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TALKING POINTS 

To be provided following the 

Tuesday, September 8, briefing 

of the President. 
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(Elliott/TD) September 4, 1981 

ARRIVAL REMARKS: PRIME MINISTER BEGIN OF ISRAEL 
SEPTEMBER 9, 1981 

Prime Minister Begin, on behalf of the American people, 

Nancy and I are honored and delighted to welcome you and all 

those accompanying you. We are proud to stand beside you 

this morning, joining a tradition of hospitality for Israel 

observed by our Presidents for more than three decades. 

Your visit is testimony to the warm friendships, mutual 

respect and shared values that bind our peoples. 

Today and tomorrow we will have the opportunity to 

meet, to come to know each other, and to discuss in detail 

-the vital issues of peace and security that concern both our 

countries. I welcome this chance to further strengthen the 

unbreakable ties between the United States and Israel, and 

to assure you of our commitment to Israel's security and 

well-being. 

Israel and America may be thousands of miles apart, but 

we are philosophical neighbors, sharing a strong commitment 

to democracy and the rule of law. What we hold in common 

are the bonds 6f trust and friendship, the qualities that in 

our eyes make Israel a great nation. No people have fought 

longer, struggled harder or sacrificed more in order to 

survive, to grow and to live in freedom. 

The United States and Israel share similar beginnings 

as nations of immigrants yearning to live in freedom, and to 

fulfill the hopes of their forefathers. Americans and 

Israelis alike have sought to establish societies of law, to 

live in peace and to develop to the fullest extent the 
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potential of our lands. We share a devotion to democratic 

institutions responsive to the wills of our citizens. Our 

peoples embrace common ideals of self-improvement through 

hard work and individual initiative. Together we seek. peace 

for all people; in partnership we are determined to defend 

liberty and safeguard the security of our citizens. 

We know Israelis live in constant peril. But Israel 

will have our help. She will remain strong and secure. And 

her special character of spirit, genius and faith will 

prevail. 

The prophet Ezekiel spoke of a new age when the "land 

that was desolate has become like the garden of Eden; and 

the waste and ... ruined cities are now inhabited. 

We saw how miraculously you transformed and made the 

desert bloom. We see how, everyday, despite the dangers, 

your families continue working together, to build a better 

place to live and prosper in peace and freedom. 

Our dream, our challenge, and yes our mission is to 

make the Golden Age of peace, prosperity and brotherhood a 

living reality in all countries of the Middle East. 

Let us remember that whether we be Christian, or Jew, 

or Moslem, we are all the children of Abraham; we are all 

children of the same God. 

II 

Mr. Prime Minister, you come at a time of testing and a 

time of hope. The challenges we face are formidable. The 

forces of aggression, lawlessness and tyranny are intent on 

exploiting weakness. They seek to undo the work of generations 
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of our peoples. Yet there is hope. We are fully aware of 

their designs -- and we are determined to oppose them. 

Working with all our friends in the Middle East we seek to 

reinforce the security of the region as a whole. As we 

consult together about the problems of security in the 

Middle East you may rest assured that the security of Israel 

is a principal objective of this Administration, and that we 

regard Israel as an ally in our search for regional peace 

and stability. 

Equally important in our discussions during your visit 

is the commitment of our two countries to advance the cause 

of peace in the Middle East. Mr. Prime Minister, your 

strong leadership, great imagination and skilled statesmanship 

have been indispensable in reaching the milestones of the 

past few years on the road towards a just and durable peace 

in the Middle East. 

Mr. Prime Minister, the skill and dedication to peace 

of you and the members of your coalition have earned our 

respect and admiration. 

make peace with Egypt. 

Many cynics said Israel would never 

But you did. Then they said you 

would not honor your commitment to return the Sinai to 

Egypt. But you have. Now they say you cannot go forward to 

work out a just and durable peace with all your neighbors. 

But we know you will. 

I look forward to receiving the benefit of your views 

and advice on the great tasks that remain before us. I am 

confident that the United States and Israel will continue 
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their close partnership as difficult negotiations toward 

peace are pursued. 

Let me also thank you Mr. Prime Minister for helping 

our special ambassador, Philip Habib, to arrange a cessation 

of hostilities across your border with Lebanon. Still 

another considered step for peace, one well-taken. 

