFT

®E

E

e

e

LT

%

e

£y

By

we

T4

e

L L]

L]

*%

*¥PM. HELL SAHN.
=sYOURS .

xy

s*THIS CONTEKT.

TWPN NPYM-pIirnn 1ivn

e

v 9 J1an 1 97 »»
1M1 711D 18 7100 4 PN1D »e

e — '.'
— s

Tiwaa | 0,878 N3O 31 .09 » W11 [INes
1430 INY .220880 KA .80 A0 .1 (NT=s
D H17-847 NN"E . Tles

ww

LL ]

¥

flllllijlﬁJ{l-‘n‘11 11‘”“

¥ hw

S i hEL

%

.22.8 D R19=-DA17 MW A9 (710ss

-

e

e

**MEETING BETMEEN PRIME MINISTER BEGIH AHD AMBASSADOR LENIS *e
«x0N FRIDAY. AUCUST 22. AT THE PRIME WINISTER'S OFFICE, L

sxJERUSALEN. AT B8.15 A.H. s
% -
*wPRESENT: CHARLES HILL Ll
L2 Ly
L3 L
% s
#*YEHUDA AVHER. e
£ e

YOU ASKED FOR THE MEETING SO0 THE FLOODR 1S Ld

LE]

**LENIS. THERE ARE SEVERAL POINTS I WISH TO RAISE. 1. TO Ll
**REPORT ON RATHERTON'S RECENT MEETING WITH SADAT AND. 2. L
**MATTERS RELATING TO LIHOWITZ'S PLANS. Ll

-

*+ATHERTON HAS REPORTED THAYT OM THE BASIS OF HIS L1
«*CONVERSATION MWITH SADAT FOLLONING YOUR EXCHAMEE DF LETTERS=e
«*THAT SADAT APPEARS TD BE ANXIOUS TO RESTORE AS QUICKLY AS ==
«=POSSIBLE A BETTER ATHMOSPHERE MHILSY THE HWECOTIATIDNS L
**RENAIN SUSPENDED AND UNTIL THEY RESUME ARGCAIN. THE FACT e
=«THAT SADAT PUBLICLY REBUKED THE EDITORS IS INTERPRETED IN ==
ATHERTDN HAD URGED SADAT TO DD SO AMD HE ‘e

..Ij.
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*eHAD ALSO SPOKEN TO GHALI BEFOREHAND OW THE MATTER. L
*¢ATHERTOH INTERPRETS SADAT'S INVITATIOGN TO HAVON AS AN T
*¢*EFFORT TO DENMONSTRATE THAT NORMALIZATION CONTINUES SADAT ==
**HANTS TO KEEP THE LEVEL OF EXCHANGE OF RELATIOHS AS L
*»POSITIVE AS POSSIELE ALS0 HIS SUGGESTION TO SEHND A PARTY ==
**DELEGATION HERE IS A REFLECTION DOF THIS INTENTION. wh
#&«PHM. HE 15 SEHDIMG THE DELEGATION TD THE LABOR PARTY. DR TO=xs
sxMAaPAN, I BELIEVE %
L ¥ L 3
e LEHNIS. I THINK THE HOST IS MAPAM. THE PROPOSAL TOD SEND L
*eTHEM 15 VIEHWED A5 A PBSITIVE STEP S0 SADAT'S HOPE IS L

**THAT IN THIS PERIOD ¥YOU TOO WILL SHOW UNDERSTANDING AND e
#*THAT SOMETHING MICHT HAPPEN HERE THAT COULD ALSD BE GIVEN ==
*eQ POSITIVE CONMOTATION. I KHOW YOU DON'T LIKE MWORDS LIKE ==

%' ‘GESTURES"'. BUT LIMOMITZ 15 WONDERING IF THERE 1§ ¥
**ANYTHING YOU CAN DO IN THE MWEEKS AHEAD THAT COULD BE SEEN »»
#eT0 BE POSITIVE. AS FOR EXAWMPLE, THE RECENT RELERSE OF L1
**PRISONERS IN CAZA OH THE OCCASIOH OF ID EL-FUTR. ANYTHING ==
*¢LIKE THAT LINOMITZ THINKE COULD BE VERY HELPFUL ke
LR ¥

«ePW. I WOULD NOT OBJECT BUT I WOULD HAVE TO CONSULT MWITH e
*%*THE PEOPLE IN CHARCE BECAUSE OF THE SECURITY ASPECT. AND w®»

**[T HAS TO BE DDMNE OMN AN APPROPRIATE OCCASION. e
% £
#x EMIS. ROSH HASHAMNA MICHT BE SUCH aM OCCATION. Ll
**PM. ROSH HASHAMA IS5 FOR JEMS NOT FOR ARABS. I CANHOT HOH ==
«*GIVE A COHMITHENT. I SHALL HAVE TD SPEAK TO THE Ll
**RUTHORITIES THVOLVED BECRUSE., AS 1 SAID. OF THE SECURITY =a
*+[SSUE. BUT IF WE CAN I'LL TO 0O IT e
LR wE
**LEMIS. AMYTHIHG THAT KILL HAVE & PDSITIVE SEKSE TD IT AND s»
¢4 KEEP THE ATHOSPHERE FROM DETERIORATING FURTHER HWILL BE Ld

#*$USEFUL. MWE., ON OUR PARY, INTEHD TOD DO EVERYTHING POSSIBLE wes»
*#TO0 GET THE TRILATERAL MNECOTIATIONS GOING AGAIN IN THE HEXTes
#sFEN MEEKS AND SADAT KNOWS CUR VIEWS. WME DONT' THIKK I7 La
s*HISE OR SAFE TO LET THINGS SIT UNTIL THE U.S. ELECTIONS L
#««ME HAVE SAID TO SADAT THREE THINGS. L
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#sTHE TALKS,
#*

ww g YOU SHOULD STaART AGAIN MITHOUT DELAY.
* %

e
e
T
E*
=
L]
e
E B
.
E ¥

#+«C . ISRAEL MWILL MOT MAKE MAJOR COMCESSIODHS TD CET THE TALKSse

**STARTED RGMIN.

*xFH. CORRECTIOHN: MHE HON'T HAKE AMNY CONCESSIONS TO GET THE ==
**TALKS STARTED AGAIN. SADAT BROKE THEM OFF AMD HE HUST . EE
#*RESUME THEM IN COMSULTATION MITH US. COMING BACK TO THE Ll
*»QUESTION OF '"*GESTURES'', THIS HUMANITARIAN HATTER ' E
*»FREEING PRISOMERS ' 1S5 THE OMLY OME I PERSOMALLY an LL
*+READY TO IHMVOLVE MYSELF WITH. 1 PERSONALLY LIKE TO SET L
**PRISONERS FREE. I HEVER EHNHJOY TAXIHG PRISOMERS. I CAMNNDT &=
*»SEE AMNY OTHER GESTURE ME CaAM ENBRACE. T SHALL TRY. BUT *s
«xFIRST I MUST COMSULT. SADAT INTERRUPTED THE TRLKS FOUR e
#*TIMES AND THEREFORE THERE SHALL BE NO MAJOR OR NIMOR "%
**CONCESSIONS ON OUR PART. *s
L ENIS. 1 UNDERSTAMD. THIS IS OUR JUDGEMENT AND IT IS THE ==
«x0OHE NE SHARED HITH SADAT. HOW. LET ME TELL YOU OF OUR we
*»*» JUDGEMEHT OF SADAT'S POSITION. OUR JUDGEMENT IS5 THAT HE L
xxMILL NOT RETURMN TO THE TALKS SOO0ON SINHNCE THIS MWILL BE SEEM ==
*xA5 THOUCH HE MERE ABAHDONING HIS PDSITIDHS. LINOMITZ Ll
x¥HANTS TD SEEE MHAYS TO RENEW THE CONTACT OQUTSIDE THE MAJOR ==
**AREAS OF CONFRONTATION. CHALI HAS ACRRED THAT HWE CONTINUE ==
*»D[SCUSSIONS ON THE DOCUMENT OF '"'"HEADS OF ACREEMENT'' ANDw»e
#=THAT WE SHOULD DO 50 BILATERALLY - EGYPT - AMERICH. an
**[SRAEL-AMERICA. GHALI MWILL COME TO THE U S. A COUPLE OF Ll
s+ HEEKS AHEAD OF THE CEMERAL ASSEMBLY IN ORDER TO HOLD LE
##HEETINGS HWITH LINOWITZ AND HANSEL x
*=xSINILARILY., HAMSEL AND LIHOWITZ ARE BOTH READY TD COME -
*+*HERE TO DO SOME HORK OH THE *'HEADS DOF AGREEMENT'' s
*«DOCUMENT WITH YOU. e
#=PH. BURC SPOKE TO LIMOMITZ ON THE TELEPHOME AMD ME s
exUNDERSTAND HE MANTS TO COME HERE OMN AUGUST 318T. BURG (L
«xCONSULTED HITH ME AMD I ASKED HIM TO PICK UP THE PHONE TD ==
e [NONITZ AND TO IMVITE HIM TO CONE. THE ''HEaDS OF (1

"

**AGREEMENT'' IS AM INTERESTING DOCUMENT. BURG ON MY BEHALF

®x H A 0L D N il 4 & N0H O

@
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#*«HAVE, OF COURSE. CERTAIMN AMENDMENTS TO SUGGEST. MAVYEBE. ME
*=CiAN HAVE A TRILATERAL RACREEMENT COMIMG OUT OF THIS
weDOCUNENT BURG MWILL INVITE LIHOMWITZ BY PHOHWE THIS
**BFTERNOON.

**LEHIS. I THIMK LIMOWITZ MILL LIKE TGO STAY HERE UNTIL
#**SEPTEMBER 2HD AHD THEHW GO ON TO CAIROD. HE MOULD LIKE TO
*+HAVE THO MEETIHCGS MITH YoUu

*®

**PM. HITH PLERSURE. BURG WILL PODSTPOME HIS TRIP TO LATINM
**ANERTCA FOR A FEW DAYS FOR THE PURPOSE DF THE vISIT.
s»xLENIS. VERY GOOD LET ME ADD SOMETHING FURTHER OH SADAT
#xTHAT IS IHTERESTING., AH ISRAELI JOURNALIST. SHMUEL SEGEV.
*+ [NTERVIEHED HIHN,

#xPH. I HAVEN'T SEEHWH THE INTERVIEMW YET. IT MWILL AFPPEAR IN
*=MHAARIV TODAY

exLENIS SEGEV SPOKE TO ATHERTON AFTER THE INTERVYIEH AMD
**GCAVE MIN A SEMNSE OF ITS FLAVOR. HE TOLD ATHERTON THAT HE

L2 ]
'
e
e
T
(1)
an

*m
s
-

e« FOUND SADAT PUZZLED BY THE FACT THAT THERE HAS BEEMN A COOL*»

*sRECEFTION MERE TO WIS INVITATION TO PRESIDEMT MAVOM. HE
**TOLD SEGEV HE HAD INVITED NAVOMN TD DEMONSTRATE
**HORHALIZATION AND HE H#aD BEEN SURPRISED THAT THE
*=[HVITATION HAD BEEH CRITICISEDP BY SOME ISRAELI

*« JOURNALISTS. HE GAVE SEGEV THE IMNPRESSION THAT HE HONW'T
*=«TURN HIS BACK OW THE PEACE PROCESS.

L3

«*PM! PLEASE TRANSHIT WHAT I AM ABDUT TO SAY TD THE

€
L5
Ty
L 3
s
s
*e
aa

**SECRETARY AND TO ATHERTOH. IT IS TRUE THAT THIS INVITATIOH®+

*+T0 PRESIDENT NAVON HAS RECEIVED COOLLY AMD EVEMN MWITH
**NEGATIVE COMMENTS ON THE PART OF THE PRESS THAT IS OFTEN
**CRITICAL OF THE GCOVERNMEMNT. HOT BECAUSE OF THE INVITATION
** [ TSELF. WHAT PREVEHTED THE POSITIVE REACTION WAS SADAT'S
**STRESSING THE POINT THAT THE PRESIDENT WILL APPEAR BEFORE
**THE EGYPTIAN PARLIAMENT . ''AS I (SADAT) APPEARED BEFORE

o
L g
L 3]
L8 ]
-
aw

**THE KNESSET''. MY COLLEAGUES AMD CERTAIN CIRCLES OF PUBLICes

*%* DPINION CONSTRUED THIS TO BE A SNUB AT THE PRINE
**MINISTER. YOU ARE FAMILIAR WITH THE SEQUENCE OF EVENMTS
**THAT BROUGHT SADAT TO JERUSALEM AND TO THE KNESSET. THERE
#*WAS HIS SPEECH BEFORE HIS OMN PARLIAMENT MMEN M

&%
e
&%
L]

-
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s+« THAT HE WOULD '' EVEM BE READY TO COME TO JERUSALEM TO ‘e
*+SPEAK BEFORE THE KNESSET IF IT WOULD SAVE THE LIFE OF A  =#
#*¢SINGLE ONE OF MY SONS''. TO HIM EGYPTIAN SOLDIERS ARE .
#2' 'HIS SONS''. 1T IS HOT MY STYLE OF LANGUAGE. THEN I e
«*IMMEDIATELY IHVITED HIM, THEN HE ASKED FOR A FORMAL .
¢ INVITAION WHICH I SENT THROUGH YOU #HD THEHM THE BaLL s
#*STARTED ROLLING. YOU REMEMBER THE MADE THO CONDITIONS s

**BEFORE HE ARRIVED WHICH I TOTALLY REJECTED. BUT I PROMISED=*»
#+xHIM HE MWILL BE RECEIVED MWITH RESPECT AND CORDIALITY. AFTER=*x
##HIS APPEARANCE IN THE KHESSET BARBARA WALTERS IHTERVIEWED*»
*#IS JOINTLY AND SHE ASKED SADAT .''HMHEN WILL ¥YDU IRVITE THEsw»
«xPRIME MIMISTER TO CAIRD TO SPEAK TD THE EGYPTIAN e
#+PARLIAMENT?'' HE ANSHWERED. ''HOT NODW®''. MANY MOHTHS (3
«*ELAPSED UNTIL THE INVITATION TO CAIRO BUT HOT TD RDDRESS
**THE EGYPTIAN PARLIAMENT. PRIVATELY HE TOLD ME :'‘'BELIEVE ==
**NE | WOULD LIKE TO INVITE YOU TO CAIRODO BUT MHOT HOMW'*'. 1 &=
#sTHINKE HE W#S AFRAID, HE ADDED: *'BUT IF YOU WANT TO0 COMEww
*#T0 ISMAILIA I AM PREPARED TO BRIMG HY PARLIAMENT THERE FORs»
*xY0U TO ADDRESS ITS MENBERS''. 1 SAID TO HIM =~ NO., TO T
*#BRING YOUR HHOLE PARLIAMENT JUST FOR ME TO ISMAILIA. I e
*xNOULD HOT LIKE IT. SO. AS YOU RECALL., I MWENWHT TO ISHMAILIA ==
#¥BUT WITHOUT THE PARLIAMENT. THEHN, OMN THE EVENING BEFORE e
seTHE SIGHING OF THE PEACE TREATY., I MET MWITH SA4DAT AT THE ==
**ECYPTIAN ENBASSY IN MASHINGTON AND HE SAID TO ME ' 'HHY s
#«SOULDN'T ¥Y0OU COME TO CAIRO?'" AS 1 DESCEWDED THE STAIRS e
xxLEAVING THE EGYPTIAN EMBASSY HE SAID TO HIS AIDES AROUMD ==

ksHIM [''HE IS COMINCG TO CAIROD''. THE VISIT SUBSEQUENTLY Ll
*«MATERIALIZED. ON A PREVIOUS ODCCASION HE HAS TOLD THE Ll
®*xPRESS.! ''THE PRINE MINISTER HAS THE RIGHT TO SPEAK IN THE ==
**EGCYPTIAN PARLIANENT AS I SPOKE IN THE KKRESSET''. THESE L

*¢WHERE THE WORDS HE USED ABOUT PRESIDENY NAVOH'S ADDRESSING =#
«+*THE EGYPTIAN PARLIAMENT. THEREFORE MY COLLERGUES AND THE =+
#*=PRESS MWERE CRITICAL. IT WAS CONSTRUED AS A SHUB. TO INVITE=*s
*$*PRESIDENT NAVON IS VERY BEAUTIFUL. SADAT SAYS HE KHOWS THE#*s

**DIFFERENCE BETWEEEN A PRESIDENTIAL SYSTEM AWD A nw
k*PARLIANENTARY SYSTENM. CLEARLY., HE SHOULD KNOWN THAT JUST ASs=»
«*HE IS5 THE CHIEF EXECUTIVE S0 IN OUR SYSTEM THE PRINE Ll

*
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**ELEMENT THAT CREATED THE CRITICISH. P
L2 Ew
«*LEMIS! I UNDERSTAMND HOM VERY WELL. WHAT YOU HAVE TOLD ME ==
=[5 VERY HELPFUL =
®¥ s
«*PM. [ RECEIVED A LETTER FROM PRESIDENT MAVON IN HIS OWNM .
#*HAND TO WMHICH HE ATTACHED SADAT'S INVITATION. THE e .
**INVITATION DOESM'T MENTION A DATE WOR DOES IT STATE 1IN ae
#*WRITING THAT OUR PRESIDENT IS INVITED TO SPEAK IN THE “
**EGYPTIAN PARLIAMENY. A5 REQUIRED BY OUR BASIC LAW, I .

