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“Heritage “Foundation,

The Heritage Foundation is one of the country’s leading public policy research institutes.
With offices just two blocks from the United States Capitol, The Heritage Foundation's re-
search and studies programs are designed to make the voices of responsible conservatism
heard in Washington, D.C., throughout the United States, and in the capitals of the world:

The key to Heritage’s research effort is timeliness—providing the policy-making community
with up-to-date research on the important issues of the day. Heritage publishes its findings
in a variety of formats for the benefit of decision makers, the media, the academic commu-
nity, businessmen, and the public at large. Over the past five years The Heritage Foundation
has published more than 400 books, monographs, and studies, ranging in size from the
1,093-page government blueprint, Mandate for Leadership: Policy Management in a Conser-
vative Administration, to more frequent “Critical Issues” monographs and the topical ‘“Back-
grounders” and “Issue Bulletins” of a few thousand words. Heritage’s other regular publica-
tions include National Security Record, Policy Digest, Education Update, and Policy Review,
a quarterly journal of analysis and opinion.

The Heritage Foundation’s 100-member staff—which includes several internationally rec-
ognized scholars and former government officials—concentrates on four areas of general
study: domestic and economic policy; foreign policy and defense; the United Nations; and
Asian studies. With some 1,600 individual scholars and research organizations working with
its Resource Bank, The Heritage Foundation is uniquely equipped to provide U.S. policy
makers with the intellectual resources needed tQ guide America into the 21st century.

In addition to the printed word, Heritage regularly brings together national and interna-
tional opinion leaders and policy makers to discuss issues and ideas in a variety of formal and
informal settings. Through a continuing series of seminars, lectures, debates, and briefings,
The Heritage Foundation provides a forum for the exchange of ideas and a laboratory for de-
veloping these ideas into practical public policy proposals.

The Heritage Foundation was established in 1973 as a nonpartisan, tax-exempt policy re-
search institute dedicated to the principles of free competitive enterprise, limited govern-
ment, individual liberty, and a strong national defense. Heritage is classified as a Section
501(c)(3) organization under the Internal Revenue Code of 1954, and is recognized as a pub-
licly supported organization described in Sections S09(a)(1) and 170(b)(1)(A)(vi) of the Code.
Individuals, corporations, companies, associations, and foundations are eligible to support
the work of The Heritage Foundation through tax-deductible gifts.

Note: Nothing written here is to be construed as necessarily reflecting the views of The Heri-
tage Four " ti¢c or as an attempt to aid or hinder the passage of any bill before Congress.

The Heritage Foundation
214 Massachusetts Ave., N.E.
Washington, D.C. 20002
202/546-4400
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MIDDLE EAST UPDATE:
PEACE PROSPECTS AND THE DANGER OF WAR

by Yitzhak Rabin

EDWIN J. FEULNER, JR.: Welcome to The Heritage Foundation. I am Ed
Feulner, President of Heritage. I am especially pleased to welcome our
distinguished speaker, Israel's Defense Minister, Yitzhak Rabin. I am
honored that Minister Rabin chose to deliver his address at The
Heritage Foundation, because I am sure that he knows that Israel's
most reliable friends in America are the conservatives. It is
conservatives who recognize Israel's security and peace in the Middle
East require a militarily strong United States. It is conservatives
who recognize--and applaud--that Israel sometimes has to take tough,
unpleasant action to defend itself. It is conservatives who have
rallied to the defense of the Jewish community in Nicaragua. Today, I
believe, Israel's real friends are the conservatives.

For its part, Israel has proved itself to be not only America's
best ally in the Middle East; it has proved itself to be America's
only reliable ally in the Middle East and, frankly, one of our most
reliable friends in the world. For example, Israel has consistently
backed the United States in the United Nations with a record of
support for our joint interests unmatched by any other nation, even
our good friends in Great Britain.

In contrast to some American liberals who question Israel's every
move and criticize it when it strikes back against terrorist attacks,
conservatives see Israel as the best hope for both Western interests
and Western values in the Middle East. And Yitzhak Rabin, a truly
great Israeli leader, exemplifies those battling for our common

heritage in one of the most important and most dangerous regions in
the world.

He has has served in the Israeli government for more than 30
years. He began his career as a member of the elite Palmach troops in
1941. He went on to hold many positions of command in the Israeli
Army, including Commander=-in-Chief during the 1967 Six Day War. He
served as Israel's Ambassador to the United States from 1968 to 1973.
And in 1974 he became Prime Minister of his country serving in that

Yitzhak Rabin is the Defense Minister of Israel.
He spoke at The Heritage Foundation on September 11, 1986.
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position until 1977. In 1984, he was named Minister of Defense, a
position he currently holds. Unlike some other Western leaders,
Yitzhak Rabin--a man of the West himself-~has not suffered any lack of
nerve in the face of hostile powers. As a soldier, a statesman, and
diplomat, this intelligent and tough leader exemplifies the kind of
friend of freedom American needs in the world today.

His topic will be: "Middle East Update: Peace Prospects and the
Danger of War."

The Heritage Foundation is honored to welcome you, Mr. Minister.

YITZHAK RABIN: Dr. Feulner, ladies and gentlemen, when I chose the
title of my talk today, I did not know how correct it would be this
week. This week we have witnessed the threat of war, the dangers of
terror, and the hopes for peace. t weekend, two atrocities carried
out by terrorists at Karachi and Istanbul and today the summit meeting
between the President of Egypt and the Prime Minister of Israel.
Sometimes you ask yourselves how could. it happen that at the same
time, in the same region two totally contradictory events can take
place. This is the Middle East that collectively carries with it a
real opportunity for peace and tranquility but at the same time the
horror of terror and the threat of war.

When I try to look at the prospects of peace-—-and I speak as an
Israeli--I believe that at present we see the fruit of a strategy that
was agreed on by Egypt, Israel, and the United States. It was agreed
on in 1974 in the aftermath of the Yom Kippur War--the 1972 war--when
the United States, Egypt, and Israel decided together (we did not
speak then with the Egyptians; it was done through the United States)
that first the United States, as a superpower, will lead the peace
process, neutralizing as nicely as possible the Soviet Union. Second,
the United States will look at Egypt and Israel as the two
cornerstones for the structure of peace in the region. And third, we
all will try to move ahead with the peace process, even gradually,
wherever and whenever it would be possible.

As a result of this strategy, first we had the disengagement
agreement with Egypt in January 1974. We had, in September 1975, the
Sinai II agreement as you call it or what we call the Interim
Agreement. In 1978 the Camp David Accords; in 1979 the Peace Treaty
and the only peace that has been achieved between an Arab state and
Israel. And today another page, if not another chapter, in the
strengthening of the peace between Egypt and Israel without bringing
in the Soviet Union to play any role. I believe that Israel's peace
policy should focus first and foremost in strengthening the peace
between the key Arab country--Egypt--and Israel. And what has been
done and practically signed yesterday is another step in strengthening
the peace that was achieved as a result of the strategy that I have
described.