Prime Minister Begin, I know your entire life has been 

dedicated to the security and well-being of your people. It 

was not always easy. From your earliest days you were 

acquainted with hunger and sorrow. But as you have written, 

you rarely wept. On one occasion you did. The night when 

your beloved State of Israel was proclaimed. You cried that 

night you said, because: 

"Truly, there are tears of salvation ... as well as 

tears of grief." 

Well, with the help of God, and us working together, 

perhaps one day for all people in the _Middle East, there 

will be no more tears of grief ... only tears of salvation. 

Shalom, Shalom. To him that is far off and to him that 

is near. And again Mr. Prime Minister, welcome to America . 



(Elliott/TD) September 4, 1981 

STATE DINNER TOAST: PRIME MINISTER BEGIN OF ISRAEL 
SEPTEMBER 9, 1981 

Prime Minister Begin, it is a genuine pleasure to 

welcome you to the White House this evening. I should say 

welcome you back, because the Prime Minister is no stranger 

to this room. I even have the funny feeling he may have 

dined here more often than I have. Be that as it may, once 

again he is an honored guest, but this time Nancy and I have 

the privilege and we're just delighted. 

I'm not sure whether you saw it or not, Mr. Prime 

Minister, but in the play "Fiddler on the Roof," one of the 

townspeople asked the rabbi if he had a proper blessing for 

the Czar. 

And the rabbi answered, "Why of course: May God bless 

and keep . the Czar . . . far away .from us." 

Well, Prime Minister Begin, as you know, the Jewish 

people have never been far away from .sorrow and oppression 

during their long and troubled history. Now I don't believe 

your own influence on Jewish history goes as far back as the 

time of the Czars. Not, you understand, that there would be 

anything wrong with that. You'll hear no criticism of age 

tolerated in this house. 

Lately I've been heartened to remember that Moses was 

80 when God commissioned .him £or -:public service, ana he 

livea to he i20. And Abraham was ioo and his wi~e .Sarah 90 

when they did something truly amazing. And he ·survived to 

be .175. So my heavens Mr. Prime Minister, we haven't ·even 

hit full-stride yet! 
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But to be serious a moment, after our conversations 

today -- very warm and productive -- I am more convinced 

than ever that we are on the right road. That we really can 

draw closer to that Golden Age of peace, prosperity and 

brotherhood. And the reason I think is clear: Providence 

has blessed us at this critical time with two leaders -- one 

in Israel, one in Egypt -- uniquely capable of the great 

decisions required. 

Prime Minister Begin, I remember reading in your book 

"White Nights," how as a young man, being held inside Soviet 

prisons, you longed to return with your people to the Middle 

East. Even then you told your captors there would be plenty 

of room" ... for the Arabs, for millions of Jews, and for 

peace. 11 And you've been working ever since to make that. 

dream come true: 

Though trained as a lawyer, you passed up the quiet 

life of a private attorney. From your earliest days, the 

spirit of freedom burned within you, leading you to make 

great personal sacrifices for the Jewish people; 

As a political inmate in those Soviet dungeons, you 

learned the horrors of totalitarian abuse. You £ought 

against Hitler. And you ,spent your early adult years helping 

create a haven £or your peop1e in a new Israe1i 

Devoted to democratic traditions, _you .served .as leader 

of your country's loya1 opposition £or nearly thirty years; 

Consistent in your ·views and skillful in presenting 

them, you were elected the leader of a .free people_, who 
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recently reaffirmed their esteem for you; 

Called as a peacemaker, you boldly seized the opportunity 

for peace with Egypt and skillfully pursued it to a successful 

conclusion. 

Mr. Prime Minister, the commitment you are making is a 

commitment to future generations. 

In the Talmud there is a story about a man named Honi. 

One day he was walking along and he saw an old man planting 

carob trees. It is said that the carob tree does not produce 

fruit for 70 years. Honi commented to the old man: Certainly 

you don't expect to see the fruit from this tree. And the 

old man answered: I came into this world and people had 

planted trees for me. And I am planting for those who will 

come after me. 

Thank you, Mr. Prime Minister, for planting these seeds 

of peace. Ladies and gentlemen I ask you to join me in a 

toast to Prime Minister Begin and our friends the Israeli 

people. And if I may refer to that rabbi from "Fiddler on 

the Roof" one more time: May the good Lord bless you and 

keep you . always close to us. 