**BROUGHT THE MATTER OF THE INVITATION TO OUR CABINET AND WEw=s
**[SSUED A COMMUNIOUE WHICH ACTUALLY REPEATS THE LANGUAGE =»
**0F THE BARSIC LAW. OUT OF RESPECT FOR THE PRESIDENCY THE e
**LAW DOES HOT REQUIRE THE CABIHET TO ''APPROVE'' A JOURMEY ==
**ABROAD OF THE PRESIDENT BUT., AS THE LAW STATES, WNITH THE =
*=' ‘"CONCURRENCE'' OF THE CABINET. I SUGGESTED THAT WE USE &%
#*THESE WORDS OF THE LAW IN OUR COMMUNIQUE. THE PRESIDENT 3
#**HAS INFORMED ME THAT HE MHOULD LIKE TO SEE ME HEXT WEEK TO ==

**CONSULT MITH ME ON THE MaTTER. IF HE ASKS ME ABOUT KIS s
**APPEARING BEFORE THE EGYPTIAM PARLIAMENT I SHALL SAY TO -
#sHIN THAT HE SOULD CONSULT WITH SOMERODY ELSE ON THLS. .
**PERHAPS DEPUTY PRIME MINISTER. YADIN. SADAT OMWES ME AN -
*+ INVITATION TO SPEAK BEFORE HIS PARLIAMENT. "
LE e
*#LEMIS' HE ACTUALLY INVITED HIMSELF TO SPEAK BEFORE THE se
**xKNESSET. e ..
«*PH. THAT 1S CORRECT. DID YOU READ THE ''‘APOLOGY'' TO .
*sHITLER? T
«*LEWIS: IT IS TERRIBLE. THE EDITOR OF AL-CUMHOURIYA IS HOT ==
*sf WAN WHO DESERVE YOUR TIME. .
o W

**PH. BUT ONE-AND-A-HALF-MILLION PEOPLE READ HIS PAPER. THE »»
**EGYPTIAN PEOFPLE ARE A COOD PEOPLE BUT THEY CAN BE INCITED. e+
#sINH A HAATTER OF MIMUTES THEY CAN DEMONSTRATE ACCLAIMING ME =+
**AND THENW BY HWADE TD PEMONSTRATE CALLING FOR THE s
*sDESTRUCTION OF ISRAEL. IF THIS KIHD OF THIHNG GOES ON 1 *w
*«FEAR SADAT MWILL NOT BE ABLE TO COMTROL 1IT.

=
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#%T0 CRITICISE ISSUES NOT PERSONALITIES.

e
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w«PM: DUR PRESS IS TOTALLY FREE, YET I CAMNOT RECALL AN
**ARTICLE REMINDING SADAT OF WIS RECORD DURINC THE MAR
**AGCAINST THE GERMANS. VEMUDA WILL TESTIFY THAT WHAT I AM
**ABOUT TO TELL YOU I AM SAVING FOR THE FIRST TIME. WHEN

L

=

**PREPARING MY LAST REPLY TO SADAT 1 WAS THIWKING OF TELLING®=w
**HIN IN HY LETTER HOW MY MOTHER AND FATHER NWERE KILLED BY =»

«sTHE HAZ2IS. [ DID HOT DD SO BECAUSE IT COULD HAVE BEEN
*xCONSTRUED AS PERSONALIZING THE LETTER AS THOUEH I Has
*xSEEKIMNG PITY.

%%

e LEHIS . I DON'T THIMHE AHYONE IMW THE WORLD CAM UMDERSTAMD
s+ HHAT THE HORD " "HRZI'® MEANS TOD THE JEWS EXBCEFT THE JEMWS

**PH. I READ SADAT'S BOOK. HE MAS ACTUALLY AN AGEHT FOR THE

**GERMANS.

#¢«LENIS. BECAUSE THE EGCYPTIANSE SAM THE BRITISH AS THEIR
*¢ENEMIES.

=xPH. THAT IS TRUE. YOU ARE RIGHT ABOUT THE MWORD *'MaZLl''
**[T IS [NDESCRIBABLE.

o

#+#] HOULD LIKE NOW TO TURN TO THE MAYTER OF THE LAST
**SECURITY COUKCIL RESOLUTION OW JERUSALEM. THE ABSTENTIOM
**0F SECRETARY MWUSKIE IS RSTOWNISHING TO US. I WAS VERY
**DEEPLY HURT. IT WON'T, OF COURSE. CHANGE THE REALITY. NO
*sDOUBT CERTAIN COUNTRIES, LATIN AMERICA, WILL LEAVE THE
#2CITY. BUT THIS WOM'T CHAMGE THE REALITY. I READ MUSKIE'S
=eSPEECH IN FULL AND 1 MUST TELL YOU THAT EXCEPT FOR A FEW
**PASSAGES ON ""UNILATERAL'' ACTIONS EVERYTHING ELSE
**LOGCICALLY LEADS TO A VOTE AGARINST THE RESOLUTION. HENCE.

e
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**0UR DEEP DISAPPOINTHENT. PLEASE TELL THE SECRETARY. HWE AREw»s
**ALL DEEPLY HURT. EPPIE SPOKE TO THE VICE PRESIDENT BEFORE #»

*+THE VOTE AND HE S#1D HE HOULD DO HIS BEST. THE SECRETHARY
*sMRAS DN LEAVE 1 SUPPDSE.

*&«LEHIS. THAT 1S CORRECT

o

*%PH! ANYHOR, MWE DID HOT EXPECT THAT ABSTENT
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LE ]
L 1
e
R

.....’...




. TYPN NP2MNR-yIinn 11N
L E

ok % S 71iha 8
wE ®® TMmI1*y 71D 18 J10a 4 2N
E ®k

HTEE W

e

s«SECURITY COUNCIL RABSTENTION MEANHS LETTING THE RESOLUTION
**PASS, A VOTE AGAINST MEANS NO RESOLUTION. WE ARE MOT
#+*D[APPODINTED HITH FRAMCE ANHD BRITAIN BECAUSE ME EXPECT NO
*+BETTER, HWE KHOM WHAT IS GOINWNG ON IN EUROPE. MOREODVER.
*#THERE IS A PASSACGE IMN MUSKIE'S SPEECH HHICH I SIMPLY
*xCANNDT FATHOM. HE SAYS.!''WE DESIRE TO WORK CLOSELY WITH

kE
L2 ]
W
s

*¢THE ISLANIC COUNTRIES IN ORDER THAT THEIR LECITIMATE COALS*»

**SET OUT IN RESOLUTION 242 MAY BE ATTAINED IN PEACE AND

=+
%

L

**HONOR"'. WHERE ARE THE ISLAMIC STATES IN 2427 MHV THIS
**SENTENCE, FOR ALL THE WORLD TD HEAR., IHCLUDING THE ISLAMIC*»
**WORLD. MHAT IS THIS - A4 WNEHW POLICY?

%

**LEWIS: I DONT' KNOW. I DOWNT' KNOW THE ORIGIN OF THE
**SEHTENCE.

*#*PH. THERE 1S ND HWORDING IN 242 THAT IS ACCIDENTAL. EVERY
**HORD HAS A MEAWING. EVEN ARAB TERRITORIES OR ARAB STATES

s
-
T
EE
e

**ARE NOT MENTIOHED. OHLY ISRAEL AND 1TS HEIGHBORS AHD WORDS=*e

®#%L IKE ''THE RECENT CONFLICT''. NOWN. SUDDEMLY THE ""ISLANIC
*=STATES'' ARE BEIMG GRAFTED ON TO 242, PAKISTAM AND IRAN -
s*ALL OF THEM. THIS IS5 VERY DANGEROUS AND I SHALL TELL vYou
*&sWHY BY THIS SENTENCE AMERICA ITSELF CREATES & FRONT OF
*2 [SLAMIC STATES AGAINST US LEGITIMISED BY 242, THIS IS
s+EXTREMELY DAMGEROUS AND I DOHT' UHDERSTAND 1T AT ALL

% LEWIS. THE ISLAMNIC FRONT IS ALREADY THERE.

«*PN. SAM, I TALK MORE IM SORROM THAM I N AMGER THERE 1S &
* FUNDAMENTAL DIFFEREMCE BETMEEN HHAT MUSEIE HAS SAID akD
#+THOSE ISLAMIC COMNMFEREMNCES IN ISLAMABAD AND ELSEWHERE MITH
**THEIR RESOLUTIONS TALEING OF HAR. THEY MaY TRY TO ATTACK
*+US BUT I WNOULD SUGCGEST FDR THEIR ONN GOOD HOT TO DO SO0. &
**FEW NIGHTS RGO 1 HAD THE MOST HOWDERFUL EVENING MWITH OUR
=xS0OLDIERS I SAN COMHMANDERS THE LIKE OF WHICH FEN ARMIES
weHAVE .

e

#*LENIS: THAT IS ONE AREA WHERE WE HAVE NO DISRGREEMENT
==ABOUT .

**PN. COLOMELS LED SMALL UNITS INTD THE ATTACK OF THE PLOD

**BASES OVER THE MOST DIFFICULT TERRAIN. DURING THE RAID: I
® %
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**HAE COHME ACROSS & HOUSE MHITH CIVILIAMS. 1 ASKED.
HHAT HAPPENED TO THAT HOUSE. WE DID NHOT

**SUBSEQUENTLY,

#**TOUCH IT. THAT IS THE KIND OF ARNY WE HAVE.
*&«MANY FAULTS BUT MWE HAVE A MAGHIFICENT ARHNMY.

"E
*
T
1]
e
T
TS
T

I ENOW ME HAVEs»

Ll

#+] HOULD LIKE TO KMOH MHAT MUSKIE'S SEHTEHNCE MEAHS. THERE %
**WAS A TIME HHEW THE BRITISH DECIDED TO ESTABLISH THE ARAR ==
**LEAGUE AND THIS MOBILIZED ALL THE ARAB HORLD AGAINST US. ==
*¢]F THE SECRETARY ESUDDEMLY SPE&AKS OF AM TSLAMIC FRONMT 1IN (1]
*#THE MANNER HE DOES. THEN AMERICA BY ITS OMM HORDS CREATES ==
s«SUCH a4 FRONT. IT IS VERY DAMGEROUS. o
#*xLEWIS. I SHALL GET AM EXPLANATION FOR YOU AS QUICKLY as e
*«POSSIBLE. Ll
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PRESS RELEASE ' N 72305 )@f 2202 NMwYee s v.iom
CHECK TEXT AGAINST PELIVERY" August 20, 1980

B3 I Statement by Secretary of State Edmund Muskie, in the United Nations
Security Council, on the Question of Jerusalem, August 20, 1980,

o T T R S . e . S B B B o o S S e e e e o . s

I come here today out of my deep respect for the United Nations
and all it has represented for 35 years. It is a force for peace
and reason in the world. It is a forum where nations may air
their differences and seek out the common ground. We should all
be grateful that this institution has worked so well, on so many
igsues, in its relatively short span of time.

Therefore I also coma here today with a feeling of sorrow. For I
believe that in its work on the Middle East over the past five
amonths the United Nations has been the focus of attempts not to
advance the cause of peace, but to restrain it, contrary to the
ideals and purpcoses of this institution. o .
; . The succession of resclutions before, this Council and the Emergency
: Special Session of the General Assembly have neither aided the
Camp. David process nor offered a single alternative with the
sligchtest chance of success. Eight times in these five months
resolutions on the Middle East have come before us. For our
part, the United States has joined the debate and the voting. we
have done that because we respect this institution -- and we
honor those who have labored hard for a positive approach.

But eight times, those resolutions have failed the critical
tests -- of reason, of balance, of accounting for the concerns
of both sides, of genuinely serving the cbjective of peace.

The resolution before us today is illustrative of a preoccupation
which has produced this series of unbalanced and unrealistie
resclutions on Middle East issues. It fails to serve the goal of
all fajiths that lock to Jerusalem as holy.

We must share a common vision of this ancient city's future . --
an undivided Jerusalem, with free access to the holy places for 2
pecple of allugfaiths.

But how can that vision be realized? Certainly it cannot be
realized by unilateral actiens, nor by narrow resolutions in this
forum. Rather the guestion of Jerusalem must be addressed in the

context of negotiations for a comprehensive, just and lasting
Middle East peace.

That is the positicn of my Government.

But it is more. ™he
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X ko charige Ehe character or tus of Jerusalem. In
h this position we will not vote against the resolution
ntly irtén. .
30 there cad ba na mista ke; let me nota that we will co 1Ednue
firmly and forcefully to resist any attempt to impose sanctions
against Israel under Chapter VII. That step is contained in a

draft resolution to be presented here but not to be voted upon.
We are unalterably oppesed to it. We will vote against any such .
resoluytion,

But if we do not vote against the version befora us today, neither
can we find cause to support it. For the resolution is still
fundamentally flawed, :

It fails even to reaffirm Resolution 242 as the basis for a
comprehensive peace. Israel, for example, is to be censured -=-
yet there is no censure, indeed no mention at all, of violence
against Israel or of efforts that undermine Israel's legitimate
security needs. = :

Further, the resolution bafore us calls upon those states that

have established diblomatic missions 'in Jerusalem to withdraw b5
them from the holy city. In our judgment this provision is not
binding. It is withgut force. And we reject it as a disruptive
attempt to dictate to other nations. It does nothing to promote

2 resolution of the difficult problems facing Israel and her

, nheighbors. It does nothing to advance the cause of peace.

On these specific grounds, we abstain on the resclution.

And on broader grounds, we ask that the-'United Nations return to
first principles in addressing the Middle East. Let us resisi
useless proncuncements, and resume the practical search for
results -- on Jerusalem, and on all other issues.

There are few problems in the world today as much in need of
resolution -- and of patient, constructive effort to achieve

it. Four cruel wars in thirty vears -- and the peril and
suffering that remain -- underscore the urgency of this task.

And it is underscored again by recent fighting in Lebanon, renewing
the vieclent cyecle.

For all those thirty years there was no peace. Plans were tried
and abandoned. Partial solutions came apart. Modest, stabilizing
steps were the very most to be achieved -- and they were all too
fragile. .




Even so, it was only a beginning. Camp David was designed not
just for a limited settlement between Israel and one of its
neighbers, but as a framework for a truly comprehensive and final
peace among all parties to the confliet.

A vear ago last May, the second stage of the Camp David process
began =—- negotiations between Egypt and Israel, with the United
States as full partner, to provide full autonomy for the inhabitants
of the West Bank and Gaza, This is to be a transitional arrange=-
ment of five years. Not later than the third year after the

start of that pericd, negotiations to settle the final status of

the territories would begin.

- 'This may ba 58 lnperfect process.  But Tek w2 remind you'of ‘tHis,
It is also the first time the twin issues of Palestinian rights
and Israeli security -— 1issues at the core of the Arab-Israeli
conflict -- have been at the top of the agenda together. It is
the first time there has been rsal hope -- not a mirage or a
wish == that a comprehensive settlemment could be attained.

My Government has stated many times in the past, and I will

restate it again today: we are absolutely and firmly committed

to the success of the Camp David process begun at Camp David and
its ultimate goal of a just and lasting peace throughout the
region. There is no issue on which President Carter has svent

more time and effort than this great cause. And that will continue
to be the case until the job is done.

This is difficult and painstaking work. But it is precisely the
kind of effort that inspired the creation of the United Wations.
It is precisely the work to which the United Nations should now
rededicate itself. We desire to weork closely with the lIslamic
states in order that their legitimate goals set out in Resolution
242 may be attained in peace and honor.

It is wvital that a political climate be preserved within which
the hard work of peace can succeed. That is why we have urged
all the parties not to take unilateral steps that could prejudice
the outcome of the negotiations. That is why we have counseled
patience, and sought wider support for our efforts. And it is
why events here in the last several months have been so profoundly
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g mtinuously drawn to the Middle East,
for peace is under way.

The United States will not be deterred f£from this historic enterprinae.