Can we expand the peace process beyond the peace between Egypt
and Israel? To achieve peace, we need a reconciliation on the part of
an Arab country or an Arab leader with Israel's existence as a Jewish
viable state. Second, this Arab country--this Arab leader--should be
closer ,to the Western world, to the United States, than to the Soviet
union.tg am not aware of an Arab country with close affiliation with
the Soviet Union that really desires peace with Israel. President
Sadat would not have reached the decision to go to Jerusalem to make
peace with Israel before he made the decision that he should switch
from being the key Arab country for Soviet policy in the region and
become closer to the United States.

day,) the only practical candidate with which we can negotiate
eace among neighboring Arab countries is Jordan. Syria is the most

ostile Arab country towards Israel. Lebanon does not exist as an
independent Arab state. But under the present circumstances, we are
fully aware that Jordan cannot go it alone because of threats of
terror and threats of radical Arab countries on the- outside and
cowardness of o0il Arab countries that do not dare to support moderate
Arab countries. Jordan's position at the present is that without a
fully fledged international conference under the auspices of the
United Nations where the Soviet Union will play an equal role today to
the one that the United States might play--co-chairmanship of the
peace conference--Jordan cannot enter into any meaningful peace talks
with Israel.

Israel always believed that bringing in the Soviets to be
involved in the peace process will produce the opposite to peace. I
do not believe that the Soviet Union is interested in peace but on its
own terms which will serve its purpose, its interest vis~a-vis Israel
and vis~a-vis the United States. We find ourselves in the last year
being attacked: "Why do you oppose international peace conference?"

By the Arab countries, by the moderate Arab countries like Saudi
Arabia, Egypt, Jordan and by some circles in the United States. We
have made it clear. Even if there will be an international peace
conference, Israel will not attend unless the Soviet Union does one of
the following: resumes diplomatic relations with Israel, and what
might be even more important for us, opens the gates of the Soviet

Union to free emigration of members of the Jewish community there that
will choose to do so.

Without the Soviet Union meeting one of these two conditions we
"cannot see any international forum in which the Soviet Union is
included and in which peace is discussed. Unfortunately, we are the
only ones that put conditions to any participation of the Soviet Union
in any peace process in whatever forum that it will take place. Even
the United States has not placed any conditions to the participation
of the Soviet Union.

I believe, therefore, realistically under the present
circumstances, we should try to do whatever can be done in



strengthening the peace with Egypt. I do not see, unfortunately, a
possible breakthrough that will bring about immediate peace
negotiations between Jordan, Palestiriians, and Israel. But at the same
time, I believe that there is understanding--not agreement--between
Jordan and Israel to lay the groundwork that in the long run will
facilitate peace negotiations between our two countries.

f““ It is for us to say together, Jordan on its part, Israel on its
part, that fighting PLO terrorism that is the __ain obstacle to peace.
We can do it by encouraging moderate Palestinian leaders in the West
Bank and the Gaza Strip to gain force, to take over the
municipalities, business and to fight the terror organization leaders

fﬂggéf;:f%gigggj I believe that most of the Palestinians in their heart

re ot to see Israeli occupation, but at the same time they oppose
terrorism and would like to see a peaceful solution to the complex of
problems in which Jordan, Palestinians and Israel are involved.

But look what has happened just in the last eight months. One of
the most important Palestinian young leaders became mayor of Nablus,
the largest city in the West Bank. He focused only on the further
interest of his population=--120,000--and did not want to be involved
in any political problem. He wanted only to serve the people there.
He improved their standard of living, education, quality of life. He
was assassinated because he represented to the terror organization a
real potential threat of an authentic leader that cares about the

ople. Look what happened five weeks ago, to the former mayor of
Gaza. No one can consider him to be a friend of Israel. He appeared on
the Jordanian television after meeting with Jordanian leaders and
said, "The main purpose of all the Palestinians is to get rid of the
Israeli occupation of our territory. We would like to solve it by the
only way that it can be solved. Not by terror, by political
negotiations. They have to do this in cooperation with Jordan. The
PLO policy is not helpful to achieve what we the Palestinians who
reside in the West Bank and the Gaza Strip would like to achieve.”" He
did not speak in favor of Israel. He spoke realistically. As a member
of a group whose fate for 38 years had been to be a football in the
hands and the legs of all the Arab countries leaders. And what
happened? Two days after his appearance on the Jordanian television,
a bomb was put and exploded in his packing plant in Gaza--a warning by
the terror organization--"Beware. Your fate might be the fate of the
mayor of Nablus." .

i Terror has become the main obstacle to peace; the main obstacle
the bring about real leadership of the Palestinians who are ready to
solve the problem by peaceful means. And without coping with this
problem .I do not see any prospect of peace eastward of Israel. Let's
hope that Jordan, after the rift between King Hussein and Arafat
closed the offices of the PLO, will take measures against these
leaders of terror of region and we will do our part to reduce
terrorism. We will cooperate indirectly also in creating better



conditions for moderate Palestinians to participate more actively in
’running their own life in the West Bank and the Gaza Strip.

I believe this will be the way to lay the groundwork that in a
year or two years will produce results that will lead towards peace.

"' One or two positive developments: the agreement about Tabah, the

summit meeting, the resident ambassador of Egypt's return to Israel,
the long-term move by Jordan and Israel independently in the direction
&:2EE~E“E§§S£EEEQ}J There is no doubt in my mind that the terror

ganizations and that the countries that back them--Libya, Syria,

Iran--must increase their efforts to bring about terror to undermine
these positive developments and I am not sure that what we witnessed
in the last weekend is not the beginning. The United States took
daring and courageous action in its raid against Libya: to go to the
roots of terrorism, countries that encourage, support, and carry out

terror acts. Llet's face it, the impact was great, but it starts to
fade away.

Syria was not yet touched. Nor was Iran. They cannot tolerate
these two positive developments. Israel is prepared, but I believe it
should be said here, "Beware." I would not be surprised if efforts
will be made to increase terrorism, especially the kind of terrorism
that was carried out in the last weekend. Terror against innocent
people--really innocent. What had the passengers of Pan American
Flight 73 to do with the Arab-Israeli conflict? What had the old
members of the Jewish community in Istanbul praying on the Sabbath on
Saturday to with the Arab-Israeli conflict? It is easy to these
animal terrorists to attack easy targets-~-innocent people. They would
not dare attacked Israeli soldiers. They would not dare attack a
defended target. They go after the easiest targets--innocent people. -

I believe that we have--the United States, Israel, European
countries--to make all the preparations, to take all the precautions
not to make the terror groups' goals easy to be achieved. Allow me to
say a Pan American plane can be hijacked, but no Israeli El Al
airplane can be hijacked. It might be attacked. There might an
attack at Vienna, or Rome, or Madrid, or London, but no El Al can be
hijacked. We understand that we are at war and therefore we have to
be prepared to cope with it. .