(Elliott/TD) September 4, 1981 

DEPARTURE REMARKS: PRIME MINISTER BEGIN OF ISRAEL 
SEPTEMBER 10, 1981 

Mr. Prime Minister, we have had two days of friendly, 

useful, and productive talks. I am greatly encouraged by 

the common purpose I have sensed throughout our discussions, 

and especially pleased by the friendship and complete candor 

that has developed between us from the very outset of our 

meetings. Your views have been invaluable, and your grasp 

of the issues that concern us is truly impressive . 

. we have made progress in charting the course we will be 

following in the peace process in the months ahead. We will 

work together to -maintain the peace concluded between Israel 

and Egypt, and to build on that peace and broaden it. The 

United States stands ready to help advance the peace process 

in any way that is useful to the parties concerned. 

In our discussions about the strategic situation in the 

Middle East, it is only natural we have found much common 

ground. As friends and as partners in peace, we share a 

determination . . to oppose all forces that threaten the freedom, 

integrity, and peace of our nations. The United States . will 

remain committed to Israel's security and well-being. We 

will work together with you and with our other friends in 

·the region to counter Soviet aggression and to strengthen 

·the -security ,of all .countries in the area . 

. Mr. Prime Minister, this is the :first of what I know 

will be many ·warm and productive meetings between us. I am 

delighted to have had this opportunity to come to know you 

and to discuss the partnership between our two countries. 
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Through our conversations, I believe we have created new 

bonds or understanding between the United States and Israel, 

and renewed and strengthened our special relationship. 

I wish you a very pleasant stay in the United States 

and a safe return to Israel . 
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THE -WHITE HOUSE 

. WASHINGTON 

September 8, 1981 

.MEMORANDUM FOR EDWIN MEESE, III 
counsellor ,to the President 

FROM: 

JAMES A . • BAKER, III 
Chief of Staff and Assistant 
to :the President 

MICHAEL · :K. DEAVER 
Deputy Chief of Staff and 
Assist~nt to the President 

RICHARD V . . AL~N~ · 

SUBJECT: Begin Visit -- Additional Briefing 
Papers 

Attached at Tab A are five briefing papers which were 
delivered to NSC over the weekend from State concern
ing the Begin visit. I have prepared a memorandum 
for the.d?;X"~s i dem.~~u~n:~s.~1$~1;.~!=;-:.r .~aq•.:-.the two· 
memoranda on settl-emer:d:s: ~~ ·'occ\1pied. territories. 
I suggest ·:we hold the other three on the Israeli 
economy, additional-: reqµ.~_sts for ~-""'.i& follow-on 
aircraft, and possible action -~ gain-st Israel at the 
upcoming IAEA meeting and· :h.~v-~ ~tlle.l!l ·~§ty ail:~bie if the 
subject comes up a:t 't;oq.at.' .s --_b,:t" j,,efings. 

cc : 
l 

Richard G. Dannao/. 
/ 
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• situation,.. joined w±.th::. a:. -more recent mix. of s.ecuri.ty ... 
concerns; and. religous,.;..nat.ionaiistic fervor,, has pro-· 
duced a resul.t whereby support for settlements: cuts, 
across: po Ii.ti.cal party lines. 

Alme.st immediately after the Six-day War in 1967, 
the Labor government began. establishing settlements 
on the. high ground overlooking the Jordan valley and 
in: the Valley itself. Many Arabs left this f ·arming 
area duri.ng the war and additional Arabs were encouraged 
t~ leave thereafter; this provided room for what were 
initially para:-militai::y settlements bu-t;:.. are now almost 
all ci.vilian. Labor governments,: motivated chiefly 
by security ·concerns and spurred on by politically 
powerful settlement organizations,. continued to pursue 
a:n ambitious settlement program through 1976. Settle
ment activity during this period was primarily focused 
on the Jordan Valley~ the vicinity of Jerusalem and 
the relatively less populated portions of the occupied 
terri.tories (about 30-40%. of the total) which Labor 
env±sioned retaining in any peace agreement with the 
Arabs,. 

rrniike Labor governments-, Begin" s LikucI, and 
particularly its religious. allies, are ideologically 
committed to retaining all of the West Bank .. Their 
motivation springs more from nationalistic or re-ligious
hf.s.torical reasons rather than from reasons of security -
although. security remains a. factor . in some mindsr particu~ 
larly Defense Minister Sharon1·s .,. arid is often advanced 
in: fendinq off. criticism. The tikud leadership has not 
been as · concerned as that o·f Labor with the long-term 
demographic implications of eventually absorbing such 
a large Arab population. Some extremistsr in fact, 
hope that eventually many of the- Palestinians living 
thera will leave. 