Indead, I would like to reiterate our firm determihation to
cinish what has sc-well begun. At Camp David, as a result of
statemanship and courage, the two parties with the help of tha
United States designed a framwework for a comprahensive peaca.
‘, They agreed to start with a treaty of peace batween Egypt and

Israal. This was a goal which many thought to be utterly unattainable

but which was achieved thyough negotiation and on the basis of

Resolution, 242. .

As a further step toward a comprehensive peace, the parties

agreed to launch serious negotiations aimed at providing autonomy

for the Palestinian inhabitants

of thie West Bank and Gaza for a transitional period.

The final

‘objective is ‘clear: ‘resolution of the Palestinian problem in all
its aspects and ultimately, peace treaties between Israel and all
of its other neighbors -- Jordan, Syria and Lebanon,

Mr. President, we intend to persevere in this effort regardless

of all distractions, diversions and difficulties,

Thank you, Mr. President. _//(_‘} Q}/
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~= WNE HAVE SEEH ACCOUNTS OF THE SIZEABLE ISRAELI RAlLD
HORTH OF

THE LITANI RIVER., INCLUDING REPORTS CARRIED OW JERUSALENM
RADID.

WE ARE LOOKING INTO THE CIRCUMSTAMNCES OF THE RAID IN THE
CONTEXT

OF OUR POLICY OF SUPORT FOR THE IMTECGCRITY OF LEBANON.
CONTIHUING

VIOLENCE CONTRIBUTES TO THE TURMOIL MWHICH HAS AFFLICTED
SOUTHERHN

LEBANON.

-- ME ARE DEEPLY CONCERNED BY RISING TENSIONS AND VIODLENCE
IN

THAT AREA. MWE CALL OM ALL PARTIES TO ACT MWITH RESTRAINT.
== MWE HWILL BE HORKING TO PROMOTE THAT RESTRAINT ON ALL
SIDES.

== HE WILL BE IN COHTACT WITH INTERESTED GOVERNMENTS ABOUT

THE
SITUATION. R
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FOLLOWING PRESIDEHT CARTER 'S TETP TO THE RIDODLE EAST INM
HARCYH 1875, PRINE KINISTER BEGIN AND PRESIDENT Sabad
SIGNED THF ISRAEL-EGYPT PEACE TREATY AT THE MHITE HOUSE &
YERE LATEER., THAT TREATY HAS LED T0 THE TRAHSFER OF
THO-THIRDE: OF THE SINAl 70 ECYPT-ALOHG WITH THE SIMal QIL
FIELDS., AYBASSAHDORS HAVE BEEW ENCHaMGED, BORDERS HAVE BEEW
OPEMED, AND NORMALIZATION OF SELATIONS [§ WELL UNDERMWAY
. ISRREL HAS FINALLY GAINED PEACE WITH ITS LRPGEST ARAE

MEICHBOR. IH SUM. THIS DEROCEATI ADMIMISTRATION HAS DONME
MORE TO ACHLIEVE ISRAEL'S DREmM OF PERLCE THAM ANY OTHER
FOMIHISTRATION IM THIRTY YEaRS

HEGOTIATIONS ARE CONTIHUIMG UHDER THME Can? DRVID FRAMEHORE
0¥ FULL QUTONOKRY FOR THE IHHRBITAMTS OF THE HWEST BaMNk AND
GRZA, IN GRDER TO PRESERVE FULLY 1SRREL'S SECURITY MWHILE
PERNITTIHNE THE PALESTINIANS LIVIMG IM THE TERRITOFIES TO
PERTICIPATE IN DETERXIMNING THEIR OHM FUTUE THE UNITED
ETATES 1€ A FULL PARTHER IH HEGOTI&TIOMS BETHEEHN I1ZR4EL
AND ECYPT TOU PROVIDE FOR A FIME-YEAR TRANW ':GHHL REGIHE
IH THME HEST BaMk AND GaAZa

11 1S RECOGNIZED THAT THE DEMOCRATIC ADMINISTRATION HAS TGO
PROCEED WITH SPECIAL CARE aND SENSITIVITY RESULTIHG EROM
178 DECP ENGAGENENT IN THE LELICATE PREORESS OF FPROMOTING &
HIDEE FERLE FOR ISRAEL
. AT THE SAME TIME. THE UNITED STATES' COMMITHMENT TO THE
§ BEE)

INDIPEHDENCE. SECURITY., AaMD FUTURE OF JSEGEL HnA
STRENGTHEKED MEARLY HALF OF aLL U & ) [ SF
ITE CECATION AS A SQUEEE:iH STRATE-HORE THeMN 10 B
DOLLERS-HAS BEEH RECGUHESTED DUERING THE A
PROVIDE LSRAEL MITH MHODERN P!;!'Hﬁ EQUIPHENT AND HE FUL
SUPPORT ISRAEL'S EFFORTS TO CREATE A JUST aMD LABSTING
PEARCE HWITH ALL OF 178 ARABE HEIGHBGES

U.€ POLIZY IS-AMWD SHOULD CONTIMUE TO BE-GULDED ALSO BY
TEE FOILOYING FPRINCIPLES

UN SECURITY COUMCIL RESOLUTION 242, UNCHANGED. AND THE
CARP DAVID ACCORDS ARE THE EAS!IS FOR FERCE IN THE MIDOLE
ERST

aE SUPPORY ISRAEL'S SECURLT ARD HILL COMTIHUE TO PROVIDE

CEHEROUS MILITARY AND ECOHOMIC AID TO THA&T END
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SOPHISTICZATED OFFENSIVE EQUIPHEMT THAT COULD ENMDANEGER THE
SECURITY OF ISRAEL

JERUSALEN SHOULD RENAIN FOREVER UNDIVIDED HITH FREE
ACCESS TD THE HOLY PLACES FOR PEOPLE OF ALL FAITHS

WE OPPOSE CREATIOH GF AN IMDEPEMDEMY PALESTIMNIAMN STATE

ME MILL KOGT MNEGOTIATE MHITH O'F PECOGMIZE THE PALESTIMIAN
LIBERATIOH DORGAHIZATION. UMLESS &MHD UMTIL IT acCCEPTS
ISRAEL'S RIGHT TO EXIST AND UM SECURITY COUMCIL RESOLUTION
242 RMD 338 IT IS5 ALED LONE PAST TIME FOR AN END TO ALL
TERRORISK AND OTHER ACTS OF VIOLEMWCE AGAIMST ISREAEL

HE MAVE NOT AND WILL MOT USE OUR ALID TO ISRREL AS &
BARGRIKINC TOOL., AND ME MILL MEWVER PERMIT OIL POLICIES TO
IMFLUENCE OUR POLICY TOWARD PEACE OR OUR SUPPORT FOR
ISRAEL. — R —

RS-STATED IM THE 1976 PLATFORM, THE DEMOCRATIC PARTY \
RECOCNIZEE AND SUPPORTS ''THE ESTABLISHED STATUS OF \
JERUSALEN AS THE CAPITAL OF ISRAEL. WITH FREE ACCESS TO l
ALL IYS HOLY PLACES PROVIDED 70 wLL FAITHS AS A SYMBOL OF
THIS STAND, THE U.S5. ENBASSY SHOULD BE MOVED FROM TEL nJ:r/
T JE Ef'". :
SEWNERE IN THE NIDDLE EARST. WE SUPPORT THE INPROVEMENT
OF RELATIONS MITH MDDERATE ARAB STATES WE SUPPORT THE
INDEPEMDENCE, SOVEREIGHTY, AND INTEGRITY OF LEBANON. NE
CALL UPON ALL STATES IN THE RECION TO SUPPORT THE HISTORIC
EFFORYS OF ISRAEL AND EGYPT TG BUILD A COMPREMENSIVE

PEACE

WE BELIEVE A CODPERATIVE EFFORT AMONG THE WHATIONS OF THE
NIDDLE EAST AND THE UNITED STATES CAN HELP PROVIDE HEEDED
ASSIETANCT TO ISRAEL AND HER MIDOLE EAST MEIGHBORS
ENGCAGING IN THE PEACE PROCESS MITH ISRAEL IN THE vITal
AREAS OF REFUGEE RESETTLEMENT., AGRICULTURAL DEVELOPHENT.
MATER DEVFLOPMENT, HEALTH aMD HMEDICAL FACILITIES, AND
PRODUCTIVITY AND TRADE. A PLANNING GROUP SHOULD BE CREATED
TO PURSUT AN EFFORT TO PROVIDE THIS TYPE OF ASSISTANCE

THE DEMOTRATIC ADMINISTRATIONM MILL ALSD TAKE MEEDEL
HNERSURES TO PROTECT AMERICAH IHTERESTS IMH THE PERSIAH
GULF, IMCLUDINC EMERGY SECURITY., REGCIOMAL STABILITY. AND

HATIOHAL INDEPEWMDEMCE. THIS MWIL = SOPHISTICATE
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ARCUMT OF ECOHOMIC AMD MILITARY ASSISTAMCE TO0 ISRAEL
UMLIKE THE POLICY OF THE PEEVIOUS REFUBLICaEHN
ADRIKISTRATICN,: THERE HAVE BEEM HO ARMS CUT-0OFFS OR
'"*PERSSESSNEHNTS'' OF POLICY HOR WILL THEFRE BE UMDEER &
CARTER FPRFSIDENCY

IT HAS BEFHN DUR POLICY THAT JERUSALEM ESEHOULD REMAILN
FOREVE®" UMDIVIDED HITH FREE HACCESS T THE HOLY PLACES FOf
PEOPLE OF ALL FAITHS. IT HAS BEEN AND IT MUST REMALIN OUE
FOLICY THAY THE ULTINATE TRTY OF JERUSALEM SHOULD BE #a |
NATTER OF HEGCOTIATION BETHEEW THE PARTIES

07, 008,93 I80.%2106.2316. 8108, 1*T1 ., 1"2 R 00T NN :an
1'R9, 17300, RBD, HSXD, 10K




-

& % & & # & % & % 5 8 8 = & % A F ¥+ 5 5 % 2 B F B 8N R B B

TWPN NPYAR-PINN TIvn @ \jr--= .

P~ 121 &%
" " P13} 2 1inn L 7 ==
T L TRI1"1 "TID 30 1o E PNl =»
e =8 “E— e
TREN =
* W &
s 11 2 0 138 (71 77800 (YHee
e 1700 NY 150880 KO .0 A0 .0 :NTew
t 078171 -01018 (Tisa
' =
W LA
. .
T *T*A/701*] “T1D=a
w L
M TI18"9H TIH=T]1%%
L LR
* e 8 1= 0191 @ Uies
* T
* 09871 - #4'" "1 10ew
« ) "
+*HT0K 15180773 101 a3To0 3y ot Ou 210 “RNNIN lew

TIRAITHTIIT POYY 1711 119 1708 01190 DBADY TWaNl¥ 19«=

"3 AF*IRY O0'"A1Y RYCAIA 9% L1IH 2119 “IN O° 1 0317w
PHYIO, AR 10 RIPINAA 1Y 04 L8207 NPSD T3] 10 1Y " e»
BIX2 20 MUITT C1S.110 7038 DECIDY Q"7 171'8 BRIV 17" T4 =
if13%1 902 AENA9 A1 ¥ RI1VYp10] OOVH Aaven R1IAg 08I0 0Nes
12 L17°0 78R 7191807 . AR Q198 BIIP7 THOWY 28 RC111' A0
AH 1282 T8 T 28" HIA “J1 "pOHAY 72138K "N )8 les

T OYSTLNEA TT'BNBE1 AYNY MW DY CINW 1Y CRIAN O VINUT1Ree
NXYIAY APINAd 11008 7271 ACN0OA% I AN . N1Dlaies

& & # W =

*

* %3 "' TTIRE ' 1TOI90% 079716 118 . 0118 BV TN e
«. BUUVIBAN CUTE AEYRAN M) T€ARY BI21138 HY JIT HOK 111V HEes
¥ LR
* B9 K I INDT AR PUIAC AR . Y111V OF CRIAT ]2 103 . 2es
111K R1S™IAY DA™ G118 MIT1pad 113 V1T WOR) . € s
. 0 3817 PINY OATY 7' 'ANA] 11TA)es
L LA
- "ETA¥ 0°T1TA A1 97100 KUWIA O JA0Y 0@ CRII0A . 3ee
L

RiJo¥an *FB9 18%Maaa TAD YIS0 ' 'ATHEE CNEINY 191807137
BT IPTTENG RNVED ' 0 BIAH DUISD 2] %€ RITROOA NIHY INNI=e
0173 JeD1 AN TEPRT 1 0BN NH 1P YTTIIONF 'Y InH]I=s

«x KNI . Q*N®Id 178D T 01 L 31370090 TR O "RI1T dun
9 TR 1 1727108 5 081 CPPRA 18799 0201 DVDNIR NYEes

-
a4 &

R T T IIE TR RRTISEnmIEaS——,——






-

.\.

TVPN NP2R-Im Tvn .

un
e
o

Pil}

L= |
[
(=]

¥11 L D 4197 71 L TNBR 9N
1600 :NY .150880 NN ,1 :A0 .71 INT
2 1)1~ 81D 7]

AN/ D0RN]

HE¥8 . 118 11 9N

1401 K*¥1ad 1007 00 n@70187a a1 019 191 Y100 Ontainil

138 IRNZY 0807 NI 171 01997 NY1a9% Jvonn "SoMaY HUeIn
ITEPNNE "% 9] @1 OR3IYaAnN 901 SYNIYT L Oan 0'11T o0t i 1A
ATIX1aA8 TT A0 A1YIAA RO YN8y 12 0°¥2 a3 10 08141y
D CIN]IaN NLO¥A "0 T8 1€°27d4 a5 1980 " 1e8 1% 17131
G718 PIAR RN D 2% °7] Y0HD O°wip O @7p187a @ Taviaae
i KRR 1T 150% .NNSa NI Ta 19081 S17a2 orpeaw

AHD ME HEVE HELPED IN THE MIDPDLE ERST SOME HAVE
CRITICIZED

THE CAAF CAVID ACCORDS AND DELAYS IH THE IMPLEMENTATION OF
THE

MIDDLE ERST PERCE TREATY

BEFORE I BECAME PRESIDENT THERE HAS HOD CAMF DAVID ACCORD
AND THERE

HAS H3 PERCE TRERTY BEFGRE ISRAEL AND EGYFT MNERE POISED
ACEDSS

BARBFD MIRKE, CONFROMNTINEG EACH OTHER MHITH CUNS gMD TaMKs
AND

PLAKES RFTERHARD, THEY TALEKEED FACE 7O FACE WITH EACH
DTHER ACROSS

A FERCE TRBLE. AND KOK THEY RLSO COMMUMICATE THROUGH THEILF
OHN

ANBASSADCRS IK CAIRGC AND TEL aUuIvV

THAT 15 THE KIND OF FUTURE ME DENOCRATS ARE WORKING TO
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ERING TO
THE WIZDLE EAST

1 AW FROUN THAT FULLY HALF F THE AlD THAT QUR COUNTRY MAS
BIVEN
ISRAEL IN THE 32 YEARS DF HER EXISTENCE HAS COME DURINWNG WY

ADBINISTRATION ITHLIKE DUR REPUBLICAM FREUECESSORS HE

HAVE HEULE

STOPPED Ox SLOWED THAT alb WD A4S LONC A I AN PRESIDEMT.