We would not hesitate to intercept in international waters a ship
that carried terrorists. We are not hesitating to intercept ships
from Cyprus to Beirut if they carry arms, military equipment to terror
organizations. I.do not believe that there is an international law
that allows terrorism and prevents fighting terrorism.

Therefore, on one hand, we have the opportunities to strengthen
the peace between Israel and Egypt, to lay the groundwork later on,
fighting terrorism, to develop peace negotiations between Jordan,
Palestinian and Israel. At the same time, we have to be prepared to



meet the potential military threat from Syria but even more soO, ..o
immediately, terror acts that will be encouraged by Libya, Syria,
maybe Iran, and all the terror organizations the main one of which is’
Mr. Arafat's PLO and its descendants. This is the problem: you cannot
achieve positive moves without readiness to withstand threats and
terror. And to withstand them effectively.

The Soviet Union's role is in encouraging the radical Arab
countries. The amount of arms that the Soviet Union has shipped into
Syria is really unbelievable. Syria gets quantitatively and
qualitatively better armament, better military hardware, than any one
of the communist countries in Europe. Whenever a new weapon is shipped
out of the limits of the Soviet Union, it first ships to Syria then to
Libya and only then to the so-called Socialist Soviet Republics.
Unfortunately, the Soviet Union continues to play a negative role when
it comes to the peace prospects, an unfortunate role in encouraging
Arab countries that they are the source of helping terrorism in the:
region. .

As an Israeli, no doubt as the Minister of Defense of Israel, we
are determined, on the one hand, to explore every possibility to move
ahead with the peace process, but at the same time to fight any terror
anywhere and to be stronger now to deter any temptation to use force
against us. We hope that we find understanding in the United States,
understanding that has been translated to practical support of Israel
the way that it has been done for so many years between our two
countries and for which Israel is very thankful to the American
people, to the various American Administrations, and to everybody who
is here. Thank you very much.

# # #
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SUBJECT: BANK SHARE COMMISSION REPORT {

1, {U)  SUMMARY: AFTER MORE THAN ONE YEAR OF WORK,
THE COMMISSION APPOINTED EARLY IN 1988 TO
INVESTIGATE THE CAUSES OF TME 1983 BANK SHARE
CRISIS PRESENTED 'ITS REPORT TO THE KNESSET aND THE
PRIME MINISTER OM THE EVENING OF APRIL 29,

BECAUSE OF THE LENGTM OF THE REPORT (S6@ PAGES),
INFORMATION AVAILABLE SO FAR IS FRAGMENTARY,
ALTHOUGH THE MAIN RECOMMENDATIONS ARE CLEAR.

THESE INCLUDE THE REMOVAL FROM OFFICE OF THE CHIEF
EXECUTIVE OFFICERS OF THE MAJOR BANKS, THE
PO3ISIBILITY QF PROSECUTION BY THE ATTORNEY GENERAL
IN SOME CASES, AND A REVAMPING OF THE CAPITAL
MARRKETS AND THE ASSOCIATED REGULATORY SYSTEM. ENO
CUMMARY.

2. (U} DURING EARLY 198%, IN RESPONSE TQ PUBLIC
OUTCRY AT REVELATIONS MADE IN A REPORT ON THE BANK
“HARE CRIZ)S BY THE STATE COMPTROLLER, THE
COVEGLMENT OF (SRAEL APPOINTED A “COMMISSION OF
IHOUIRY" TQ INVESTIGATE THE CAUSES OF THAT
CRISIS.  "HE COMMICSICN, CALLED THE BEJSGKY
IOMMeUSTI0N AFTER TS THATRMAN, SUFREME COURT
CUSTICE MCIME BEJSKY, PREGENTED 173 REPORT T0 THE
FHECCET AND TO THE PRIME MINISTER THE EVENING OF
RPRIL 20. THE FULL REPORYT HAS NOT YET BEEN
CIGESTED BECAUSE OF iTS LENGTH, BUT |T HAS BEEN
THE CUBJECT OF WIDESPREAD COMMENTARY IN THE MEDIA
ANB REACTION BY THE GOVERNMENT.

3. W} THE REPDRT CONCLUDES THAT COMMERCIAL BANKS
REGULATED IN A MANIPULATIVE MANNER THE PRICES OF
THEIR OWN SHARES AND INFLUENCED THE PRICES OF
SHARES THAT WERE CONNECTED WiTH THEIR BANKS. T
ALSQO ASSERTS THAT THE BANKS' BALANCE SKEETS DD NOT
REFLECT THEIR RESPONSIBILITY FOR LOANS TAKEN TO
"REGULATE" THE SHARES ANO CONCEALED THEIR
INVOLVEMENT IN THE REGULATORY PROCESS.

4. (U} THE REPORT ALSO APPARENTLY ASSERTS THAT THE
_BANK OF ISRAEL, WHICH HAD BEEN AWARE OF THE
REGULATORY PROCESS ANO 1TS NEGATIVE !MPLICATIONS
SINCE 1978, FAILED TO TAKE CONCRETE aCTION TO
ELIHINATE THE PHENOMENON BY EXERCISING ITS LEGAL
POWERS OVER THE BANKS AMD 8Y !MPOSING EFFECTIVE
SUPERVISION, N ADDITION, SEMIOR FIGURES IN THE
FINANCE MINISTRY HAVE BEEN ACCUSED OF APATHY WITH

RESPECT TO THE NEGATIVE EFFECTS OF THE SHARE PRICE
REGULATORY PROCESS ON THE STATE OF THE ECONOMY

THE SECURITIES AUTHORITY, ACCORDING TO THE REPORT,
ALSO FAILED IN ITS MAIN TASK OF PROTECTING THE
PUBLIC'S INVESTMENTS,

5. ) THE TEL AVIV STOCK EXCHANGE FAILED TO TAKE
ANY INITIATIVE TO CHANGE THE STATE OF AFFAIRS, AND
THUS, CONTRIBUTED TO THE DISTORTION WHICH THE
CONTINUED REGULATION HAD CAUSED, ACCORDING TO THE
REPORT,

6. (Ui AMONG THE COMMISSION“S CONCLUSIONS AND
RECOMMENOATIONS ARE:

1) THE FOLLOWING PERSONS SHOULO RESIGN WITHIN
THIRTY DAYS: OR. MOSHE MANDELBAUM, GOVERNOR OF
THE BANK OF ISRAEL; EANST JAPHET, GENERAL MANAGER
OF BANK LEUMI; EPHRAIN RAINER, FORMER BOARD
CHAIRPMAN OF BANK HAPOALIM ANO PRESENTLY CHAJRMAN
OF AMPAL, THE BANK'S IMVESTMENT ARN IN THE U,S.;
GIORA GALIT, CEQ OF BANK HAOPAL IM; RAPHAEL
RECANATI, CHAIRMAN ANO DIRECTOR-GENERAL OF THE
OFSCOUNT BANK AND TNE 1DB INVESTMENT CORPORATION:
AND AHARON MEIR, DIRECTOR-GENERAL OF THE MIZRAHI
BANK.