Begin!s deep-seated commitment to the historic 
conc"ept of rest:>nng the "Land of Israel" to the Jewish 
people has guided his government's policy of establishing 
settlements and a supporting infrastructure throughout 
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•• .-l?al!a~tfrr:f'am. autonomous area~_~an~: the.cebyr .ta render ict v±.rtual1.y- • ~ ; 
__ --.. , fmBossibI:et- :f'ar:.·an.r future·· go,reomienE to, g:J:.ve: . up:. West Bank .. 

-_ - -·~ ,:_~ ~:=~1!,=~~= ~!~;-::!.~~=: :;_: ~: ; ~~::~~:,): :'.·~~;~~~~t;:;lf)~q~:::-~t*Z~~;;;;:·· 
• ~ . ;: ·_::'~: .. DW::zn$' the past: ·four yem:s~.-the ·Likucf go~nmen.t increased.. • _- . 

the number of: Wes€ Bank se€tlements. by over ISO%.. cw:rently,. :_:·. :..~: 
1 

by Israel:' s ~ figures. there- a-re. as:: west Bank settlements;. ( exc.lud-
inc; those in. the expanded boraers 0:e. Jernsa-leml- ei.ther completed 
or under construction, compared. wi.th: 3:3: when Begin: first became 
Prime Minister in 1977.. Approximately 1.4,.200 settlers live on 
the West Bank~ this is excl.u_si.ve of East Jerusalent and its 
immediate envir ons, where- an addi.tional 90,000 Israelis now live. 

. The man responsible for t:mp,lementing- the Likud settlement 
program under the- first Begin government was Arik Sharon, th.en 
Minister of Agri_cul.ture but now Defense Minister (with direct 
responsibility for the occup-ied:. territories}. Sharon has told 
the Egy.ptians. at the Alexandria Summit that the grid of 85 
settlements he had been hoping· to install was now. finished_ 

- He: suggested that additional new- settlements wo.uld not be 
established- • There is no reason ta be confident that this 
will be the case, however, in view of the political pressure 
that will continue to be brought on behal£- of further new 
settlements: and· the new coali tiorr agreement which cal.Is· for 
continued establ,ishment of . new· settl_ements. .. In any case ,. the 
fact remains that the new. government . can significantly· add to _the 
Jewish population on:. the- West Bank ·Sy o.ffering heavily' sub
sidized apartments- in la.1:ge urban .settlements al.J::eady under 
constructi.on. and: due- for comple:fon • next -year ... 

The Israeli. authorities- now·, through settlements and military 
areas, control about one-third of all West Bank land. 
Palestinians both. inside and outside.. of the occupied territories 
view continued settlement activity as-a clear sign that rsrae.l 
intends to- hold· on to- the territories and . will not. negotiate,: 
an agreement. which. provides. for any meaningfuL ·autonomy. . 
Moreover ,,. they question. the- legality o.f the; -means, by which Israel 
has acquired. land for settlements- as well:.-. as the legality 
of. the settlements: themselves- . I .t will . be extr~ely difficult 
toget Palestinians to take seriousiy an autonomy agreement. that 
does not halt new settlement activity, including expansion -of 
the territory or substantiaL increase of the population of 
existing settlements· .. 