KE

HILL HOT DO SO OUR COMMITHEMWTY 15 CLERR' SECURITY mRND

PERLE

FOR ISRAEL, PEACE FOR ALL THF PEOPLES OF THE MIODLE EAST
YHRETER ) 130 7117 -

I DON'Y THINK THE AKERICAN FPEOPLE HANT THAT THEY HAMT @

PRESIDENT

HHD'S STEFADY., WHO'S SOBER. HHO'SERPERIENCED AND HHO'S
DERONSTRRATED
HE KKNUS HOH TO KEEF THE PEACE THEY MWAMT & PRESIDEMNT

JIRNY CARTER. MWHO TONK YHO MATIONS LIKE ECVYPT AND 1SRAEL
HHICH

HAD SEEM FOUR MWARS IH 30 YEAKS. AND BROUGHT THEM TO CaMF
GAVID TO

BUILD & PEACE TREATY BETHMEEHW THEN TODAY ISRAEL AND EGYPT
RREN'T
EXCHRANCIMG BULLETS, THEY"RE € HANGINE GAHERSSADDRS THE

ANERICAN

FPEOPLE MWANT THEIR PRESIDENT 10 PURSUE PERCE AND THRT'S
MHY THEY'LL

RE-ELECT FRESIDENT CRRTYEFR

LET ME ADD A SPECIAL MWORD #ABOUT I[SRAEL |SRAEL [S5 OUR
0T L
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FIRST HITH RESPECT TO LOMG RAMCE AIRCRAFT. THAT
SRUDTI REQUEST THRAT HAS HOT BEEWN CONSIDERED. AND
MO DECISION PEHDINMG AHMD THIS LATEST DEVELODPMENT
CONCEIVABLY AFFECT THAT

WITH RESPECT
HAVING

HERARID
OF CO

C
COHEN BILL WHICH UNDERTOOEKE TO E
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) HOT TO DEAL WITH THE ISRAELI INSTITUTIONS ESTABLICHED
H JERUSHRLEN
i PARTICULAR THOSE STBTES THAT HAVYE ESTABLISHED
LOMATIC REFS. IM JERUSRLEW TO WITHDRAMW SUCH
RESEHTHTIOHS FROMW THE HOLY CITV
2137 NI10*) 33 20 WHY 3CUAY OANBIT TEY 111HT AW
CA17%PID
H anT T an HED 1718 AGH 0U3CUD fronen B9 7Y 1*H
130 BnNEna 93 28 .a4%211 0817
70 RIJ10GH AUF8A AWTIA 53] 11T B HEICHA O1°g ONBS JRODYY
37 1948 THND 028111 AA127%1 AnTan DYl #A3YIn 719

apoan
=] 1H-11







-y

q.l.. =1 ..
e «
- :
- =
3
& o
oD
o -
D
i
1_
r~
E
-
A
L]
[
n F
b »
= -
= -
= r
B ;
2 =
~- £
o |

LEb (LLEE.0 048 Z.483FiL4 L7 SiRL




n
i

1ad G850 7%

* &
%
=
.
.Y
npex
VD KX1"
H21 O

@

OH

1t

TAl

.:.—!

TWEN

2104

Ur1Xn

5N
npiTinngnan 91

NP2mm-yinn Ten

-u*: 11::_
B!l 4 165 171 .717880 :9M
1800 ne 20880 MR D :AD .8 .07
O-"-#"1b1n 71
e Bt P 1,
g'* 141 O*"I188 H*''9Xh

B*8171" - g**71H1nd
TT'anaa 1P 11T Q4 AR En

nneas NiNTIa 23 1770 IAO8] NY N
g'*"1pla n1te*1 ataly

noi1ia 110 90 0IPpR 1''AH NTOU 1

170 M1°SPID 71930 awynan oR (A
PIaR 1'*AN® 130T LRi1CYpIOR

1"'a7IR NNSe8R? 1101 WY 1
g 7'*anal o'*1an plaay
1neiIni

NIKAIT 2
.

]
niy1» g9y

H,71¥*3¥%,H9%8.%31080.%37108.007.Na¥ 90
01




800 2 0,327 11) 41 L9
1830 'NY .12086C NN B 20 .0 M
Wmari*in 17)

TS
11718 113ed HJI‘]‘J‘..

DYTIRT] Y7737 590 S10a e OB WA h pH 130 3 BY¥th
DYET2IRTA AP ORI KBTI MY Raer

s, 18I

NS wagn, 52000, 9320, 008 : 80




J

PN NP2M-Yina 1T1wn




"’ / 1674 TYPN NPINR-yIn Tvn
. 131 D*a"l
' Wil . B .14
- 1630 A%y L 110880
u.s -9 *DOHA PTIUAE T1IR JITHTY 11RB
MEUWS
9. LODKINS AT ANOTHER SPECIFIC AREA OF AME
POLICY
THRT IS5 MIDELY VIEHWHED AS THE ADMIMISTATION

ACHIFVENENT! ISK'T THE CAMFP DAVID AGREEHMEMNM

PEACE SHIMING SIGNS OF UNRAVELLIHG? IS5 THE
EGYPT

HIGHT PULL OUT OF THE HEGOTIATIONS®

A. THERE IS THAT DAMNGER. THERE IS5 A PROBLE

REACTION -
THE TERDEKCY EBY OKE SIDE TO

TRAKE UNILATERS

THE ACTIOKS HOW TAKEM AND BEING COMWSIDERED

® ¢ ¢ 6 © o & o &« o o o o o

AMD

CREATE

POLITICAL DIFFICULTIES FGR THE OTHER SIDE
REACTIONS

THAT IN TURH TEKD TO PUT THE OTHER SIDE OM
THE SETTILFNENTS OUESTION AND THE JERUSARLEN
THE

MOST DIFFICULT. THE PARTIES CET DIVERTED BY
ACTIONS,

THEIR COMCENTRATION IS DISTRUBED. aMD THEY
THE OTHER SIDE 70 HWALK AKAY FROM THE TALKS

11 s Tean K
MM .1 (AD LY AT
'J0RD 1R I T)
2%31/0041

HEXB . I 11 9N

179

nyan pana

AHD MWORLD REPORT

RICAN FOREICM

DUTSTAND T NG
T DN MIDDLE EARST

H HITH MUTUaAL

L RACTIONS THAT
PREODUCE

THE DEFEMSIVE
ISSUE HAVE BEEN

UNILARTERAL

TEMD TO CaAUSE

IN ISRAEL ON
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JERUSALERN

CANNOT FIMALLY SETTLE THE STATUS OF JERUSALEM. AT
EVENTUALLY IS5

REACHED COHCERMINE THE STATUS OF JERUSALEM. AT SOME POINT
IT

WILL BE PISCUSSED AS AN ISSUE. IF ACREEMENT EVENTUALLY IS
REACHED

COMCERKINHG THE STATUS OF JERUSALEM. THEN PRESUMABLY BOTH
THE ISRAELI

AND ECYPTIAN GOVERNMENTS MWILL SUPPORT IT NOTHMLITHSTAMNDING
ANY PRLOR

POSITION EITHER COVERHHENT MAY HRVE THKEN I!'VE TRIED TO
HAKE THAT

POINT TO BOTH SIDES

I REGREZT THE ACTIOMNE THAT TSRAEL 15 MOH TAKING BECARUSE THE
RISK

IS THAT THEY WILL LEAD TO INTERRUPTIOM OF THE TALEKS aT
THE SAFE TIME. I MAKE THE FOINT TO THE EGYPTIANE THAT THE
ISSUE OF JERUSALEN

REALLY IS STILL THERE TO BE DISCUSSED, AMD THEY OUSHT TO
EEAR

TH&T IN WIKD IM THEIR REACTIOMS TO SUCH THINCS.

. HOM DO YOU AMSHER OUR EUROPEAH ARLLIES AND OTHERS HHD
HAIHTAIN

THAT EVENTS HAVE DENMOMSTRATED THAT THE CaMP DAVID PROCESS
CAN'T

HORK AMD THAT IT'S MECESSARY WNOM TO MOVE TO m
COMPREHEMSIVE

AECOTIATING FRAMNEWORE TO IMCLUDE THE PALESTINIAMS aMD
JORDANTANS?

a THE CONCLUSION THAT THE CAMP DAVID PRDOCESS CAM'T HORK
APPLIES

EVEN HMCREC TO ANY DTYHER APPROGCH TOD THIS PEOBLEM THAT ONE
CaN COKCEIVE

MDTHING CZLSE HAS WORKED FOR MORE THAM 30 YEQRS IN THE
MIDDLE Eo3YT. THERE HAVE BEEN FOUR KWARS . THERE HAVE BEEWM
U H. RESOVUTIOMS BEFORE

HOTHINC E!SE HARS EVER PRODUCED ANYTHING IF ONE USES
PESSINISH
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BASED UP2K 30 YEARS OF FRUSTRATIOHNH AS THE TEST OF THIS DR
ANY OTHER

PROCESS. ONE CAH CONCLUDE THAT IT HON'T MWORK

HY ANSHMER TO THAT IS THAT THE CAMP DAVID PROCESS HAS
HOEKED REMARKAEBL

UP TO THIZ POIHY AND THAT IT CAM MORK THE REST OF THE HWay
IF HE

DOM'T ADOPT THAT DEFEATIST ATTITUDE IT'S LIKE WINSTON
CHURCHILL"'S

DESCRIPTION OF DEMOCRACY: THE HWORST FORM OF
GOVERNMEKT-UNTIL YOU

CONSIDFR THE ALTERMATIVES. MHEHW I COWSIDER THE
ALTERHATIVES FOR

DEALINKC MITH THIS I1SSUE, ALL I CaAM SEE IM THE FUTURE IS s
GROWTH

OF VIOLERCE. AN EXACERBATION OF TENSIOKS AHD MAYBE #
DESTRUCTION

OF WHaT YAS BEEM ACCOMPLISHED UNDER CAMP DAVID

@. DD YOU CONTEMPLATE SONE MEMW AMERICAH INITIATIVE TO GET
THE

TALKS BACK ON THE TRACKS AGALIN?

A. HHAT 1 SEE DEVELOPING IS SOMETHINC LIKE THIS!: A5 THE
TALKS

GO FORHART. FROM TIKE TO TIME THE PARTIES ASK THE UNITED
STATES .

'*DO YOU HAVE ANY ADVICE? DO YOU HAVE ANY SUGGESTIONS OHM
HOW TO

HARDLE THIS HKEXY POINT?''

I THISK THAT WE CAN BE A POSITIVE FORCE 1M THE CONTEHXT OF
OHGOING

TALKS IN HHICH UMITED STATES' INFLUEMCE. IHNOVATIOHW AND
CREARTIVITY

CaM SE OKE OF THE IWGREDIEMTS TH&eT ALL OF THE PARTIES CaM
TRKE

ADVAKTAGE OF. IT 1S A LEADEFSHIP ROLE THAT MUST BE PLAYED
BUT

I THIRK THE IDEA OF USING THE STATE DEPARTMENT BUREACRACY
TO BUILD

A PLAH AMND THEHN TAKE IT OVER THERE AND PRESENT IT IS THE
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LEAST

EFFECTIVE HAY TO EXERCISE LEARDERSHIP

2. DO YOU SEE ANY PROSPECT OF BREAKING THE STALEMATE aAND
MAK I HE

HAJOR PROGRESS IN THE CAMPDAVID MHEGOTIATIONS BEFORE THE
AMERICNH

ELECTIONS?

a [ THINK THERE IS THAT POSSIBILITY IF THE PARTIES WOULD
CONCENTR®TE

THEY HIGHT HOT COMPLETE THE JOB EBY ELECTION DavY BUT

BEFORE THE

TALKS HWERE SUSPENDED IN MaY. THEY HERE MOUING FROM POINT
TO POINT.

HHAT STRIKES MNE ABOUT THE TALKS IS THAT THE ATTITUDES OF
THE

ECYPTIAN AMD ISRAELI MEGOTIATORS aND THEIR DELECATIOMS ARE

COHNSTRUCTIVE, THEY'RE POSITIVE. THERE'S NG SIGH OF FOG?
PEAGCING .
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PREFACE

The purpose of this presentation is to point out the financing shortage in Israel's
balance of payments, in order to assist the United States Government in evaluat-
ing Israel's need for military and economic aid, for the AFY 1982,

The paper summarizes economic developments and policies in Israel In 1978~
1979, presents estimates for 1980 and an initial forecast of developments for
the period 1981-1984, Emphasis is placed on defense requirements and the
balance of payments situation.

The estimates for 1980 are based on partial information and are, therefore,
tentative. The forecasts are not based on a full and detailed economic plan but
rather present basic trends.

The outline of the presentation is as follows:

Chapter 1: Summary of Financial Requirements for 1982
Chapter II:  Economic Developments 1978-1979

Chapter III: Economic Policy

Chapter IV: Economic Developments 1980

Chapter V:  Strategic and Security Considerations
Chapter VI: Financing Requirements for Defense Imports

Chapter VII: Non-Military Financing Requirements

Appendices
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CHAPTER I: SUMMARY OF FINANCIAL HEQUIREMENT S FOR 1982

The Peace Treaty and the accords reached with Egypt are no doubt the most
important development towards peace in the Middle East. Israel did not hesitate
to take considerable risks and to make great economic sacrifices in order to
advance the cause of peace in the region. Nevertheless, it should be realized
that the withdrawal from the Sinal not only increased Israel's need for military
ald, but is also a major source of her economic problems.

The cost of redeploying the Israeli Army is only partially covered by the special
" ald granted for redeployment. The increased local economic activity resulting

. from the redeployment significantly handicaps Israel's anti-inflation policy.
As recognized by the President of the United States, Israel, by giving up the
Sinal oil-fields, has lost its potential for reaching independence from oil imports.
The price Israel has to pay for oil, which is substantially higher than OPEC
prices, is a major cause of the deterioration in Israel's terms of trade, and
thus contributes heavily to the current deficit in the balance of payments.

Had it not been for these factors, the economic policy measures implemented by
the Government of Igrael would have advanced Israel even faster towards independ-

ence from economie aid.

. A. Regular Military Financing Requirements

In reassessing Israel's security needs, it should be noted that the continued growth
of asymmetry between Israel and the Arab States in military build-up, manpower,
and financial and economic resources results in increasing gaps in favor of the
Arab States.

The direct confrontation States such as Syria, Iraq, and Jordan, as well as outer
circle States, such as Libya, are massively supplied with advanced major weapons
systems by Soviet sources and simultaneously enjoy access to sophisticated American
and European equipment and know-how, as detailed in Chapter V.




TABLE NO. 1 Military Financing Requirements in Foreign Exchange 1980 - 1984

CEEE==s==s==0

(Current prices, calendar years, millions of U.S. dollars)

1980 1981 1982 1983 1984 Total
Financing Requirements
1. Military Imports to be Financed by Aid 1,646 1,945 1,397 1,119 1,260 7,367
thereof: Imports to be financed by
regular aid 1,242 1,550 1,129 916 1,105 5,942
Imports for redeployment 404 395 268 203 155 1,425 '
2., HNet Financiasl Adjustments + 122 + 82 + 381 + 582 + 446 +1,613
1+2=3. [Total Payments on Direct Milltary Imports 2,768 2,821 Lalls LD 1,706 S350
Available Resources
4. Aid Approved for Current Year 1,347 1,445 268 203 155 3,418
thereof: Regular military aid 943 (L) 1,050 - - - 1,993
Special aid for redeployment 404 395 268 203 155 1,425
5. Einancing Reguirements(before Aid)for 1982:1984 421 2382 L1000 408 LS5l LS
6. Drawing on Future Aid from "Ramon" +4521 +582 - - - 1.003
7. Financing Needed to replenish "“Ramon" funds - - g =205 ~240 “EEEEE}
8. Total Aid Requirements = s el LIS il T LR

(1) $593 million remainder of current year aid; and $350 million carried from $1,400 million expected to be approved for AFY

1981 into calendar year 1980.
(2) Does not include spill-over of w million needed for financing of past gap. :
L] -




Even after signing the Peace Treaty with Egypt, Israel cannot but take cognizance
of Egypt's increasing military potential and of her increased military capability
in view of the possibility that Egypt might find itself involved in future hostilities
between the eastern States and Israel.

Maintaining Israel's strength reinforces its national security concept, which is
based on a defensive strategy, and whose major aim is the prevention of war and

the continuation of the peace process.

The military aid requested, as presented to the Secretary of Defense in February

1979, is required for sustaining the qualitative gap in favor of Israel by upgrading
equipment, replacing obsolete equipment and using the " Force Multiplier" concept
without expanding the size of the L. D, F.

Total financing requirements of direct military imports from the United States

in 1982 (not including special imports for redeployment) are estimated to amount
to $1. 7 billion. This amount is composed of $1.5 billion for the payment of
regular military imports from the U. S, In 1982 and an additional $200 million for
the financing of part of the uncovered military gap in 1980-1981, consisting of
advances drawn from the special aid for redeployment.

B. The Gap in Financing the Non-Military Deficit

The financing gap of the non-military current deficit in 1982 is estimated to amount
to $1. 2 billion. Underlying this forecast is the estimate that, as a result of a
considerable improvement in the trends of Israel's balnce of payments, the
current non-military deficit will increase only slightly in 1982, despite the rapid
rise In import prices and in the interest payments on the foreign debt.

Israel's need for economic aid stems principally from factors beyond the control of
her ¢conomic policy. Were it not for the increase in the cost of oil imports and
the beavy external debt service, Israel would not need any economic aid in 1982,
Debt service to the USG alone in 1982 is estimated to be equal to the present

annu 1l economiz aid.



TABLE NO, 2 Non-Military Financing Needs in Foreign Exchange
1979 - 1984

(Current prices, calendar years, millions of dollars)

1979 1980 1981 1982 1983 1984
1. MNon-Military Defieit 2,595 2,450 2,600 2,825 2,780 2,385
2. BSelf Financed Military Imports 250 250 300 300 300 300
1+2=3, Total Financing Requirements 2,845 2,700 2,900 3,125 3,080 2,685
4. Net Capital Imports (excl. U.5. aid) 1,852 1,495 1,799 1,475 1,680 1,855
3-4=5, Financing Requirements before U.S. Aid __993 1,205 1,101 1,650 1,400 __830
6. Total Aid Approved 993 1,205 1,101 416 193 -
thereof : economic aid 980 785 785 - — —
| utilization of aid for redeployment %) 13 420 316 416 193 i
T 7. Eipsncing needs = = == L. 1207 830

(1) Remainder of special aid, after financing direct imports for redeployment.