2)  THE FOLLOVING PERSONS BEAR RESPONSIBILITY FOR
THE SHARES CRIS!S, BUT ARE NO LONGER N THEIR
FORMER POSITIONS: DAVIO SHOWAM, FORMER
DIRECTOR-GENERAL OF THE GENERAL BANK; BEN-AHI
LUCKERMAN, FORMER COMMISSIONER OF THE TREASURY'S
CAPITAL MARKET, ARNON GAFNY, FORMER GOVERNOR OF
THE BMK OF 1.RAEL; ODED MEZIER, FORMER BO1‘5
INJPECTOR OF E4NKS; YIGAEL HURVITZ, FORMER FINANCE
MINISTER; YORAM ARIDOR, FORMER £INANCE MINISTER;
PROFESSOR YAACSY NEEMAN, FORMER OYRECTOR-GENERSL
OF THE FINANCE MINISTRY; EZRA SAOAN, FORMER
DIRECTOR-GENERAL OF THE FINANCE MINISTRY; MEIR
HETH, FORMER CHAIRMAN OF THE STOCK EXCHANGE
COUNCIL. -

3} S.L 1K MEOR, PRECENTLY B0!°S INJPECTCR OF
B24nS, ALTQ BESRJ SCNE SEIPQUSIBILITY FOR THE
CRITHZ, BUT NEEC NOT BE ATHED TO RESIGN.

1 TeE WTTCRHEY GEHERGL CaDULD EXAMINE
PCLLTEILITIES OF ERINGING JH-RGEZ <GAINST THOCE
4HO H<VE ALLEGIDLY VIQLATED THE LAW. HE 1S ALSO
JRGED TO SET UP A COMMITTEE TO INVESTIGATE
tLLEGALITIES IN THE CAPITAL “ARKET.

3} BANKS THOULD BE BANNED FROM MANAGING MUTUAL
FUN3IS OR PROVIDENT FUNDS. HOWEVER, THEY MAY STILL
OWN SUCH FUNDS

6} BANKS SHOULO BE PROHIBITED FROM TRADINSG 1N
THEIR QWN SHARES

7} INVECTMENT COUNSELORS SHOULO BE LICENSED;
LEGAL RESTRICTIONS SHOULD BE (MPOSED ON BANKS ~
REGARDING INVESTMENT COUNSELLING BY THEIR
EMPLOYEES.

) THE RIGHT TO AUTHORIZE NEW STOCK ISSUES SWOULD
BE TAMEN FROM THE FINANGE HINISTRY. THE MINiSTRY
MAY. CONTINUE TO INFLUENCE THE CAPITAL MARKET
THROUGH SUCH MEASURES AS SUBSIDIES, BONO 1SSUES,
PERMISSION FO FLUAT BONOS, TAX RELIEF, GRANTS, ETC.

e
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9) THE 80! GOVERNOR SHOULD WAVE TRE AUTHORITY TO
SUSPEND A MEMEER OF A BaMN’S BCARD, OR A BUSINESS
DIRECTOR, FOR AM UMLIMITED PERIOD,

18) A NEW, AUTHORITATIVE SECURITIES AUTNORITY
SHOULD BE SET uP, TS FUNCT1ON SHOULD BE TO
DIRECT TNE SECURITIES MARKET OM THE BASIS OF
ECONONIC CONSIBERATIONS, FREE OF ANY EXTERNAL
INFLUENCE. |7 SHOULD SE INDEPENDENT, CUT OFF FROM
ANY POLITICAL OR PERSONAL PRESSURES. CIviL
SERVANTS FROM OTHER MINISTRIES OR GOVERNMENT
ORGAN!ZATIONS AND BOI REPRESENTATIVES SNOULD NOT
8E ALLOWED TO SERVE ON THE AUTHORITY BOARD. LAWS
SHOULD OF CHANGED SO AS TO ACCORD THE AUTHOR|TY
WITH JURISDICTION OVER CONTAOL OF THE MARMET AND
LAV ENFORCEMENT 1N THE FIELD.

11} THERE SHOULD BE EQUALITY OF VOTING RIGHTS™FON
PUBLICLY ISSUED SHARES. ALL FUTURE PUBLICLY
ISSUED SNARES SHOULD NAVE VOTING RIGHTS EQUAL TO
THOSE OF ANY SUPER|OR CLASS OF SHARES ALREADY

1 SSUED.

7. W) THE FIRST REACTIONS ON THE REPORT CAME FROM
PRIME MINISTER PERES, WHO SAI0 THAT THE GOVERNMENT
WOULD STRIVE TO CARRY QUT THE COMMISSION'S
CONCLUS|ONS AFTER A THOROUGH STUDY AND WOULD HONOR
ALL ITS COMMITHENTS 70 THE BANK SKARES® WOLDERS.
'HE REITERATED THAT THE REPORT WOULD HAVE NO EFFECT
ON THE GOVERNMENT'S ECONOMIC PROGRAM.

8. (U} ENERGY MINISTER SHAMAL PROPOSED TNAT THE
GOVERNMENT SHOULD PASS A LAW MAKING (T IMPOSSIBLE
TO SEEK CIViL DAMAGES AGAINST THE BANKS FOR DAMAGE
CAUSED BY THE SHARES' COLLAPSE. MK URIEL LINN
LIKUD-L1BERAL) OPPOSED SUCH INSULATION OF THE
BANKS FROM LIABILITY.