Tlle Arabs. also charge that rsraelisettlements are depriving 
Arab-. villages of. their traditional share of scarce 
water resources. They can observe settlemepts, especially in 
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- foii"Israeli.s.,. and Ectlestirn: Arabs· alike,. botli oE whom, see. --::·.- ~? ~~1 
the outcome. as. large.ly detennrng;. who. wilI exerci.se- ul.ti.mate _ · :~.-· '.· I 
control: over the West Bank and. Gaza-_. • '-- • ••• 1 
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,,- . . :·, < -~,:;~~.The. West Bank ana. ·Gaza: together are- about the size of 
• .. Veimon.t and contain almost L-2: mil.I.ion Paiestini~ Arab 

inhabitants- - Occupied. by· :tsraeL in. l.967, these· territories 
and their ul..timate disposi.tion. are at the heart of· the Arab
Israeli dispute-

Israelis hold a wide ~ectrurri of views on their ultimate 
status: from a small minority willing to return the entire 
area 1.n exchange for peace to many others who for religio.us, 
nationalist,. histo.ric or security reasons would annex the 
entire area and even to a few extreme radicals who encourage 
the Arab population to emigrate. The Labor Party which led 

• every Israeli government until the summer of 1977 envisioned 
keeping the Jordan Valley and areas around Jerusalem and 
widenin Israel's narrow waist, while turnin over the rest 

out 6 - 0% o e to area to Ara control-

However, since Begin's Likud Party took of.fice- in 1.977 
it has worked -- mainly through building settlements -- to 
make Labor's "territorial compromise" impossible to achieve. 
Begin and his colleagues view the West Bank as Israel's 
religious and.historic patrimony .... never to be given up. A 
number of· them, and particularly De£ense Minister Sharon, 
al.so view the entire Wes.t Bank as a vital security threat to 
Israel. i£ it were to be _taken away from Israel '·s- control.. 
This comp-lex of jus.tifications explains Begin' s insistence 
on a concept of autonomy limited to administrative respon
sibilities for the Arab inhabitants and not applicable to 
the land itself. Begin's policy guidelines for his new 
coalition government include a declaration that, at the _ 
end of the five-year autonomy period called for in the Camp 
David Accords, Israel will "claim and act towards the im~le
mentation of this right of sovereignty over Judea, Samaria 
and the Gaza Strip." 

The present Begin government will not be around to 
implement this policy five or more years hence assuming 
autonomy is agreed and implemented. Nevertheless, Begin _ 
and Sharon have worked for some time to createconditionswbich 
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. ... ,conversely·,.... to ensw:e that no · successor government. w e- e. · .: .,; .·.::~;.~~ 
. ;-~:. · to-- retm:n tl:re- terz:i.tories.,. even. -in retm:n . for peace.,. wi.thout • • -· - ,.~;:;,;:~~--ff,;~~ 

..__1-.:__ f:f. liti' _, I .:.x= T.T:::'i'F . . , . .. ,-..,~ . • •.-,,,;,_ •• ,,-•:r,•,-.~ , • ~u.~q· 0 a- gra:.ve po Ca.... CI:l.~~. m::::.-. .. over- a year, agp _ ··: .~'·-:.· -,:~·-•.,--;·,,;~~ 
Sharon. told Ambassador: Linowi.tz: that Israel. would estah:J ish an ·• ;_ -< ::;~4:..'. .• :.':: 
infrastJ:uC't:nre! of &5: se:ttl.ements . in. the · West Bank- · During; • the · •• -·.<{::.::;~,· 
recent Sadat-Begin S.ummi.t Sharon. sa±d that the 85th settlement • 
had been announced that day - His- intention now is to build the 
population in the existing settlements to make· it politically 
impossible for any· Israeli government to. agree to dismantle one 
of them or to place them under foreign control. 

In addition ta impl.anting settlements thro.ughout the West 
Bank,. inc:l.uding a few in densely populated areas,, the Begin 
government has carried on a form of slow integration in which 
Israeli law and civil administration are.gradually extended to the 
settlements and the West Bank's infrastructure and economy are 
increasingly integrated into that of Israel.. 

over the cow:se of the last eighteen. months, Israeli authori
ties instituted a crackdown on Palestinian political activity in 
the territories. Such activity had been increasing ever since 
municipal elections in 1976 brought to power a large number of 
nationalistic Pal.estjnians .. 

Sharon,. who as Defense Minister now has responsibility for 
governing the tel:ri.tories,. has .ordered an end to some of the more 
petty harassments- and restrictions involved in the crackdown. ... 
He .has done· this as: a•. precursor to opening a .. diaTogue with 
selected Palestinian officials in hopes of developing an alternate 
group of "leaders" more willing to cooperate ·than many of the 
elected mayors with the Israeli military gove1:Illllent -- either as 
direct employees or as material. benef~ciaties of it- Shan,n has, 
however., kept the l.ines open to the mayor:s. 