Unfortunately, because of the magnitude of the external and predetermined factors,
their impact can only be neutralized over a long period of time, by the implent-
ation of the persistent and far-reaching economic policies to which Israel is
committed. As long as the deficit is not reduced to a manageable dimension,

Israel must rely on extensive foreign assistance.

(*. Increasing Israeli Exports to the United States

Jsrael recognizes that the long-run solution to the balance of payments problem
lies In increasing exports and economically substituting for imports, thus bring-
. ing about a gradual decline in her dependence on external aid.

Cognizant of United States budgetary difficulties in meeting Israel®s financial
requirements, Israel proposes that the USG assist in the promotion of Israeli
exports to the United States and to other countries. This will enable Israel to
achieve or even surpass the targets of increasing Industrial exports described
in this paper, and thereby contribute to the gradual reduction of dependence on
economic aid.

Israel hopes that effective arrangements will be made by the USG to implement
the understanding reached between the United States and Israel regarding the buy-

back arrangements, under which large exporters of military equipment to Israel
. will buy a significant share of their inputs from Israeli manufacturers. Joint
ventures, mainly In the ficld of R & D in high technology industries, may serve

th: same purpose.

It is also requested that the USG encourage American manufacturers supplying the
United States Army or other countries within the framework of ald programs,

to sub-contract supplies irom Israeli manufacturers.

Isracli exports could benefit considerably from a more positive approach by the
Ut G to military exports from lsrael containing United St:les conponents.

D. Increasing the Share of Grants

Considering the heavy burden of debt service as describe | in Clapter VI, Israel
as'ts the USG to increase the share of grants in the aid pr )gran s, so as to avoid

bu rdening Israel with an over-sized debt service in future year:.




. Conclusion

Any part of financing requirements not covered by aid will have to be covered
either by additional ghort and long-term borrowing or by drawing on Israel's

limited foreign exchange reserves, thereby jeopardizing Israel's standing in

capital markets.

Istael is deeply grateful to the USG for the extensive economic and military
assistance which has been granted since the establishment of the State and
especially since the Yom Kippur War. This assistance enabled Israel to pay

a considerable economic price and take upon herself strategic risks, in giving
up the oil fields, the air fields and other installations in Sinai while redeploying
the I. D, F. In an inferior position.

United States military and economic aid will assist Israel in overcoming her
economic difficulties and in maintaining the balance of power in the region. This

will strengthen the role that the Israeli democracy plays as a reliable ally of
the United States and the Free World.
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CHAPTER [I: ECONOMIC DEVELOPMENTS 1978-1979

The years 1978 and 1979 were characterized by a partial renewal of economic
prowth, a labor shortage, a rapid increase in the inflation rate, and a deteriora-
tion in the balance of payments. The renewal of economic growth in 1978, which
continued into the first half of 1979 followed three vears of near stagnation.
Although the economie growth was controlled and did not approach the full growth
i capaelty, it still contributed to the inerease of inflatlonary pressures. A major
factor contributing Lo both these problems was the rapid rise in import prices,

particulurly in the price of oll.

By 1878, restrictive measures had already been introduced to curb local demand.
Additional steps were taken early in 1979 and were intensified towards the end

of that year. These measures became effective only after a considerable time
ing. Cnly in the third quarter of 1979, did the initial effects of this policy begin
to appear in the economy. A substantional slowdown developed and continued
into 1980,

A. Economic Activity

After several vears of fast and continuous economic growth, the rate slowed in the
period 1974 to 1977, While from 1951 to 1973 the economy experienced an annual

. average economic growth rate of 9 per cent, in the years 1976 and 1977 the
average annual growth rate deelined to only 1.5 per cent.

. In 1978-1979, the GNP grew at an annual rate of 4, 8 per cent,

- Per eaplta private consumption increased in 1978 and 1979 by 6.5 per cent and 3.5
per cent respeciively. The undesired increase in private consumption is partially
due to the rise of wages in real terms. Pressure for higher wages increased as
wage earners attempted to maintain their standard of living in the face of rapid
Inilation. Another factor was the drop in savings, resulting from expectations for

even faster Inflation.

Domestic public consumption grew In the period under review at an annual rate o alout

.3 per cent, a rate somewhat lower than the rate of economic growth,




B. Investment

The increase in economic activity during 1978 and 1979 was accompanied by a
renewal of growth in investment. This followed & four-year cumulative drop of

19 per cent in total investment in real terms.

After two years of sharp decline, Investment in manufacturing industries grew by
14 per cent in 1978 and 7 per cent in 1979,

Although housing starts grew by an accelerated rate of 18 per cent in 1978, total
housing investments in this year lagged behind the economic recovery. The
recovery lag was caused by a steep drop in housing completions after many years
of a continuous lag in construction starts. It should be noted that the available
housing stock, even after the recent renewal of growth in this industry, is far
from sufficlent to meet the need. The shortage of housing remains a most
difficult problem, bringing about a disproportionate rise in housing prices in the
years 1978 and 1979.

C. Employment

The economic upturn in 1978 and in the beginning of 1979 ereated considerable
pressure in the labor market, Demand for workers grew and many firms were

unable to hire needed workers.

The turning point in the labor market came in the second quarter of 1979, when
demand for lahor weakened. By the end of 1979, unemployment began to grow at

an accelerating pace.

D. Balance of Payments

The period 1978-1979 was marked by a deterioration in the balance of payments,
which was expressed by a fast rise in the non-military current account deficit
and in foreign debt and debt service. In the two year period, the current deficit
grew by $1.2 billion, totalling $3. 8 billion In 1979, The non-military deficit was
$2, 6 billion in 1979 after increasing by $1.2 billion in the two years. In this

period, there was no increase in military imports.
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The increase in the current deficit was caused entirely by factors beyond the
control of economic policy, such as a worsening in the terms of trade and a rise
in interest payments on the foreign debt. Barring these factors, together with
principal maturities the current deficit would have decreased by $300 million

over the two-year period.

E. Imports

The increase in the current deficit is mostly due to the increase in imports. The

fast rise In import prices (32 per cent) in the two-year period was the maln cause of the
growth of dollar expenditure for Imports. The 61 per cent jump in the price of oil

in 1979 alone, contributed $500 million to the growth of the import bill.

The worsening of Israel's terms of trade (taking into consideration the price of
both imports and exports) caused a $750 million increase in the deficit in the two-
year period.

The inerease in interest payments on the foreign debt contributed $600 million to
the import bill in the two years.

F. Exports

The growth in exports was encouraged by a satisfactory profit margin in most
export industries. This was due to the depreciation of Israel's currency and to the
availability of credit at preferred terms.

In 1978-1979, total exports (excluding diamonds) grew by a cumulative 47 per cent
as a result of an 18 per cent growth in real terms and a growth in average world
prices for Israell exports of 24 per cent. Industrial exports (execluding diamonds),
which are expected to be the major factor in export growth, grew In the last two
years by over 60 per cent. Agricultural exports (other than citrus) grew by 54

per cent.
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CHAPTER II: ECONOMIC POLICY

The balance of payments is Israel's major long run economic problem. It is
reflected in the large deficit in the current account and the heavy burden of
debt service. The economic policy is, therefore, directed primarily to the
encouragement of trends which should gradually solve the balance of payments
problem. The immediate goal of the economic policy, however, is to slow the
pace of inflation, which is undermining social and economic stability and

becoming a major obstacle to an improvement in the balance of payments.

To cope with both problems, a strategy of continued slowdown in economic
activity and a curbing of domestic demand has been adopted. Reducing deficit
financing of the Government budget by cutting Government expenditure in real
terms and increasing the efficiency of the tax system has been adopted as a
major instrument for slowing the pace of economic activity. The cut in Govern-
ment expenditure also aims to reduce the share of the public sector in total
economic activity. This strategy is expected both to slow gradually the pace

of inflation and to reinforce favorable trends which have been developing
recently in the elements of the balance of payments sensitive to economic policy.

The immediate goals of the economic policy are:

- a decline in per capita private and public consumption;

- the restraint of domestic defense consumption, other than expenditures
connected with the redeployment of the I. D. F. in the Negev;

- a temporary slowdown in investment;

- a continued increase in export.

Achieving these goals will bring about a restructuring process by increasing
the weight of production for export while reducing the weight of the production
for the local market.

The principal instruments of policy are as follows:

A. Investment Policy

The long-range target of economic policy remains the maintenance of balanced

R T S
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growth in investments. This is needed to assure an economic base broad enough
to enable continuved increase in production both for export and local markets.
Nevertheless, the restraint of investment has been temporarily adopted as a key

instrument for slowing economic activity.

To temporarily slow the rate of increase in investments, the following measures
have been adopted:

- the low-level of economic activity, followed by a decline in profitability
of production for the local market, will in and of itself cause a slacken-
ing in Investment;

- the full linkage of development loans to prices or to the dollar, which
became effective at the beginning of 1980, eliminated the subsidy given
investors through development loans with negative interest rates;

= the full indexing of mortgages, coupled with fast increases in housing
prices, has reduced the demand for housing;

=  Lhe freeze on new construction starts of public buildings continues;

- the shortage of credit and the introduction of interest rates higher than
the inflation rate on a regular bank loans have caused a considerable
decline in investment in inventories;

- cuts in the development budget have resulted in a reduction of budgetary
funds available for financing investment in infrastructure, housing and
industry;

-  greater selectivity is practiced in granting enterprises the preferred

status of an "authorized investment".

B. Civilian Public Consumption and Budgetary Policy

The initial budget, as authorized by the Knesset, called for an approximate 6
per cent cut in real expenditures (excluding defense and housing) from the 1979

budget.

The budget was cut further by 5 per cent at a later stage, when the Government
decided not to compensate fully the Ministries for the rise in prices.
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Despite the general policy of restraint, an increase in the housing budget could
not he avoided, due to the severe housing shortage. Considering the shortage
of housing in certain areas, new public housing starts, of a basic standard, will
be limited to meet only the urgent meeds of certain social groups.

After the two budget cuts total expenditure, Including defense and housing, was
reduced by 11 per cent in real terms.

In addition to across the board cuts in the budget, the following steps were
taken to reduce deficit financing:

-~ the budget for subsidies of consumer goods was severely cut and most
subsidies were abolished. Only subsidies for bread and public trans-
portation remain, but have been reduced considerably. Expenditure
on subsidies was reduced in 1980 by 75 per cent in fixed prices. The
share of subsidies In the budget declined from 4 per cent in 1978 to
less than 1 per cent in 1980;

- hiring of new Government employees was frozen and 25 per cent of
temporary employees were discharged, aiming at a reduction of the
total number of Government workers by 6 per cent;

- additional steps were taken to increase tax collection efficiency. Tax
withholdirgs have grown faster than the rate of inflation and the penalty
for late payment has been raised considerably;

- prices of Government services (including telecommunications and postal
services, health care and health insurance, municipal services and
education), as well as municipal taxes were ralsed considerably in
accordance with the rate of inflation;

- National Insurance premiums were increased and the ceiling of income
on which premiums are paid was tripled, thus increasing National
Insurance revenues by 15 per cent in real terms.

C. The Reduction of Private Consumption

The reduction of private consumption is expected to be a major element in the
slowdown policy. A decline in the level of private per capita consumption will
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result from the decline in real income which will follow the general slowdown
in economic activity. Another factor causing a slowdown in consumption is the

erosion of consumer purchasing power, due to the fast rise in prices.

The specific policies pursued are as follows:

-  Major subsidies to the consumer were abolished and the fast increase
in oil prices was passed on to the consumer. As a result, the price
of gasoline has doubled since November, and prices of bread, milk
and milk produets, cooking oil and related products, meat, poultry and
eggs, have increased 2-3. 5-fold.

-  The Israeli Shekel depreciated by 86 per cent during 1979 and further
by 48 per cent from January 1980 to the end of July 1980. Both the
depreciation of the Shekel and the increase of prices in the world markets
were passed on fully to the Israeli consumer, thus causing a decline
in the demand for imports.

-  The income and wage policy adopted in 1980 will probably result in a
decline in real income and wages.

-  Higher interest rates on debitory accounts were introduced, thus making
purchases on credit unattractive.

-  The slowdown is expected to result in an increase in the rate of savings.

This trend is being reinforced by the introduction of new savings schemes.

D. Energy Conservation Policy

After the evacuation of the Sinai oil-fields, Israel is almost completely dependent
on energy imports. The oil prices Israel had to pay were even higher than world
market prices. Because of the heavy burden of oil imports on the balance of

payments, Israel took effective steps to conserve energy.

The measures taken for oll conservation were as follows:

-  The major policy instrument was the passing on of the increase of oil
" prices to the consumer. The price of gasoline to the consumer has
increased 59-fold since 1973, and the price of fuel oil increased by 140~
fold. In the same period, the index of consumer prices has increased
20-fold. This has proved to be by far the most effective measure for

energy conservation,
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-  The price of passenger cars increased considerably and yearly registra-
tion fees for large passenger cars were raised.

-  Mileage payments to civil servants for use of private cares on official
business were halved.

-  Teams of technicians and engineers have been established to advise
manufacturers on energy conservation.

- Daylight savings time has been introduced.

-  Research and development on solar energy has been intensified with
encouraging initial results.

. - The installation of solar water heaters has been encouraged by tax
reductions. Forty per cent of dwellings in Israel now use such heaters.
Duties on imported bicycles have been abolished.

- An agreement between the United States and the Israeli Governments
has recently been signed which provides for research and development
projects on alternate sources of energy.

- As for the future, coal will be introduced as a major fuel for generation
of electricity and is expected to supply 20 per cent of energy by 1984,

- A feasibility study is under way on the construction of a canal joining
the Mediterranean and the Dead Seas. The 1,000 foot difference in
altitude will enable the generation of hydroelectric power. Initial plan-

. ning is expected to begin within a year.
-  Nuclear reactors for generation of electricity are under consideration

for introduction in the 1990's,

E. Monetary Policy

A monetary policy of severe restraint was introduced in 1978 and was reinforced
in the same year and again in 1979, The resulting shortage of free credit, and
the very fast rise in interest rates had an immediate impact, slowing both

investment and consumption.

Steps have been taken to slow down the rate of increase in credit to a rate below

the inerease of oulput in current prices, thus bringing about a decrease in the

ratio of credit to output in real terms.




- The penalty rates paid by banks failing to meet their reserve require-

ments were ralsed,

Credit rose at a monthly average of 3.5 per cent in 1979 while prices rose at an
average monthly rale of 6.5 per cent. This process continued in the first half
of 1980,

The increase of {ree banking credit in Israeli Pounds has been limited since the
beginning of this year to a monthly rate of 2 per cent, lagging considerably

‘ = behind the monthly increase in prices.

. - A 12 per cent penalty charge above the regular interest rate was
imposed on foreign currency loans extended by Israell banks.
- A 30 per cent compulsory deposit, carrying a 17 per cent negative
interest rate, was Imposed on direct short-term credits from abroad.
-~  The terms of directed short-term credits for the financing of exports
were {ightened, increasing interest rates considerably and reducing
the share of exports benefiting from favorable financing terms.
- Interest rates on regular commercial financing were raised from 63
per cent In the beginning of 1979 to 150 per cent today.
- Penalty interest rates for commercial borrowing beyond the allocated
credit lines were raised from 99 per cent in the beginning
. of 1979 to 236 per cent today.
- A six month compulsory import deposit scheme was introduced in
Novenber 1979 and was subsequently extended for an additional six |
months. Under this scheme, importers deposit with the Bank of Israel
10 per cent of the value of all dutiable imported goods. The deposit is
returned, to the importer after 7 months, without interest.

F. Balance of Payments Policy

The primary goal of Israel's balance of payments policy is to encourage trends
which will gradually reduce the current defieit. The slowdown in local demand
is a precondition both for the re-allocation of resources from domestic uses to
exports, and for a reduction in the level of imports.
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The prinecipal policy steps introduced are as follows:

- The profitability of exports is maintained, primarily through the
exchange rate policy. The Bank of Israel intervenes in the foreign
exchange market to assure that temporary fluctuations do not affect
the long-range trends aimed at maintaining export profitability.

- In spite of the restraint in investment policy, incentives continue to be
given to preferred investments, primarily in export industries.

-  Financing of export transactions is made at preferred terms.