9. () THE NEWLY APPOINTED FINANCE MINISTER, MOSHE
NISSIM, APPQINTED A COMMITTEE 10 STUDY THE REPORT
AND PREPARE PROPOSALS FOR CABINET DELIBERATIONS.
HE REPEATED THE GIVEANMENT'S CCHMITHENT TO THE
ZHGRE HOLDERS, AND ASMINDED THE PLBLIC THAT
REAULATION OF THE BANK SHLREZ ruD CEASED 1N 1983
“4D THAT THE EXUNING SYSTEN LAC TCUND AND +BLE TO
FULFILL 172 CBLIG<T.ONS. MinIZIEF OF ECONCMICS
NG PLARNILG, 530 Y4aCCBY, ZIREZCED THAT rqs
Bhth L STABILTY «ND CSEDIBILITY WOULD BE
MAINTAINED; 50 WOULD THE STANDING OF ISRAEL| BANKS
VIS-A-VI5 THE INTERNATIONAL MONEY MARKET

18. (U} OEPUTY-FINANGE MINISTER AD! AMORAI, THE
DIRECTOR-GEYIERAL OF FINANCE MINISTRY, EMANUEL
SHARON, PROFESSOR MICHAEL BRUNO AKD NATIONAL
INZURANCE INSTITUTE CHIEF NISSIM BARUCH HAVE BEEN
HENTIONED AS POSTIBLE CANDIDATES FOR THE POSIT|ON
OF 80/ GOVERNOR.

11. fC) BEGIN COMMENT: THE POLITICAL IMPLICATIONS
OF THE BEJSKI COMMISSION REPORT HAVE BEEN
MINIMIZED BY CEVERAL FAGTORS

== THE LENGTH OF TIME SINCE THE BANK SHARES
COLLAPSE;

-~ THE COHABITATIONS OF LABOR AND LIKUD IN THE
UNITY GOVERNMENT; AND

== THE IMPLICATION OF HISTADRUT'S BANK HAPDAL (M
AND FORMER FINAMCE MINISTER YIGAL HURWURTZ (NOW
ALLIED TO LABOR) ALONG WITH LIKUD ANO NRP

POLITICIANS IN THE COMMISSION'S FINDINGS,

12. () SINCE THOSE POLITICIANS IMPLICATED ARE NO
LONGER |N GOVERNMENT POSITONS WiITH RESPONSIBILITY
FOR THE ECONOMY, THE COMMISSION'S REPORT HAS FEW
INPLICATIONS FOR ACTIVE POLITICIANS EXCEPT TO
DAMAGE THE PERSONAL REPUTATIONS OF YIGAL HURWURTZ
AND YORAM AR{DOR,

13. 1C)  THE MOST SIGNIFICANT POLITICAL IMPACT
DERIVES FROM THE RECOMMENDED RESIGNATION OF BANK
OF ISRAEL GQVERNOR MOSHE MANDELBAUM AND THE
VACANCY THEREBY CREATED., THE PRIME MINISTER
NOMINATES THE BANK OF {SRAEL GOVERNOR IN
CONSULTATION WITH THE FiNANCE MINISTER. THE
NOMINATION MUST BE APPROVED BY THE CABINET. PERES
WILL CONSULT WITH LIKUD iN FILLING THE POSITION
ANO A DEAL COULD RESULT IN WHICH LiKUD RECE!IVED
THE DEPUTY GOVEANORSH!IP OR ANOTHER POSITION IN
RETURN FOR SUPPORTING PERES’ NOMINEE. SHOULD AOI
AMORA) OR ANOTHER PERES FAVORITE, PROFESSOR
HICHAEL BRUNO, BE NAMED BANK GOVERNOR, LABOR WiLl
GAYN THE IMPORTANT ADVANTAGE OF HAVING A
LABOR-INCLINED ECONOMIST IN A HEY POSITION TO
SERVE AS "WATCHOOG" OVER L INUD'S MANAGEMENT OF THE
ECONOMY AFTER ROTATION (WHEN LIKUD WILL HOLD BOTH
THE PRIME AND FINANCE MINISTRIES). SUCH a
"WATCHBOG" COULD SPEAK QUT AGAINST iLL-ADVISED
EFFORTS TO REFLATE OR PLAY "ELECTION ECONOHICS™ (N
A WAY THAT MANDELBAUM DID NOT DURING PERIODS OF
"ARIDOR ECONOMICS™ AND ELECTION ECONOMICS OF 1384.

14, 1C) THE FRCBABLE FINANCIAL AND ECONOMIC IMPACT
OF THE REPORT 13 DIFFICULT TO JUDGE. CERTAINLY
THE REPORT AND 1TS NEGATIVE CONCLUSONS AND- STRONG
RECOMMENDATIONS HAVE BEEN LONG-AWAITED AND MUST
THEREFORE, BE SCMEWHAT DISCOUNTED iN THE
INTERNATIONAL FINANCIAL COMMUNITY. GIVEN THAT
tSRELY BAMKERS SUCH AS ERNST JAPNET AND RAF}
RECANAT! ARE RESPECTED !N THE {NTERNATIONAL
COMMUNITY, THE RECOMMENDATION THAT THEY RESIGN MAY
ACTUALLY RAISE COME QUESTICNS &BOUT THE PURPOSE OF
THE REPORT, ON THE OTHER HAND, THE RECOMMENOATION
THAT THE ATTORNEY-SENERAL LOOK (nTQ THE
PCIZIBILATY OF PROSECUTION, 1F FOLLCWED BY ThE
ATTCRNEY -GENZRAL, COULD LEGD TO & VERY CRAWN-QUT,
MESTY SUTUAT:ON THAT WiLL %NOT HELP THE (ZRAELH
BuMrING SYSTEM, "PRATICUYLARLY SINCE TYE
“REGULATION" OF SHARE PRICES STOPPED NEARLY 10
MONTHS AGO

19. iC)  THE RECOMMENDATIONS CONCERNING THE OPENING
OF THE CAPITAL NARKET, THE DESIRABILITY OF MAKING
PRIVATE QWNERSHIP OF BUSINESS AGAIN {MPORTANT AS A
FINAHCING MECHANISHM, AND THE INCREASED ABUTHORITY
AND INDEPENDENCE OF THE SECURITIES AUTHOR!ITY ARE
VERY WELCOME. WE BELIEVE THAT THEY FALL NICELY
INTQ THE GENERAL 4PPROACH OF THME CURRENT
STABILIZATION PROGRAM, AND CERTAINLY ARE
CONSISTENT WITH SUGGESTIONS RAISED DURING THE
DEPUTY SECRETARY'S RECENT “SEMINAR™ ON INVESTMENT
IN 1SRAEL.