Sharon,.s puxpose i.s. to enhance the chances for implementing 
an autonomy agreement concluded with· Sadat prior to Israel •·s final 
withdrawal from Sinai in April. 1982,, after which many Israel.is 
believe Israel. will los.e: considerable negotiating leverage. The 
Egyptians have welcomed his. approach .. al. though they do not believe 
it goes far enough. Never:the.iess~,.- Sharon remains· among the finnest 
believers in Israeli: retention of fundamental control over all of 
the West Bank and Gaza while divesting Israel of most of its 
current administrat1:ve responsiE1.i1.ty for the day.-to-day functions 
of governing the Axa:b inhabitants ... 
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Thus. far none:-have been willing to cooperate. with. sucli an. .,:;,; ,.-i;:...:;-;.:·:~~¼~~~ 
effort, -whidi they -contiiiue to perceive as facili.tating- - ·::: ·• -'."'"·1~~'!~ 
eventual: Israeli annexation of the temtories.. The abnosphere- :.-·:.-~"'~,"'-
amen<;; the- Pal.est, n i ana rema, ns·. tense,. if superfic:ia.ll.y- -~{~-,~-, 
qui.eter,. than that prevailing:- before the crackdown.. Partially--
as a reaction to Israel's. previous hardl±ne West Bank. policies , 
support for the PLO is widespread and the influence of radical 
elements has gradually i.ncreaseq,particularly among the 
younger populace,. in a society which had been .. highly tradi.tional 
in i.ts socia.l out.look and quite conse:i::vative po.litica.l.ly .. 

. . ·;• 

.. .,• . -·. .· ~-_·, • .:;: .-. • ~ : · : •. :,.--: : •<: ::-.- ..-,-'- • 
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ISRAEL: Economic Situation and: Need for Stabiliz·ation 

C 

The Israeli -economy has never· recovered the - dynamism it had 

prior to the: 1973 war. · ( F1:om. 19 68-72, for example, real'. growth 

- averaged. 11. perce.nt each year~-} . It haa- expe1:ienced severe·. internal . 

and exte·rnal. disequilibria since· then:.· declining.- growth, ris·ing 

inf·lation and large current account deficits. To some- extent outside 

factors were, the- cause. Defense- expenditures and defense-related 

imports shot-up following . the war. The economy was subsequently 

buffeted by rising oil prices and there was a slowdown in the growth 

rate of Israelrs export markets. (LOU) 

The burden of the adjustment has been borne by private and 

public investment in plant and equipment, while there has been a 

shift of income from capital to labor. The ratio of gross fixed 

investment to GDP fell from 33% in 1973 to 22% in 1980. This has 
• led to growing demand pressures on a production°base that has 

failed -to expand qui.ckiy enough.. Consequently prices, which were 

rising around 30-40 percent per annum between 1974-77, catapulted 

to new plateaus, reaching 133 percent in 1980. (LOU) 

' Finance Minister Aridor's pre-election economic policies aggra-

vated an already deteriora~ing economic situation. The month-to-month 

rate. of increase in the price index has slowed. In May, the consumer 

price index - announced two weeks before election day - · rose at an 

annual rate of 48 percent, a dramatic drop from the 133 percent pace 

of 198 0. H·owever price deceleration was partly due to the delayed 

effect of earlier credit ti,ghtness, the reduction in purchase taxes 

and i ncreases in subsidies. Renewed inflationary pressures are 

I 
I 

.J 

I 



l .ikely· in. the latter: part. of'· l9al as . the· effects of· the monetary 

expansion associated with. the·· increased. budge.t deficit beg ins to 

be· felt.. Also,,. further increasesc, in the curre.nt acc.ount deficit 

can be: ex·pe:c.ted.. ( C) 

We! do.: not. have a reading;· on: the .. l.9-8'.l./a2:. b.udget de:Eicit, but 

• .the bud·g·et· is: expected to be. revamped. soon. • Over the ' past four 

years:, the budget def'icit to GNP ratio· has: ranged between 19 and· 

22 percent. Ln 1979/80, .about 72 percent of the deficit was fi-

. nanced by· foreign . borrowing and domestic bank borrowing-divided 

equa-lly. Meanwhile, imports of consumer durables s.timulated by 

pre-election tax cuts, and an estimated 40 percent increase in. 