- Capital Imports at favorable terms are sought in order to bridge the
financing gap of the balance of payments.

The Government of Israel is determined to continue to apply restrictive policy
measures In the future as long as is required, in order to establish positive
trends in the balance of payments and to reduce inflation to a manageable pace.
In maintaining a controlled level of economic activity, special attention will be
given to avoiding an Increase in unemployment beyond the level soclally accept-
able. When circumstances permit, the Government will return to a policy of
gradual economic growth, led mainly by an increase in exports.
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CHAPTER IV: ECONOMIC DEVELOPMENTS IN 1980

A restrictive policy was introduced and intensified in 1979, The first signs

of a slowdown in economic activity began to appear in the second half of 1979,
These indications developed into a substantial slowdown in the last quarter of the
year and continued into the first half of 1980. The slowdown in economic activity
resulted mainly from a decline in domestic demand, while exports continued to
grow at a fast rate. Most remarkable was the decline in prvate consumption.
The level of private consumption in the first quarter of 1980 was about 10 per
cent lower than in the first quarter of 1979.

The low level economic activity also began to affect the labor market. The earlier
labor shortage has developed into increasing open unemployment and is begin-

ning to approach worrisome dimensions.

As economic activity slows, positive trends are appearing in the balance of pay-
ments.  Exports are growing at an accelerated rate, while imports are declining
significantly. The weakening of domestic demand appears to have had a restrain-
ing effect on the pace of inflation in the first half of 1980.

A. Economic Activity

According to updated estimates, G.N. P, is expected to increase in 1980 by
approximately 2.5 per cent, as compared to the estimate of 5 per cent listed in
the 1979 Aid Request. During the current year, local demand is expected to
decline by 5 per cent. This growth rate can be compared with an annual average
growth rate of 10 per cent for the years 1968-1974, and an annual average growth
rate of 5 per cent in 1978 and in 1979,

The slowdown is expected to bring about the desired structural change in the economy.
Of the additional resources, 50 per cent are to be allocated to exports as compared
with 20 per cent in the previous years. The output of the manufactu ring industries

in the first third of 1980 was 8 per cent lower than in the first third of 1979. The
sharp decline was due to the drop in local demand and to the reduction of inventories

whose financing cost had increased considerably, The drop was accompanied

by a decline in retail sales of about 3 per cent in real terms.
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As a result of the restrictive monetary policy, money supply lagged 9 per cent
behind the rise in prices in the first seven months of the year, following a drop
of 38 per cent in 1979,

The total eredit of commercial banks grew between January and July by only 1
per cent over the rate of inflation, while regular bank credit in Israeli currency
lagged 10 per cent behind the price rise. Special eredit for export financing grew

at the same rate as export growth.

B. The Drop in Private Consumption

In 1980 private consumption is expected to fall by 3 per cent. Considering an
expected population growth of about 2. 5 per cent, the drop in per capita consumpt-

ion is forecast to be about 5.5 per cent.

The trend indicating a deeline in private consumption became apparent in the

last quarter of 1979; per capita consumption declined by 4. 5 per cent over the
previous quarter. In the [irst quarter of 1980, per capita consumption continued
to drop by an additional 7 per cent. According to partial indicators, the decline
in the standard of living continued into the second quarter of the year, although
probably at a lower pace. This drop was general and covered the consumption of
food, clothing, and especially durable goods. For example, the number of cars
sold in the first half of the year was 63 per cent lower than the number sold in the
first half of 1979, In the same period, sales of television sets declined by 24

per cent and of washing machines by 35 per cent.

The drop in private consumption is a result of the economic slowdown and follows
a decline in real wages, as the increase of nominal wages did not keep pace with
inflation. In the first half of 1980, real wages were 8 per cent less than in the
first half of 1979. Because of the lag in adjusting tax brackets, real disposable

income dropped at an even faster rate during this period.

Most subsidies on basic consumer goods and services have been abolished. Only

limited subsidies on standard bread and public transportation remain in effect.

The fast increase in the price of gasoline and other oil products was also passed
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on to the consumer. This policy contributed to the erosion of consumer purchas-
ing power and to the decline in consumption.

C. The Drop in Investment

[nvestment in 1980 is expected to decline by about 16 per cent, in real terms,
thus returning to the level of 1971, This decline will be econcentrated in manu-
facturing industries and in inventories in which a steep drop is expected.

D. Housing

Housing construction is expected to grow moderately (7.5 per cent) despite the

15 per cent drop in construction starts, which followed two years of increase.

The problem of housing for young couples, immigrants and those living In sub-
standard conditions will, in the foreseeable future, become more acute following

the prolonged recession in the construction industry.

E. Energy Conservation

Due to the fast rise in energy prices and as a result of energy conservation
policies, considerable energy savings have been realized. The increase in the
volume of oil imports slowed down considerably in 1979. While between the years
1975 and 1978 imports of oil increased by an annual average rate of 4 per cent as
compared to an annual average increase of GNP of 2.5 per cent, in 1979 erude

oil imports declined slightly, while GNP increased by 5 per cent.

The per capita consumption of electricity by households, by agriculture, by
industry and by commercial consumers decreased in the first half of 1980 by 1
per cent, as compared to an annual average increase of 4 per cent in the period
1972-1979.

The average annual mileage travelled per car declined between 1973 and 1979
by 23 per cent.

F. Unemployment

During the economic slowdown of 1975-1977, no open unemployment was apparent.
The slowdown was expressed in the development of hidden unemployment on a
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broad scale, thus causing a decline in productivity. The current slowdown,
however, is accompanied by the relatively fast development of open unemployment.
By the second half of 1979, the initial effects of the restraining policies on the
labor market could already be traced. By the first half of 1980, the trend was
intensified. The economy slipped rather quickly from a labor shortage to open
unemployment, This trend was aggravated as a result of the policy of reducing

manpower in the public sector.

All the indicators point to a far-reaching change in the labor market. The number
of unemployed more than 6 days has increased 16-fold since the first quarter

of 1079. The number of requests for workers which could not be filled by the
lahor exchanges declined by 80 per cent in the same period. The unemployment
rate is expected to increase from 2.9 per cent in 1979 to over 5 per cent at

the end of 1980.

Unemployment is, no doubt, becoming one of the more difficult social and political
problems. This problem is particularly severe because of the special implica-
tion of unemployment in development towns, which grew faster than the nation-wide
average. Should the present unemployment develop into prolonged mass unemploy-
ment, the cohesion of the Israeli social fabric may be jeopardized, and the

stability and effectiveness of any Israell Government undermined.

G. The Burden on the Private Citizen

[erael is aware that the major burden of military expenditure and of the economic
problems has to be carried by the Israeli citizen. Only after doing everything
possible to help herself does Israel have the moral right to request assistance
from friendly nations. Therefore, the Government of Israel did not hesitate in
recent years to introduce far-reaching policy measures which create hardship for
the Israel people, The following are some of the major economic burdens borne
by the lsraeli citizen:

- In 1980, a steep decline of over 5 per cent in per capita consumption

and in the standard of living are expected.




All subsidies (excluding those on bread and public transportation, whichwere
reduced considerably, but not eliminated) were abolished. As a

result, the prices of several subsidized items such as cooking oil and
related products, bread, public transportation, natural gas, electricity,
ete. increased 2-3-fold since November 1979, while the price of milk

and milk products increased 3 1/2-fold.

In 1979 alone, prices of gasoline were increased by 112 per cent; the
price of fuel oil by 159 per cent; and the price of electricity by 216 per
cent, Since the beginning of 1980, the price of gasoline was further
increased by 71 per cent; fuel oil 70 per cent; and electricity by 64

per cent. The current price of a gallon of gasoline is 33.50; this means
that an average income earner has to work more than 1 1/2 hours to

earn the value ol a gallon of gasoline.

Municipal taxes were raised by 120 per cent.

National Insurance premiums were increased by about 150 per cent, the
price of health insurance increased considerably.

Wages are expected to rise at a lower rate than the rate of inflation.

Real disposable wages will probably decline following the restrictive
wage policy.

The income tax rales and extremely high taxes on luxury and durable goods
are being maintained. Taxes on private cars, television sets, refrig-
erators, ete., run as hiph as 200 to 350 per cent of the C. L, F, price,

As a result of budgetary cuts, the level of basic services to the citizen
will be reduced. For example, the number of hospital beds available will
be cut, classes cloged and teaching hours in schools reduced; the scope
of food programs for underprivileged children will be reduced; the waiting
period for installing a telephone has increased to 6 years; new road
building was limited to a minimum and public housing starts reduced,
worsening the already existing housing shortage.

The highest price to be paid by the Israeli citizen is this year's consider-
able increase in unemployment. Because Israel is a country dependent

on immigration, and because of the security situation, Israel is partic-

ularly sensitive to unemployment from the social and political point of view,
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H. Prices

Since the beginning of 1980, indications of a slowdown in the pace of inflation
have become apparent, following the decline in domestic demand pressures. The
average monthly rise in consumer prices during the last five months of 1979 was
8.5 per cent (seasonally adjusted). During the first half of 1980, the inflation
rate slowed somewhat to a monthly average of about 6.5 per cent.

An additional slowing of the pace of inflation is hoped for in the second half of

the year. A far-reaching slowing of inflation in the short-run seems out of reach,
largely because of the expected rise of import prices and the unavoidable pay-
ment of cost of living allowance to wage earners during a period of high inflation.
Even after payment of the automatic cost of living allowance at 80 per cent of

the increase in consumer prices and an additional 11 per cent wage hike, real
wages are not expected to increase this year. They may even drop, should expect-
ations for the slowing of inflation not materialize in full. It is estimated that

real wages in the first half of 1980 were 8 per cent lower than in the first half

of 1979,

I. The Balance of Payments

The positive trends in the current account which appeared in the first half of 1980,
result from the fast rise in exports and the steep drop in imports; and are expected
to continue to the end of the year and beyond. The improvement in the balance

of payments is a delayed result of the restraining policy measures which were

introduced in the past two years and strengthened since November 1979.

The current non-military deficit in 1980 is expected to decline by $150 million to
$2.4 billion. This may be looked upon as a satisfactory development, considering
that the fast rise in oil prices alone has added $1 billion to the import bill. The
non-military deficit in constant prices declined in 1980 by $1. 3 billion.

Another predetermined factor contributing to an increased import bill is a $380
million growth in interest payments on the foreign debt. If not for these two

factors, the non-military current deficit would have declined in 1980 by approxi-
mately $1.4 million.
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The tolal current deficit for 1980 (including military imports) is estimated to be
$4.35 billion, as compared to §3. 8 billion last year. This growth in the current
deficit is attributed entirely to a $750 million increase in defense imports, after

a steep decline of those imports in 1979,

In 1980, exports of goods and services are expected to finance 79 per cent of
non-military imports of goods and services as compared to 74 per cent in the

previous year, and 64 per cent in 1975.

J. Exports

Exports are esiimated to grow in 1980 by 24 per cent in nominal terms and 8 per
cent in volume, Industrial exports (excluding diamonds) are estimated to grow
{n 1980 by 31 per cent in value and 23 per cent in volume. In the first half of
the year, industrial exports increased by 28 per cent, while the volume of total

commodity exports increased by 10 per cent.

The increase in exports will be possible, largely due to the availability of labor
and the lessening of competing domestic demand for potential export products.
It iz also assumed that the profitability of exports will be maintained primarily

as a result of the depreciation of the Israeli currency.

K. Imports

It is estimated that the volume of imports will fall by ul;uut § per cent in 1980.
In the [irat half of the vear, imports of goods declined by 14 per cent in real

terms. Imports of goods, excluding diamonds, are estimated to decline at the
very fast rale of 18 per cent. This decline is mainly a resultl of the slowdown

in loeal demand, but reflects also the decline in inventories.

L. Capital Imporis and Foreign Debts

Gross ecapital imports (including U. 8. aid) in 1980 are estimated {o be $5.9 billion.
Principal matarities are estimated to amount to 21, 1 billion and overseas invest-
ment to about $300 million. Therefore, Net capital imports are estimated to

amount to 84, 5 billion.
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It is estimated that there will be no major change in the Bank of Israel's net
foreign exchange reserves in 1980, which will amount, at the end of the year,

to $2.6 billion.

Israel's externai debts are estimated to amount o $17. 4 billion at the end of the
year, a growth of $1. 8 billion during the year. In 1980, new long-term borrow=-
ing will total $2. 8 billion, and net short-term borrowing is assumed to increase
by $200 million. Total debt service is estimated at %2, 7 hillion.
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CHAPTER V: STRATEGIC AND SECURITY CONSIDERATIONS

A. Bac nd

In February 1979, prior to the signing of the Peace Treaty between lsrael and
Egypt, Israel's security needs were presented to Secretary of Delenze Harold
Brown during his visit to Israel. This presentation became the basis for the
understanding between the United States and Israel with regard to the 1. D, F.

procurement plans.

In the time that elapsed since then, Israel has reassessed (he basic assumptions,
trends, pace and quality of the military build-up of the Arab armies, as well as
theater characteristics as they relate to and influence the Arab-Israeli conflict.

B. Theater Characteristics and Trends

Arab States may be divided into three main groups:

1. Direct Confrontation States: Iraq, Syria, Jordan and Saudi Arabia -

comprising the threat from the "Eastern Front'';

2, Indirect Confrontation States (on the periphery): Algeria and Libya in
North Africa, the Arab Peninsula States, Iran and others;

3. Egypt - which has signed a Peace Treaty with Israel.

The balance of power between the Arab States and Israel continues to he character-
ized by 2 more and more pronounced asymmetry favoring the Arvab States, in each

of the following elements:

1. Manpower resources;

2 Financial and economic resources;

3. Free Access to arms markets In the East and in the West;

4. The growing strength of the Arab States' regular standing armlies vs.

the I. D. F, , an army whose main strength lies in reserves to be called
up in time of emergency;
6. Israel's shrinking strategic depth as compared to that of the Arab States.
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The growing gap in [avor of the Arab States in all these parameters is becoming

increasingly apparent.

The Middie East, [rom North Africa to Afghanistan, Is characterized by a balance
of weaknesses. Many of the Governments of the States in the region are confronted
by internal opposition and are struggling to maintain their rule; at the same time,
many of them are beset by confliets with their neighbors. This balance of weak-
nesses poses an Inherent danger to stabllity in the region. The disruption of

regional stability could well enable the Soviet Union to gain strategic assets in

its struggle for influence In the region.

In view of these trends, it is Israel's evaluation that her strength and military
capability are perceived as a restraining factor on the countries of the rejectionist

front and an element of regional stability.

C. Arab Military Build-Up

The build-up in the direct confrontation States is going forward as forecast,
even though in several of its aspects, its pace and Intensity hag increased.

The direct confrontation States have absorbed and are contlnuing to receive weapons
systems and materiel of such a nature that reduces significantly the qualitative

gap which Israel has o mhintain. Some of these examples are given below:

Jordan hae completed the reorganization plan of its army, converting it into
an armored mechanized force and enhancing its offensive capabilities,

a) The ground forces are being equipped with advanced tanks, including

Chieftains and M6OA3's, as well as improving the automative capahility
and fire control systems of its Centurion tanks. Tha infantry is belng
mechanized; advanced 155 mm and 8" self-propelled (SP) artillery have
also been absorbed. In addition, TOW ATGM, SLS and FLIR night-
vigion equipment are being procured.

by Air defense: The freedom of action of the IDA/AF has been adversely
affected by Jordan's absorption of improved Hawk batteries, thus remov-
ing a major restraining factor on Jordan's future participation in a

military confrontstion.
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¢) The Air Force is undergoing a build-up and modernization process by
absorbing Mirage F-1 fighter-bombers which are significant in the
short ranges between Jordan and targets in Israel.

Syria continues to build up its armored divisions; it has doubled the number
of its commando battalions, is mechanizing its infantry units, and is
increasing the offensive capability of its army.

a) Ground forces are equipped mainly with T-62 tanks and are absorbing,
more rapidly than previously forecast, several hundred T-72 tanks -

among the most advanced tanks available today. The Syrians are also
absorbing modern SP artillery, including advanced Cz and sophisticated
munitions. The infantry unite are mounted on BMP-1 APC's and are
provided with added A.T. capability by attack helicopters.

b) The Air Force is being equipped with MIG-23's and 26's and SU-20/22
fighter-interceptors, and will absorb shortly MIG-27 aircraft. The
Alr Force has acquired added bead-on air-to-air capability (advanced

AA missiles) and is supported by a ground-based defense network which
provides an enhanced cover to all of its essentlal military and eivillan

infrastructure,

¢) The Navy continues to acquire missile boats, as well as ASW capability,

and is expected t{o receive 2 submarines.