16, (€}  OUR UNDERSTANDING (S THAT AD! AMORA! HAS
THE BANK OF ISREL GOVERNORSHIP “NIRED" -~ AT LEAST
IN THE {ABOR PARTY. BRUNO WQULD ALSO BE AN
EXCELLENT CHOICE, BUT WE ARE NOT FAMIL[AR WiTH THE
LEVEL OF KIS INTEREST N THE POSITION, EMANUEL
SHARON WOULD, OF COURSE, BE AN EXCELLENT CHOICE
FOR THE POSITION, HOWEVER, WE 1S SORELY NEEDED AT
THE FINANCE WINISTRY, PARTICULARLY WITH A VERY NEV



FINANCE MINISTER, HE ALSO NAS BEEN ONE OF THE
MAIN ARCHITECTS OF THE CURRENT ECONGMIC PLAN AND
CAN BE EXPECTED TO PLAY A MAJOR ROLE iN FOLLOVW-ON
EFFORTS, HOWEVER, WE- NAS BEEN NOW-POL!TICAL
OURING WIS TENURE AS OIRECTOR-GENERAL, AND MIGHT
BE A COMPRONISE CANDIDATE IF POLITICS INTERFERE
WITH OTHER POSSIBILITIES. NISSIN BARUCH
PREVIOUSLY SERVED AS ECONOMIC AGVISOR TQ PRIME
MINISTER SHAMIR (AT THE END OF SHAMIR’S TERW), AS
DIRECTOR-GENERAL OF THE FINANCE MINISTRY UMDER
MINISTER YIGAL CONEN-ORGAD, AND !S CURRENTLY
OJRECTOR OF THE MATIONAL INSURANMCE INSTITUTE. HE
IS A NERUT CANDIDATE ALTHOUGH WE ARE NOT CERTAIN
OF HOW SERIOUS. REPLACEMENY OF THE GOVERNOR OF
THE BO! IS iMPORTANT, BECAUSE THERE IS PRESENTLY
NO DEPUTY-GOVERNOR OR DIRECTOR-GENERAL OF THE
B0I. THESE POSITIONS COULD ALSO FIGURE IN ANY
POLITICAL HORSE TRADING THAT MIGHT TAME PLACE.
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ISRAEL: IMPACT OF GRAMM-RUDMAN-HOLLINGS (GRH)

Foreign assistance will face increasing préssures as

popular domestic programs are cut because of severe budget
constraints

- Final apprapriation levels for FY 87 and beyond are
uncertain

- Israel will likely enjoy relatively stable funding
despite GRH

- However, Israel is likely to encounter resentment
from other aid recipients, especially in the Middle
East, as its allocations take up a growing percentage
share of the foriegn assistance budget

The FY 86 Administration foreign assistance request was
$16.989 billion

-- Congress appropriated $15.541 billion

- GRH further reduced FY 86 appropriations, including
‘Israel FMS and ESF, by 4.3 percent to $14.889 billion

The approprlatlons process tends to increase

Israel's percentage share of the forelgn assistance budget
and crowds out other programs; GRH imposes cuts across

the board

-~ Israel's share of the FY 86 request was
$3 billion or 17.7 percent of the total request

- Israel's post-sequester share of the FY 86 funding
was $2.871 billion or 19.3 percent of the total

The FY 87 foreign assistance request is $16.166 billion
—-- Israel's share is $3 billion or 18.6 percent

- If the appropriations process reduces the total,

Israel's percentage share is likely to again increase

Any Israeli request for more aid in whatever form (debt
relief, etc.) would encourage major foreign assistance
recipients such as Egypt, Turkey, and Pakistan to press
for larger allocations and ‘more-concessionality, which
would further crowd out other important country programs

Therefore believe no alternative to Israel's efforts to
stabilize economy, spur economic growth and decrease
dependence on U.S. aid

“ i
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economy of Israel had gotten out of hand and a belt tightenning pro-

gram became necessary to get the economy back on track. The standard

of living of Israelis was pushed down. Wages and prices have been
frozen. Substantial budget cuts had to be made. Unfortunately,
severe unemployment followed in the wake of the austerity program.

How can additional private sector jobs be created in Israel? Let
me suggest the following:

1] Israel must utilize its hidden economic weapon -- "the buying
power of worldwide Jewry." The call must go out to "buy products
made in Israel." This means consumers must ask for Israeli prod-
ucts in their local supermarkets . . . not just before holidays,
but year round. There are many excellent food products and wines
that should constantly be on the shelves of food retailers. Is-
raeli garments should be on racks in men's, women's and children's
apparel stores.

We need to launch a massive effort made to urge the Jewish com-
munity to buy Israeli products, whenever possible. We have a
program called "Operation Join Up, Buy Products Made in Israel.”
This describes how to develop a plan to make certain that Israeli
products are available in retail stores. This plan is available
without charge by writing the Committee for Economic Growth of
Israel, 5301 North Ironwood road, P. O. Box 2053, Milwaukee,
Wisconsin 53201.

2] We need to interest American wholesalers and distributors to buy
industrial products carrying the label, "Made in Israel." Is-
raeli industrial products can be imported into the U.S. duty-free
as a result of the FTA. As a result, these products are com-
petitive in the American marketplace.

3] We need to attract American companies to open factories in Is-
rael where their products will be exported. These companies can
follow the pattern of the 155 American companies in Israel that
are operating on a profitable basis.

The Free Trade Agreement between the United States and Israel

offers opportunities for American companies to manufacture prod-
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a result of the $1,500 million emergency grant from the United
States. Interest rates continue at their high level of 4% (in

real terms) per month to discourage buying. Indi?idual income

taxes have been modestly reduced.

The austerity program of the Go&ernment of Israel has brought down
the standard of living of Israelis to 1980 levels. Unfortunately,
the severe budget cuts haVe caused a substantial increase in
unemployment. Layoffs in the private and governmental sector

have aggravated the situation to a point where the unemployment

rate is 8% with 115,000 Israelis out of work.

What about the year 19867 Will the Israeli Government let up

its controls in April, 1986, when the austerity program expires?

Will Israel's inflation rise to the levels of 1984 where the rate
was 400% per annum? Will Israel's deficit in her balance of pay-
ments increase rather than decline as it has during the past nine

months?

My predictions, based upon a close analysis of Israeli Government
programs, political realities and conversations with business and
Government leaders, indicates to me the following economic picture
for 1986;

1] I believe the austerity program will remain in force during
most of 1986. This means an extension of price and wage controls.
Wages may be pushed down even below the 1980 level.

2] As a result of a continuing freeze, prices will remain steady.
Inflation will hover around 4% or less per monthl.

3] Further layoffs will take place in Government employment. The
unemployment rate may reach 10%, which will be a painful pill

for the Israelis to swallow.