military imports·,. will lead to a substantial increase in the cur

rent account deficit this year.. Treasury· .staff estimate that the 

current account deficit (before official transfers) wil1 be $3.5 

billion in l .981 compared to S2.3 billion in 1980. The 1981 current 

account deficit to GDP .ratio •is. estimated to rise to 15 percent 
-

compared to 14 percent the- previous year. Al.though this is a 

disconcerting ratio,. it has been higher before and the GOI has 

been able to finance such a deficit. (C) 

As B.egin enters his second·. term in off·ice, the Israeli economy 

is beset by-major structural problems that are being aggravated by 

Aridor's free spending policies. Without major changes in economic 

po.l icy, the Beg in government will face a number of problems. The 

budget deficit could reach record levels, ac6elerating price increases, 

pulling in imports and diverting production · from exports. to the 

d;omestic market. The current account deficit in the balance of 

p.ayments could become unmanageble, as debt repayments mount and 

- CONf IDEN'I'I A!'.._... 



fo·reign private bankers. harden loan' terms: or· stop new · lending: to 

• Israel.. • rnv:estmen.t. in plant and. equipment, wh:ich had. fal.le.n to ~~ 

on:ly 12 percent of GNP in 1980, . would. shr·ink f.urther undermining 

future· growth., ('C) 

A combination: a.f-. pol,fcies des:igned to restrain: demand. and 

. provide, incentives for· investment in productive- capital for 

exports· and for more efficient utiliz·ation of Israel's. manpower_ 

is· required if Israel.. is to successfully attack these problems. 

A reduction in demand pressures would help ameliorate both the 

inflationary and balance of payments probl~ms. Arid or's· plans • 

for further tax. cuts would have to be shelved and the growth 

of government expenditure, including the historically untouchable 

defense budget,. would have to be: cut. These measures would need 

to be supported by more disciplined money supply growth. (Money 

supply (M-1) grew by about 100 percent in 1980.) Real wage 

increases, which averaged 3 percent per year betwee.n 197 2-7 9, 

would have to be hel!3 in check .. And to spur productivity the 

government would have to provide incentives for investment. (C) 

At the moment there is no economic stabilization policy and 

many observers believe that th~ Begin government is unlikely to 

develop one. Putting on the brakes will be difficult because 

Arider spent the past nine months convincing the public that 

austerity was not necessary. He has said he intends to continue 

to reduce purchase taxes, while only gradually reducing subsidies. 

Meanwh.ile ,. Arider is removing his critics from the Bank of Israel, 

the one iristitution able to resist bad government economic policies. 

Other cabinet ministers will probably resist any cuts in their 
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budgets, so Begin, may , have to. ge.t involved> in econ.omic iss.ues 

which, we· understand,. he is: no.t inte.rested in. (C) 

Forme.r Financ·e., Minister Hurwitz· approached the IMF in: September. 

1980 about the·. possibility of a E'und-backed stabilization· program. 

He:· was:· unable. to. get. backing; . in: J'erusalem for an austerity · program 

so- the- idea was. dropped·~ •. Now that Israel.' s· elections: a.re· o.ver, it 

seems appropriate- that th·e Gar once- ag·ain. approach the IMF for 

technicaL and financial. support. However, there is no evidence as 

yet that the GOI is prepared to do ~o. (C) 

In the absence of a stablization effort it is likely that 

Israel's economic ills will get worse and could once again become 

political issues for the Begin government. Meanwhile, the GOI is 

already seeking higher levels of and more concessional assistance 

from the U.S. These appeals can be resisted for a time, however. 