Irag, which has doubled its ORBAT since 1973, Is intensifying the bulld-up of
its armored forces with an additional mechanized division beyond what was
previously forecast. The army is being equipped with T-72 tanks, SP
artillery and tank transporters which enhance its strategic transportation
oapability to move its expeditionary forces to the front. In addition, the army
is constructing forward-hased dumps near the Jordanlan border, improving
its air defense capability with mobile SAM-6 batteries and enhancing its over-
all air capability with MIG-23 and 25 aircraft and TU-22 bombers.

Saudi Arabia: The build-up of the Saudi armed forces and Saudi Arabla's
acquisition of new and sophisticated weapons systems, for both its ground
and its air forces, considerably enhances Saudl military capabilities.
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Among the indirect conirontation States, Libya is conspicuous in its acquisition
of SAM-6 moblle batterles, in numbers well beyond previous estimates that can
be easily moved to fighting theaters, in addition to its procurement of T-72
tanks, SP artillery, and advanced aircraft. More significant, however, is its
naval build-up, as a potential threat to LLOC's in the Mediterranean.

The equipment of Egypt's armed forces with modern weapons systems such as
MGOAS tanks, F-16 aircraft, improved Hawk batteries, APC's and other support-
ing equipment is enhancing Egypt's military potential. Egypt may find itself
involved in hostilities between the confrontation States on the Eastern Front and
Israel. In this case, these re-equipped forces might be deployed in the Sinal
Peninsula.

Summary

The military build-up of the Arab States continues at a more rapid pace than fore-
cast. Its major features at present are the acquisition of the T-72 tanks by Syria
and Iraq, the deployment of MIG-25 aircraft in Syria, the Jordanian procurement
of modern tanks (475 Chieftains and M-60A3 tanks) and the integration of F-16
aireraft in Egypt by 1084,

Some Indicative trends In the acquisition of major weapons systems for the East-
ern Front armies, considering both qualitative and quantitative aspects, are
presented in the following table:

Table - Qualitative and Quantitative Build-Up Trends in Major Weapons Systems
in the Eastern Front: 1979-1984

Syria, Iraq, Jordan, Saudi Arabla 1979 1984 Percentage Change

Tanks Lower Quality

T-54/556, M-48, Centurion 3600 3100 -11%
Advanced

T~55 (Improved) T-62 /72, MBOAL/A3

Chieftain 3150 4650 +4 7%

Total 6650 7750
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Combat Aircraft

Lower Quality

MIG-17, 21, SU-T 750 720 -4%

Advanced
MIG-23/25/27, SU-20/22
TU-22, Mirage F-1, F-5 A/B E/F,

F-15

530 830 +57%

Total 1280 1550

On the basis of the foregoing analysis, it is evident that the Arab armies are

developing an offensive operational concept supported by the capability of mobile

armored armies, thus resulting in a steadily growing geo-strategic asymmetry.

D. Becurity Requirements

The basic assumption of Israel's national security concept are the following:

1,

The major goal of Israel's security policy is the prevention of war and
the enhancement of the peace process. Israel's security policy is also
designed to avoid strategic and political confrontation under severe
political, economic and other conditions of asymmetry following the

cessation of hostilities.

Notwithstanding the hope that the present peace process will be expanded,
indications are that the Arab confrontation States will, in the period
under consideration, continue to maintain their existing policy of hostility
towards Israel.

A strong Israel may deter and postpone the outbreak of hostilities with
the confrontation States, but equally important, Israel's strength is

also a pre-condition for the continuation of the peace process, providing
an incentive for the Arab States not to contemplate a military solution

to the Arab-Israel conflict.
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Israel's strength contributes to the prevention of military actions
between Arab States with conflicting interests, thereby contributing
to the stability in the region.

E. Derived Basic Elements of Israel's National Security Concept

1. A basic defensive strategy that can be adopted only by a strong Israel.

2. Improving and enhancing the deterrent factor.

3. Ensuring early warning capability.

4. Maintaining a strong standing Air Force to ensure air superiority in
friendly skies and influence the balance of forces in ground battles.

5. Maintaining an overall military posture with offensive capabilities, that
will enable Israel to neutralize Arab attack capabilities, should Arab
States initiate an armed conflict.

6. Maintaining long-range capability in order to prevent or disrupt any
resupply war effort of the confrontation States by the Soviet Union or
by the peripheral Arab States,

7. Maintaining a strong regular army and a strong territorial defense
system which will enable Israel, in a short-warning scenario, to carry
out its defensive strategy and, in particular, to hold a rigid defense
line to compensate for Israel's lack of strategic depth.

F.  Procurement Needs

The Treaty of Peace with Egypt enables Israel to maintain the required balance
of forces on the basis of 1he existing-size ORBAT.

In order to stay within the: parameters of this ORBAT, as well as maintaining

the qualitative gap which provides the required margin of security, constant improvue-
ments in the quality of weapons systems are imperative. That means modernizing
these systems and replacing old by new, using " Force M ltipliers" as compensation

for numerical inferiority.

Wea)ons systems needs, as prescnted in February 1979, are the minimal require-

men s to restore and susiain the (ualitative gap.
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CHAPTER VI: FINANCING NEEDS FOR MILITARY IMPORTS 1980-1984

A. Total Financing Requirements for Military Imports

Total financing requirements for Israel's military imports from the United
States in the calendar years 1980-1984 are estimated to amount to $9 hillion

(see table 1). Financing resources to meet these requirements are available as

follows:
Total resources available F$3.4 billion
Unutilized funds from military aid for 1980 $0.6 billion
Aid funds expected to be approved for 1981 $1.4 billion
Special ald funds for the financing of imports
for the redeployment $1. 4 billion

An additional $5. 6 billion will be required to cover total financing for this
period.

Total financing of the $9 billion is needed for the financing of $7. 6 billion worth
of regular military imports from the United States and $1.4 billion for direct
imports for the redeployment.

In AFY's 1980-19584 total financing requirements

for regular imports are estimated to be $6. 7 billion
of which: Signed Transactions $2.5 billion
New Transactions $4. 2 billion

New Transactions include $2. 2 billion for follow-on support, $0. 3 billion for
aircraft, and 51, 7 billion for other major items. (See appendix 1)

Aid appropriated in 1980 and expected to be appropriated in 1981 was insufficient

to cover required payments due in these years. The financing gap for AFY 1980-
%

81 amounts to $570 million .,

In this presentation, it is assumed that this uncovered gap will be financed by
drawing on unused "RAMON" funds, designated to finance the redeployment in
future years. The financing requirements for each of the three years 1952-1984

*  §1,0 billion in the corresponding calender years.
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CHAPTER VI: FINANCING NEEDS FOR MILITARY IMPORTS 1980-1984

A, Total Financing Requirements for Military Imports

Total finaneing requirements for Israel's military imports from the United
States in the calendar years 1980-1984 are estimated to amount to $9 billion

(see table 1). Financing resources to meet these requirements are available as

follows:
Total resources available $3.4 billion
Unutilized funds from military aid for 1980 $0. 6 billion
Aid funds expected to be approved for 1981 $1.4 billion
Special aid funds for the financing of imports
for the redeployment $1.4 billion

An additional $5. 6 billion will be required to cover total financing for this
period.

Total financing of the $9 billion is needed for the financing of $7. 6 billion worth
of regular military imports from the United States and $1. 4 billion for direct
imports for the redeployment,

In AFY's 1980-1984 total financing requirements

for regular imports are estimated to be $6. 7 billion
of which: Signed Transactions $2.5 billion
New Transactions $4. 2 billion

New Transactions include $2. 2 billion for follow-on support, $0. 3 billion for
aircraft, and $1. 7 billion for other major items. (See appendix 1)

Aid appropriated in 1980 and expected to be appropriated In 1981 was insufficient

to cover required payments due In these years. The financing gap for AFY 1980-
&

81 amounts to $570 million ,

In this presentation, it is assumed that this uncovered gap will be financed by
drawing on unused "RAMON" funds, designated to finance the redeployment in
future years. The financing requirements for each of the three years 1982-1984

*  $1.0 billion in the corresponding calender years.
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include an additional 200 million dollars in order to replenish the "RAMON"
funds advanced in 1980-1981,

B. Redeployment

The estimates of total expenditure for redeployment of 1. D. F. in the Negev amount
to $4.4 billion in current prices, according to the original program presented at
the end of 1979. ’ The redeployment has been extended for a period of 7 years
instead of the 3 years originally planned, and will not be completed until 1985,

In the period covered in this presentation, (1980-1984) a total expenditure of $3. 2
billion is planned. This includes $600 million for imports of special equipment,
$900 million for construction of airfields by the U, 8., and the remainder of

$1. 7 billion for the financing of local construction activities.

Total foreign exchange expenditure related to redeployment throughout the period
1979-1985 is estimated to amount to $3. 2 billion. This estimate does not include
the imports originating from increased economic activity resulting from redeploy-

ment., (See appendix 4)

In 1982, total expenditure on redeployment in local and foreign exchange will
amount to $685 million. Expenditure on direct imports and for the construction
of airfields is estimated to amount to $285 million and loeal eonstruction is
estimated to amount to $400 million. Of loeal construction, $180 million is the
foreign exchange component.

Total foreign exchange expenditure related to redeployment in 1982 Is assumed
to amount to $560 million. Of this sum $120 million is for direct imports of
special equipment; $150 million of direct imports for airfields; $180 million for
the indirect import component; and $110 million for interest payments on

redeployment loans,

C. Constraints on Defense Expenditure

The establishment of the new ORBAT of the 1. D, F. will take longer than originally
planned, due to both internal and external economic constraints. There are limits

* A revised estimate is being prepared.
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to the local security expenditure which Israel can undertake without exceeding
the capacity of the economy, thus undermining its stability. At the same time,
Israel is short of capital resources other than aid for the financing of military
imports,

The shortage of sources of foreign exchange is aggravated by the erosion of the
purchasing power of aid funds made available to Israel due to the rapid inflation
in the United States, and due to the greater than average increase in the prices

of military equipment and its maintenance. In the years 1977-1979, the prices

of major weapons systems imported from the U, S, are estimated to have increased
at an annual rate of about 20-25 per cent, while the general price level rose by

an annual average of 7-15 per cent.

The assumption of a fixed level of future domestic defense expenditure (other
than that for redeployment) made in this presentation reflects two trends working
in opposite directions. On the one hand, local expenditure resulting from the
integration of new equipment is expected to increase, while on the other hand,
other local expenditure is expected to decline in real terms.

The integration of the new equipment by the L. D, F. in the coming years involves

an increase in domestic expenditure. In order to meet the target of a fixed level

of domestic defense expenditure, it will be necessary to adapt the model of activity
of the defense system. It will also be necessary to introduce far-reaching schemes
of savings and increased efficiency, in addition to reducing the standard of living
of the individual soldier. At this stage, it is too early to be confident that this

goal can be reached in full.

D. The Defense Burden

The burden of defense on the Israeli economy has increased enormously since the
Yom Kippur War. After a slight decline in 1977 and 1978, the defense burden
began to riseé again in 1979, The burden is reflected in increased foreign exchange
expenditure, and in the years 1980-1982, also in local expenditure. Foreign
exchange expenditure will increase mainly as a result of the introduction of new
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weapons systems and the integration of the F-16. Local expenditure will increase
as a result of activities connected with the redeployment in the Negev and the
expenditure connected with the absorption and maintenance of the new weapons

systems.

The share of total defense expenditure in the Government budget which reached
about 40 per cent In the three years 1974-1976, declined in 1977 and 1978 to 29
per cent. It increased again to 31 per cent in 1879, A further increase to 33
per cent s expected in 1980, A simllar trend prevails in the ratio of domestic
o defense expenditure to the G, N. P, This ratio reached 18 per cent in 1974-1975,
declined to 14, 5 per cent in 1978, and is expected to increase again to 16 per cent
in 1980, According to the estimates presented In this paper, the ratio of local
. expenditure to G. N, P. will continue to increase until 1982 and will decline there-
after.

Total foreign exchange expenditure related to defense (including direct and indirect
military imports and interest payments on the military debt) amounted to $2. 7
billlon in 1979, It is estimated that in 1980 this sum will increase to $3 billion.

It is forecast to continue to increase gradually, reaching $3.7 billion in 1984,

(See appendix B)

In 1980, total foreign exchange expenditures connected with defense will contribute
69 per cent to the current deficit, as compared to 72 per cent in 1979,

. In recent years, total ald received fell short of financing total expenditure related

to defense,

= In 1980, total utilization of American ald, economic and military, is estimated to
amount to $2. 9 billion. This means that total expenditure related to defense
surpasses the total ald received at that year.

There has been consistent decline in the role that U.S. military aid plays in financ-
ing defense expenditure in forelgn exchange. Military aid financed 72 per cent of
total direct foreign exchange expenditure on defense in 1976. This ratio declined
to 59 per cent in 1980,

R R T T
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CHAPTER VII: NON-MILITARY FINANCING REQUIREMENTS 1980-1984

Istael's need for economic aid during the period 1980-1984 can be attributed to
the following three main, predetermined factors:

-  the giving up of the Sinai oil fields;

-  the deterioration in Israel's terms of trade resulting from the fast
rise in import prices, especially oil prices; and

- the large debt service.

It is worth noting that the first two factors directly result from the withdrawal
from the Sinai Peninsula.

The full burden of additional borrowing needed for the financing of the redeployment
is not yet fully reflected in the estimate for debt service for the period covered in

this paper.

A. The Deficit in the Non-Military Current Account

The estimates of Israel's needs for economic aid in future years are based on fore-
casts of developments in the balance of payments, as presented in appendix 6.

Even under the most optimistic assumptions regarding major trends in the economy,
the deficit in the balance of payments will remain Israel's major economic problem

in the years to come.

In spite of the expected fast growth of exports, the current non-military deficit is
forecast to grow in 1981 and 1982, level off in 1983, and start to decline only in
1984, In order to finance these deficits, Israel will have to continue borrowing
heavily, thus increasing the already heavy burden of debt service.

As a result of policy measures taken, the non-military deficit in constant prices

is expected to decline already in 1980, by about $1.2 billion. A further decline

in the deficit of about $1. 3 billion in constant prices is forecast for the period
1981-1984, Unfortunately, the considerable decline in the deficit in constant prices
is reflected in a decline in the deficit measured in current prices only after 1982,




B. Economic Prospects

The forecasts presented in this paper assume the continuation of a relatively low
level of economic activity, during the entire 1980-1984 period, as a result of a

persistent and restrictive fiscal and monetary policy.

In the five -year period 1980-1984, a cumulative decline in per capita private
consumption of about 7 per cent is assumed. Per capita consumption is forecast

to start to increase slightly only in 1984,

Investment is forecast to decline in the years 1980-1981 by 16 and 5 per cent,
respectively, and to start to grow moderately beginning in 1982,

Total domestic defense expenditure is forecast to increase considerably in the
years 1980-1982 at an average annual rate of about 5 per cent. This development
is wholly due to the increase in the redeployment expenditure. Beginning in 1983,
a gradual decline in domestic redeployment expenditure is expected. As a result,
total domestic military expenditure will decline.

It is assumed that there will be no growth in domestic public consumption, either
military or civilian, during the period under review, excluding expenditure on

redeployment.

The only sector expected to grow considerably during the whole period is the

export sector. The increase of exports is forecast to accelerate gradually in real
terms during this period from 8 per cent in 1980 up to 11.5 per cent in 1984, As

a consequence, about 75 per cent of the addition to resources is expected to be
directed to exports during this period. Thus, the share of exports in total resources
(excluding military imports) will increase to 40 per cent in 1984, as compared to

29 per cent in 1979,

The Gross National Product is forecast to increase during the period under review
by a moderate annual average rate of about 3.5 per cent.

In 1981 ,. the annual growth rate will be about one per cent, increasing to 4.5 per
cent in 1984, This rate is still much below capacity, considering an expected

population growth of about 2. 5 per cent per annum, and the goal of a 4-5 per cent
annual increase in productivity.
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The low growth rate is expected to be accompanied by a trend of increasing
unemployment, a process which has already started in 1980, It is assumed that

the persistent slowdown in economiec activity will result in an increase in open
unemployment rather than in hidden unemployment, as was the case in the slowdown
of 1975-1977. Due to the restrictive monetary policy and expectations for slack
domestic demand, it will probably be most difficult to pass on the cost . of hidden

unemployment to the consumer.

The slack in the labor market will play a major role in bringing about the desired
restructuring of the economy, moving workers from uncompetitive and shrinking
industries to export industries and to industries which are economically substitut-
ing for imports. Such trends in employment, while playing a positive role in
restructuring the economy, will ereate considerable social difficulty.

C. Non-Military Imports

The import forecasts used in this paper are based on the assumption of a moderate
increase in the GNP and In local demand. Nevertheless, total non-military
imports are forecast to increase faster than GNP, at an average annual rate of

7 per cent.