S a Denies Terrofism ROIe. NEW YORK TTMES
And Seeks Talks With U.S. 26 A 1986

' By BERNARD GWERTZMAN
X . Spacial to The New Yerk Thmes

— WASHINGTON, May 25 — Syria has
sent several messages to the United
States In recent days denying com-
plicity in terrorist activity and seeking
a;eqnstructive discussion to resolve dif-
ferences and misunderstandings, ‘Ad-

“ministration officials said today, -

n:vhey said Washington was weighing

The Syrian messages, sent through

whany diplomatic and public channels.
But they said the often contradictory

«{atements from European capitais on
swhether Syria was involved directly in
phst terrorist actions had complicated
thEsAmerican response.
tvPhere have been unconfirmed re-
ports that the Italian authorities are
seeking to question up to 20 Syrians for
pessible involvement in the attack on
4he Rome airport in December.

.« Italian Statement Expected

In Rome on Saturday, judicial and
feqvenment officials said magistrates

{puestigating the airport attack were

fEpected to announce this week that

Joveral Lebanese, Palestinians and
Syrians were involved in the attack.
But a high official said no arrest war-

had been issued against any
S . Italian magistrates wouid not
sy whether they were considering any

‘action against Syrian officials.

-=-*Alt is a very confusing situation,” a

“State Department official said. “We
dngw that Syria is very uneasy about
being linked to Libya and Iran as cen-
Yate of terrorism, and we think the
Byrians are trying to improve their
reputation. - ’

.~ But so far, it is all words, and we

tly don’t know how much to take
hem at their word,”’ he continued.

“IThere are credible reports that they
“Were involved in terrorist actions, but |
there is no ‘smoking gun’ yet to deﬂ-;
YWedly indict them." :
* ¥oday the Syrian Foreign Minister,
‘¥F&rduk al-Sharaa, appeared on Amer-
ican television to deny the terrorist
charges and to call for an ‘*equal, posi-
HAvé€dialogue with the United States.’’
Qn the CBS News program ‘‘Face the
Nation,”” Mr. Sharaa also said Syria
was continuing ‘‘to do its best’’ to help
.B8in the release of French and Amer-
Jcan hostages in Lebanon. Many, if not
%2 of the hostages are believed to be
] 1'3 in the Syrian-controlled Bekaa re-
Sion of Lebanon.

g |
“We have been exerting xlot of ef-

forts for the last few months to get the
reiease of those hostages,” thie Syrian
said.

Reports in the last two days-in Beirut
publications regarded as pro-Syrian
have said some of the hostages weuld
be released soon. But Mr. Sharaa said
Syria had no knowledge of this and no
basis for optimism.

*“If we knew of the whereabouts of

the hostages, then our mission would

holding the hostages used to move
them from one place to the other to
keep their hideout very secret. .
I can’t be optimistic when 1 have no
grounds for that,”” he said.
Administration officials said they
also had no information that the hos-

- tage situation was about to change.

In response to charges of Syrian links
to terrorism, Mr. Sharaa said the Rea-
gan Administration had been “unfair
and unjust to accuse governments in
any connection with terrorism when
these governments are not connected
to terrorism.” )

As to reports implicating Syria in the
Rome airport attack, the Foreign
Minister said, “’I can assure you that
these reports are absolutely false.”

Political Motives Seen

“We are totally confident that no
Syrians are involved in such terrorist
acts,” he said. He added that Syria be-
lieved that “this campaign is intention-
ally directed against Syria for political
reasons, and one of them is to terrify
the Arabs, the Syrian people in particu-
lar, to change their policy toward the
Israeli occupation.”

The second objective, he said, was
*“tp forget about Palestinian rights be-
cause the Israelis are the first to bene-
fit from that.”

Last week the State Department pub-
licly called on Syria to close down an of-
fice of a group headed by Abu Nidal
that is suspected of having staged the
Rome attack and an attack on the
Vienna airport the same day.

When asked why Syria did not com-
ply with the American request if it was
opposed to terrorism, Mr. Sharaa said,
“We cannot accept dictation.”

*“It 18 our business whether to open or
close an office,” he said, ‘‘not anybody

else’s business. The Palestinian offices

in Damascus have nothing to do with
terrorism.”

Mr. Sharaa said the United States an-.

titerroristn ““campaign’ had turned
into an ‘‘anti-Arab campaign.”

1 cannot understand the unjustified
campaign against the Arabs in the
United States,’’ he said. “It is not in the
interests of the American people, not in
the interests of peace in the region and
in the world at large, and we believe
this is a racist campaign against the
Arabs which must be stopped.”

There was no immediate response
from the Administration to his charge
of racism. Washington has denied that
it is pursuing an anti-Arab course, and
the Administration is in fact trying to
justify sale of missiles to Saudi Arabia
as necessary to maintain credibility in
the Arab world.

D

Mr. Sharaa said the United States

1should “pursue a dialogue with S
on equal footing.” yria

. !
Hussein and Assad Meet
. DAMASCUS, Syria, May 25 (AP) —
King Hussein of Jordan heid taiks here
Saturday with President Hafez al-
Assad of Syria, the third meeting in
five months betweén the former adver-
IV
r the six-hour m , the King
left early today to return to the Jorda-
nian capital of Amman,
An official announcement did not say"
. what the leaders discussed, but a |
. source close to the talks said the topics

* included the Arab-Israeli conflict, the !

Iran-Iraq war and charges of Syrian in-
volvement in terrorist attacks, which
" Syria denies.

Paris Sends Hostage Mediator
Special 10 The New York Times

BEIRUT, Lebanon, May 25 — The
Beirut leftist daily As Safir, in a dis-
patch from Paris today, said the
French Government had sent an inter-
mediary to Damaseus to resume ne-
gotiations for the release of eight
Frenchmen kidnapped in Moslem West
Beirut in the last year and a half.

- The newspaper identified the envoy

+ as Omran Adham, a Syrian business-

{ man who lives in France. Mr. Adham

1 has held))revious taiks in Damascus on
behalif of the French hostages.

The Islamic Holy War organization
says it is holding three of the French-
men. In March it said it had killed a
fourth French captive, Michel Seurat,
but his body was never found.

A group called the Organization of
Revolutionary Justice claimed respon-
sibility for kidnapping four members of
a French television crew in March. No
group claimed responsibility for the
kidnapping of an elderly Frenchman,
Camille Sontag, on May 7.

Islamic Holy War also says it is hold-
ing four Americans hostage. They are
Terry A. Anderson, Middle East corre-
spondent of The Associated Press; the
Rev. Lawrence M. Jenco, a Roman
Catholic priest; David P. Jacobsen, the
director of American University Hospi-
tal here, and Thomas M. Sutherland,
the dean of the university’s school of
-agriculture. In October, it said it had
‘killed a fifth American, William Buck-
‘ley, a diplomat.