Israel's foreign exchange reserves amounted to $3.5 billion at the 

end of May - suffic.ient. to cover about 5 months of imports. Given 

U.S. aid le.vels ,. the USG clearly has a basis for asking the GOI to 

make better use of its resources. After all, the U.S. will provide 

Israel with almost $2.2 billion in assistance in FY 82 - our largest 

program - which is equivalent to $563 for each Israeli citizen. (C) 
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Possible· Actiq.!l__~tl_nst Israel at- Upcoming Meetinqs of the 
International A. to~!,.. _ Enl!cav Agency <IA.EA) (IF RAISED) 

It is croha~l~ _that o~nitiv~ action against Israei 
will be- takP.n "'-~ - 'J~•:-r1~ing Seotember meetings of the IAEA. 
in r: esoonse- to Is r a_e_ i.' s at tack last June· on the I c agi research 
reactor. We ·..i-1 Ll_ :>tror.al'l 0000s.e any such action at. these 
meetings and have- :nd.\e-- clear to other countries that this 
cou.ld have serious conseauences for our continued oarticioation. 
~'le have not VP.t decided how we would respond to anv IAEA 
action against rsr~il. How~ver, in making such a decision, 
we will hav~ tn hala~ce our supoort for Israel with the 
imoortance of thP. !AEA, which is an essential aspect of 
our non-oroliferatinnpolicy. 

TALKING POINTS 

THE US STROMGC.Y OPPOSES ANY PUNITIVE ACT!ON AGAINST 

ISRAEL AT THE UPCOMING MEET!~GS OF THE INTERNATIONAL ATOMIC 

ENERGY AGENCY. 

-- WE ARE WORKING ACTIVELY WITH OTHER STATES PARTICIPATING 

IN THESE MEETINGS T() FORESTALL ANY SUCH ACTION. 

-- PUNITI'/E 1\CT tON AGAINST ISRAEL BY THE IAEA COULD 

HAVE SERIOUS CO!;s::r,:_t:-:NCES FO~ OeR CON'!'!NUED PARTICIPATION. 

-- WE HAVE NO'!' YET DECIDED WHAT OUR RESPONSE WILL BE 

• SHOULD PU?HTl'lE i\CiI0N BE TA~'EN BY THE IAEA AGAINST ISRAEL.\ 

-- IN LARGE PAP.'!', SUCH A RESPONSE WILL DEPEND ON THE 

SiVEJHTY OF THE .~CTF'•!'f ANO '!'~E !~PLICATIONS OF OUR RESPONSE 
~ .- " ·---· 
FOR THE CfAEA. 



ME MORAND.UM· 
5138 add-on 

THE WHITE HOUSE 

WASHINGTON 

September 8, 1981 

MEMORANDUM FOR RICHARD G. DARMAN 

FROM: CHARLES P. TYSONW 

SUBJECT: Suggested Presidential Talking 
Points for the Visit of Prime 
Minister Begin of Israel 

Suggested Presidential Talking Points are attached 
for insertion in your copy of briefing book for the 
visit of Prime Minister Begin: 

Tab A: Private Meeting - 10:40 to 11:15 a.rn. 

Tab B: Plenary Meeting - 11:15 to 12:00 noon 
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THE WHITE HOUSE 

WASHINGTON 

September 5, 1981 

MEMORANDUM FOR THE VICE PRESIDENT 
SECRETARY HAIG 
SECRETARY WEINBERGER 
EDWIN MEESE 

FROM 

SUBJECT: 

JAMES BAKER 
RICHARD ALLEN 
RICHARD DARMAN 
CRAIG FULLER 
AMBASSADOR VELIOTES 
AMBASSADOR HABIB 

MICHAEL K. DEAVER~ 

BEGIN BRIEFING 

On Tuesday, September 8, there will be a meeting to brief 
the President for the visit of Prime Minister Begin. The 
meeting will take place from 12:15 to 1:45 in the Cabinet 
Room. 

Because it has generally been viewed as successful, we 
will continue to use the small-group Q&A format. An agenda 
is attached. ' 

I look forward to your active participation. 
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AGENDA 

Time Topic Lead 
Allotted 

10 Min. Objectives, Schedule, Secretary Haig 
Personalities 

20 Min. Security Strategy 
( 5 Min.) --Overview Secretary Haig 
(15 Min.) --Q&A Richard Allen et al. 

20 Min. AWACS 
(5 Min.) --Overview Secretary Haig 
(15 Min.) --Q&A Richard Allen et al. 

20 Min. Peace Process 
( 5 Min.) --Overview Secretary Haig 
(15 Min.) --Q&A Richard Allen et al. 

20 Min. Lebanon 
( 5 Min.) --Overview Secretary Haig 

(-(15 Min.) --Q&A Richard Allen et al. L' 
:, 
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