The high rate of increase in imports results mostly from the restructuring of the
. economy, increasing the weight of exports in economic activity. As exports have
a higher than average import component, the increase in the weight of exports
results in an acceleration of Imports. Interest payments on the forelgn debt will
comprise 62 per cent of the non-military deficit in 1982, and 72 per cent in 1984,

This forecast assumes a slowdown In world inflation, and a decline in the rate of
increase of import prices from 15 per cent in 1981 to 9 per cent in 1984, (See
appendix 6)

D, 0Oil Imports

This forecast assumes the continuation of conservation measures, primarily
through the raising of the prices of oil products at a faster rate than the rate of
inflation, and the introduction of coal. By 1984, 50 per cent of electricity and




- 38 -

20 per cent of total energy is planned to be derived from coal. The substitution
of coal for oil is expected to save some $1. 2 billion during the years 1981-1984
$550 million in 1984 alone. This forecast assumes a moderate increase in oil
prices, exceeding only slightly (3-5 per cent) the average rise in the general

price level.

E. Exports

Optimistic assumptions were made regarding the increase in exports during 1981~
1984. The real rate of increase in exports is expected to accelerate from an
estimated 8 per cent in 1980 up to 11,5 per cent for 1984, The main contribution
to the increase in exports is to come from manufacturing industries (execluding
diamonds) whose exports are expected to increase at an average annual rate of
about 18 per cent in real terms. (See appendix 6)

The rapid increase in industrial exports will demand the development of new
products, new markets and new marketing techniques. To achieve these ambit-
ious targets, Israel will have to overcome trade barriers and to develop new

outlets for Israeli exports in the United States, which is a major potential market.

The increase of exports will be made possible by low competing local demand,
and the availability of labor and other factors of production. It is also assumed
that the profitability of exports will be maintained or even increased.

By 1984, total exports of goods and services are forecast to have reached $23
billion and will have increased three-fold in nominal terms in the six-year period
1979-1984. Exports will finance 90 per cent of non-military imports in 1984,

as compared to 75 per cent in 1979, The forecast assumes a gradual slowdown

in the increase of export prices from 13 per cent in 1981 to 8 per cent in 1984,

F. Capital Imports (excluding United States aid)

This paper assumes that gross capital imports will increase from $2, 5 billion in
1979 to $3.1 billion in 1982 and to $3. 3 billion in 1984, It is further assumed
that capital imports from conventional sources will increase in future years, even

though several components of capital imports have shown a reverse trend in

recent years.
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Unilateral transfers are forecast to grow from $1.4 billion in 1979 to $1.5

billion in 1982 and $1.6 billion in 1984, primarily the result of an increase in
institutional and private transfers. Restitutions from Germany are expected to
remain constant during this period. The share of unilateral transfers in total
gross capital imports will decline from 56 per cent in 1979 to 48 per cent in 1984,

Long and medium~-term loans are expected to increase from $950 million in 1979
to about $1.5 billion in 1984, and will comprise 44 per cent of gross capital imports
in 1984, as compared to 39 per cent in 1979.

[nvestments from abroad are expected to double during the period under review,
amounting to 8 per cent of gross capital imports by the end of the period.

Net capital imports other than aid (after repayments on capital maturities) are
forecast to Increase from $1,3 billion in 1979 to $1.9 billion in 1984, This
increase will not suffice to cover the non-military current deficit, and further
financing will be required. (See appendix 7)

G. The Burden of External Debt

The need to finance a large share of the current deficit over a period of several
years by borrowing caused an accumulation of a very large foreign debt. A major
part of the debt originated from the need to finance direct and indirect military
imports. Were it not for the large amount of foreign exchange needed for the debt
service, Israel would be close to Independence from United States capital ald.

According to updated atatlsﬂcsr the total outstanding debtat the end of 1879 amounted
to $15. 6 billlon. Total outstanding debt is forecast to increase during the years
1980~-1984 by $6 billion, to amount to $21 billion at the end of 1982 and to $23.5
billion at the end of 1984, (See appendix 8)

*  After the liberalization of foreign exchange control, difficulties appeared in
tracing private sector capital movements. Present estimates for 1979 should
be regarded as temporary.
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Per capita debt is estimated to increase from $4,060 in 1979 to $5,100 in 1982
to $5,440 in 19584, by far the highest per capita debt among industrial or develop-

ing countries.

The annual debt service is estimated to amount to $2. 7 billion in 1980, of which
$1.6 hillion are interest payments and $1.1 billion are principal maturities. The
debt service surpasses total military and economic aid received in this year.

In 1982, total debt service is forecast to amount to $3.1 billion and will remain
at the same level up to 1984. The large principal repayment schedule, resulting
from the intensive borrowing from the USG after the Yom Kippur War, will begin
to be reflected slightly in the debt service only in 1984, and will grow in the
years thereafter.

Total debt service will amount in 1980 to 94 per cent of the total value added of
commodity exports. This ratio will decline to 45 per cent in 1984, as a result of
the fast increase in exports. (See appendix 9)

Outstanding debt to the USG at the end of 1979 amounted to $5. 4 billion. It is
estimated that it will amount to $9. 7 billion at the end of 1982 and $11. 5 billion

at the end of 1984, Total debt service to the USG amounted to $540 million in 1979,
It is estimated to amount to $700 million in 1982 and to $900 milllon in 1984, (See
appendix 8)

H. The Financing Requirements for the Non-Military Balance of Payments

The non~military financing requirements are calculated by deducting the foreign
exchange funds available from exports, conventional capital imports and aid funds

approved, (or in the process of approval) from the total foreign exchange required
to finance non-military imports and capital maturities.

It is assumed that in the years 1980-1984 the level of foreign exchange reserves
will be maintained on the level of the end of 1979. Another assumption made is
that in the years 1982-1984, there will be no change in short-term borrowing,
following a $590 million increase in 1981. The assumption of maintaining reserves
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at the level of the end of 1979, in the face of increasing imports means a gradual
worsening of the reserves-imports ratio. Reserves will suffice to cover only

7 weeks of non-military imports in 1982 and only 5 weeks in 1984, as compared
to 11 weeks in 1979,

In 1980 and 1981, a financing gap in the non-military account of $170 million and
$590 million, respectively, will exist after utilization of approved aid funds. It
is assumed that the financing gap in these two years will be covered by additional
short-term borrowing,

Total non-military financing requirements in 1982 are estimated to amount to
about $1. 2 billion. This estimate assumes the utilization of about $400 million
from special aid funds for redeployment.

It is noteworthy that the updated estimate of the non-military financing requirements
for 1982 presented in this paper is lower by $250 million than the estimate presented
in last year's aid request. This more optimistic estimate was made possible by

the better than expected results in the current account in 1980, following the

restrictive policy measures implemented last year.

Any part of the financing requirements for 1982-1984 not covered by aid will have
to be covered either by drawing on Israel's reserves or by an additional increase
in its short-term borrowing. A decline in reserves will mean a further worsening
of the reserves-imports ratio. Additional short-term borrowing will worsen the
debt structure and jeopardize Israel's standing in capital markets.

Solving the problem of the shortage of foreign exchange by reducing economic activity
below the current low level and the assumed low level in future years is not a

viable alternative. It would create mass unemployment over and above the large
unemployment caused by the slow activity already assumed in the forecast.




APPENDIX 1 Financing Requirements for Military
Procurement in the U.5.
: (not including "Ramen")
(millions of U.S. dollars, American fiscal year)

1980 1981 1982 1983 1984 Total
I. Einancing Reguirements ss1 1,669 1,518 1,686 1,53 62759
1. Signed Transactions as of 31.3.79 466 1,408 635 42 - 2,551
a, F.M.S5. 244 1,143 461 - - 1,828
b. Commercial 2432 265 174 42 - 723
2. New Transactions (1) 85 261 883 1,444 1,535 4,208
a. Major items - 5 313 684 661 1,663
b. Aircraft transactions(F-15/16/18) - - 3 66 220 289
¢, Follow-on Support 85 256 567 694 654 2,256
I1. Resources Available as of 31.3.80 —iif L400 () .= e~ - 1,648
III. Financing Requirements before aid P
for_1982:1984 (22303 (20269 (1318 ()1.AB6  (LSI ()3
IV. Drawing on future aid (4) + 303 + 269 -- - - + 572
V. Financing needed to cover past gap (3) - - (-) 182 (-) 214 (-} 176 - 572
VI. Total Financing Reguirements S remezz £221,700 (01,700 (2lald {=25,111_

L

. Financing requirements for new transactions planned to be signed after 31.3.80 and until 30.9.84.
Including $57 million paid for Ramon from regular aid.

Not yet approved.

To be drawn on unutilized Ramon funds.
To cover gaps in Ramon funds used to cover 1980-1981 ragular financing requirements.
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APPENDIX 2 Redeployment Expenditure on Imports and Local Activity

===

(Current prices, millions of U.S. Dollars)

Total Direct Import Total Indirect Import Total Direct
Expendi- Component Direct Local Ex- Component Indirect and Indirect
tures (percent) Imports penditures {percent) Imports Imports
(1) (2) (3=1+2) (4=1-3) (5) (6=4x5) (7=3+6)
1. Imports of Special
Equipment 706 100.0 706 - = = 706
2. Total Construction 3,736 25.1 936 2,800 30.0 B472 1,778
thereof: Airfields 1,040 90.0 936 104 30.0 iz 968
Other 2,696 - - 2,696 0.0 810 810
1+2=3. Total Expenditure 4,442 _31.0 1,642 2,800 309 841 2,484




APPENDIX 3 Direct and Indirect Imports for Redeployment
and Utilization of Special Aid Funds
1979 - 1985
(Current prices, calendar years, millioms of dollars)

Utilization of Special Aid

Direct Imports Indirect Total Direct and Total thereof

for

Total Equipment Airfields Imports Indirect Imports Grant Loans

(1) (2) (3) (4) (5=1+4) (6=7+8) (7 (8)
1979 157 45 112 54 211 170 112 58
1980 404 69 335 101 505 B24 a3is 489
1981 395 77 318 116 511 711 318 393
1982 268 120 148 180 448 684 35 649
1983 203 180 23 161 364 396 - 396
1984 155 155 - 135 290 155 - 155
1985 60 60 - a5 155 60 - 60
TOTAL .64 106 936 842 2,484 3,000 800 2,200




APPENDIX 4 Foreign Exchange Expenditure Related to Redeployment (1)
(Current prices, calendar years, millions of U. S. Dollars)
o tal
IEREREa .
1979 1980 1981 1982 1983 1984 1985 1979 - 1985
l. Import of Special Equipment 45 69 77 120 180 155 60 706
2. Direct Tmports for Airfields 112 335 318 148 23 - - 936
1+2=3. Total Direct Imports 157 404 395 268 2013 155 A0 1,642
4. Indirect Imports®Z’ 54 101 116 180 161 135 95 842
3+4=5. Total Direct and Indirect Imports 211 505 511 448 364 290 155 2,484
6. Interest payments on special aid for
Redeployment (3) 10 25 65 110 150 170 175 705
5+6=7. Total Foreign Exchange Expenditure
Related to Redeployment ... 22 330 376 358 514 460 330 3,189

I e

(1) According to the original planning presented at the end of 1979.

(2) Does not include imports originating from increased activity resulting from redeployment.

(3) Assuming an average interest rate of 8 percent.
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APPENDIX 5 ' Foreign Exchange Expenditure Related to Defense

(Current prices, calendar years, millions of U.S. dollars)

1980 1981 1982 1983 19

1. Payments on direct impurtatl] (excl. redeployment) 1,614 1,932 1,810 1,798 1,851

2. Payments ou direct imports for redeployment >’ 404 395 268 203 155

14+2=3. Total Payments on Direct Defense Imports 2,018 2,327 2,078 2,001 2,006

4. Indirect defense imports (excl. redeployment) 540 630 720 800 875

5. Indirect imports for redeplnymentiz) 100 115 180 160 135

4+5=6. Total Indirect Imports 40 745 9 60 1,010

346=7. Total Payments on Direct and Indirect Defense Imports 2,658 2,012 2,218  2.961  .018
8. Interest Payments on Defense loans (including

loans_for_redeployment) e 355 450 555 645 695

748=0  Total Foreign Exchange Expenditure related to Defense 2,013 3,322  3.333 2608 27U

(1) Including self-financed imports, and financial adjustments.
{2) See Appendix 4.
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PENDIX (4] 2 The Current Account in Balance of Payments (1)

1979 and Forecast 1980 - 1984

(Current prices, calendar years, millicns of dollars)

1979 1980 1981 1982 183 1984

1. HNon-military imports of goods and services 10,995 12,800 15,405 18,530 21,870 . 25,580
Percentage Increase: Nominal 16 20 20 18 17
Real =5 5 7 7 7

Out of total imports:
01l 1,337 2,350 2,685 3,185 3,755 4,380
2. Exports of goods and services 8,400 10,350 12,805 15,705 19,090 23,195
Percentage Increase: Nominal 23 24 23 21.5 21.5
Real 8 9.5 10.5 11 1.5
1-2=3. HNon-military deficit 2,595 2,450 2,600 2,825 2,780 2,385
4. Direct military imports 1,158 1,895 2,245 1,697 1,419 1,560
3tizd. . Current Deflcit 32133 42343 8,843 42322 5,132 3,243
Current deficit in fixed 1979 prices 3,753 2,845 2,585 1,815 1,165 655
Non-military deficit in fixed 1979 prices 2,595 1,330 1,065 830 455 -15

(1) FRounded figures






ALLEOLLA 1 set Caplictal Imports Excluding United States Aid

(Current prices, calendar years, millions of dollars)

1979 1980 1981 1982 1983 1984
1. Gross Capital Imports 2,460 2,675 2,960 3,075 3,230 3,305
Unilateral transfers 1,380 1,425 1,470 1,505 1,540 1,585
Gross foreign investments 129 140 170 200 230 270
Israel Bonds 410 425 450 480 510 560
Other medium- and long-term loans 541 685 870 890 950 890
2. Medium- and long-term debt maturities 893 1,100 1,550 1,400 1,350 1,250
3. Repatriation of investments 231 250 200 200 200 200
4. Net Capital Imports {l}(Excluding
United States Ald) - L33 L3285 L2100 L4725 1,680 1,855
Memo items: (as of end of year)
Total foreign exchange debt 15,552 17,370 19,490 20,915 22,265 23,310
Net Bank of Israel foreign exchange
raserves 2,570 2,570 2,570 2,570 2,570 2,570
Weeks of non-military imports .
equivalent of reserves 12 10 9 7 6 5

(1) Not including change in reserves and other short-term movements



APPENDIX 8 Forecast of Israel's Foreign Debt Service
EEEEE
1979 - 1984

(millions of U.S5. dollars)

1979 1980 1981 1982
Qutstanding Foreign Debts 15,552 17,370 19,490 20,915
thereof: to U.S5. Government 5,423 6,850 8,410 9,690
thereof: on defense loans 3,966 4,740 5,750 6,235
Principal Maturities 893 1,100 1,550 1,400
therecof: to U.5. Government 203 214 204 175
thereof: on defense loans 180 185 175 146
Interest Payments on long and medium-term loans 991 1,175 1,270 1,385
thereof: to U.S. Government 340 390 495 515
thereof: on defense loans 302 355 450 460
Interest Payments on short-term loans 245 415 350 350
Total Interest Payments 1,236 1,590 1,620 1,735
Total Debt Service 2,129 2,690 3,170 3,135
thereof: to U.S5. Government 543 604 699 690
thereof: on defense loans 482 540 625 606
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AFEEEELE_E Main Indicators of External Debt Burden
1970 - 1984

1970 1973 1977 1979 1980 1981 1982 1983 1984 |

l. Total Debt
(in millions of U.S5. dollars) 2,622 5,093 11,107 15,552 17,370 19,490 20,915 22,265 23,310

2. Total debt service

(in millions of U.S. dollars) 451 745 1,385 2,129 2,690 3,170 3,135 3,105 3,060
3. Per capita debt (U.S. dollars) 875 1,550 3,075 4,060 4,430 4,860 5,100 5,310 3,440
4. Debt as percentage of GNP 49 57 81 94 B4#* B1# 75% B7* B5*

5. Principal maturities as
percentage of gross capital
imports 20 12 21 20 19 25 23 22 23

6. Interest payments as
percentage of non-military
deficit 24 23 49 48 65 62 61 63 76

7. Total debt service as
percentage of value added
of exports of commodities 113 112 88 94 94 a5 68 iﬁ 45

8. Total debt service as
percentage of United States
total Aid . 63 85 107 152 157 e -

(*) 1979 constant prices.