The magazine Al Shiraa, published in
West Beirut, has said three French and
three American hostages would be set
free soon. Its six-line report was at-
tributed to an unidentified informed
political source. o
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PHILADELPHIA INQUIRER

 Israeli military holds edge over Syria

By James McCarmey
o e W Y

TR

WASHINGTON — Despite a sub-
stantial Syrian military buildup,
spurring fumors of war in the Mid-
dle East, Israel would still win any
war hands down, according to most
experts. _

“If the two countries went to war
right now,” said Clyde Mark, a mili-
tary specialist for the Congressional
Research Service of the Library of
Congress, “the result would be the
same as in 1982 [in Lebanon] or 1973
lon the Sinai desert]. Israel would
win."”

American and Israeli military spe-
cialists agree. .

Said an Israeli expert: “I think you
can say there has been an improve-
ment on the Syrian side since 1982,
but we still maintain a quality edge.
There is still a wide gap in favor of
Israel.”

A State Department specialist on
the Middle East said that Israel “has
probably more than maintained its
traditional gap in military superior-
ity. The gap may be widening in
Israel's favor.” .

These assessments were made in
the face of widespread reports from
the Middle East, most emanating
from Jerusalem, that top Israeli offi-
cials have become concerned about
the dimensions of the "Syrian
buildup.

[ 4

The New York Times recently re-
ported that “long-term changes in
the Syrian-Israeli military balance of
power” had created a situation in
which a miscalculation by either
side could touch off a war.

But none of the military experts
interviewed here — at the nonparti-
san Congressional Research Service,
which supplies expertise for mem-
bers of Congress, the State Depart-
ment's politics-military affairs bu-
reau and the Israeli Embassy —
believed that a fundamental change

had occurred 1n the balapce of

wer.

“There has been a step-up in the
quality of weapons on the Syrian
side,” said Mark, “but the balance of
power has not changed all that
much. Israel has not stoed still. ...
The Syrians have not done enough to
close the gap (favoring Israel] that
has existed for many years.

“The changes do not mean that
Israel is at risk. They do mean, per-
haps, that the Israeli job in case of
war.-would be tougher.”

Israelis, however, are also con-
cerned about what they consider to
be threatening moves by Syria on the
ground — particularly the building
of tank trenches in Lebanon, which
could be used in launching an attack.

American officials acknowledge
they fear that Israel may strike at
Syria if Syrian forces were moved
closer to the Israeli border.

All the experts interviewed agreed
on the basic facts of the current
military balance, in terms of sizes of
forces and numbers of weapons, but
all also emphasized that military
strength was difficult to measure
precisely.

Israeli superiority is not reflected
in mere numbers, they noted, but in
quality of weapons, quality of train-
ing and traditional Israeli military
esprit de corps.

The basic picture they presented,
in summary:

Size of forces. Syria has in-
creased its regular military forces by
about 100,000 troops since 1982, while
numbers have remain largely un-
changed on the Israeli side.

In raw numbers, that gives the
Syrians 300,000 in regular forces, the
Israelis 170,000. The experts, how-
ever, point out that Israeli reserves,
which number 280,000, are much bet-
ter trained and equipped than the
Syrians, and therefore more than a
match for them.

Mark said the official figure plac-
ing Syrian reserves at 300,000 cannot
be taken *“too seriously” because

many of them have not received top-
grade training and rank as little

more than a home guard.

Combat aircraft. Syria is be
lieved to have about 650 combat air-
craft, compared with 550 to 650 for
Israel. But once again, the experts
give [srael a substantial margin of
superiority because their ajrcraft are
of higher quality and their pilots
better trained.

Mark said about half of Syria‘s com-
'bat aircraft were older models, while
most of the Israeli planes were
newer, better equipped and flown by
better trained pilots.

Said the Israeli expert: “The most

significant area of our superiority is
in air power — in combat planes and
in trained pilots.”

Tanks. Syria is believed to have
added 300 to 500 tanks to its arsenal
overall, and to have replaced many
older tanks with modern, Soviet-
built T-72s and T-79s. But the Israelis,
as one American official put it, “are
not losing any sleep over Syrian tank
forces. They are still no match.”

In total numbers, the Syrians have
an estimated 1.000 more tanks than
the Israelis. but unlike the Syrian
tanks, the Israeli tanks, mostly Amer-
ican- and British-made, have been
upgraded with modern technological
equipment and weaponry.

Missiles. The most threatening
new Syrian moves involve missiles,
in particular the long-range, Soviet-
built 8§21 and S$S-23. They have the
ability to strike targets deep in Israel
with far greater accuracy than their
predecessors and conceivably could
shut down Israeli airports in a crisis.

At the same time, the Syrians have
deployed SA-S antiaircraft missiles in
new places that have limited Israeli
reconnaissance capabilities in Leba-
non.
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The United States and Israel entered into an historic
agreement when the Free Trade Agreement between the two
countries was signed. This agreement will provide for
increased business relationships between the two countries
as the tariffs are removed over a period of years. Presi-
dent Ronald Reagan upon signing this unique agreement,
stated:

"I believe this new economic relationship with

our friends in Israel will further our historic
friendship, strengthen both of our economies,

and provide for new opportunities between our
peoples for communication and commerce. Nothing
better demonstrates the shared community of aspi-
rations between our nations than our promotion of
free and harmonious trade for our mutual benefits."”

I believe that there are additional opportunities for the
United States and Israel to develop cooperative economic

and business programs which will be to the best interests
of both countries.

Lawrence S. Eagleburger put the advantages to the U.S. for
support of Israel in clear terms when he stated (June 12,
1983):

"Israel lies in the center of one of the principal
geographic arenas of East-West competition and con-
flict, sharing with us the same democratic ideals,
and the same principles of freedom and dignity of
the individual. 1Israel is a bastion of Western
interest and values in an area perpetually coveted
by the Soviet Union. As such, our preoccupation
with Israel's security and well-being rests not only
on a deep and abiding moral commitment to preserving
this outpost of freedom, it also rests on a broad
base of common strategic interests.








































































Business

completion. Once the constructen and
preparatory work is completed, Atikim
will share all the responsibilities of man-
aging and operating the joint venture with
the local entrepreneurs. .
The second project was initiated in
Mexico two years ago by the Milouot
Haifa Bay Settlement Company, Ltd. of
[srael. Two months ago, the IFC was
enlisted as a technical collaborator with
Mexico as its client. This joint venture
it based upon an Israeli process to extract
the poisonous core from cotton seeds to
make high-protein edibie flour. The flour
will be produced for human consumpdon,
and may be subsidized by the Mexican
government so that it can compete with
less nutritious comn flour — the traditional
staple. The progress reported to the proj-
ect’'s Board of Directors (including the
Mexican Development Bank, the IFC,
entrepreneurs, cotton farms and Milouot)
in their last meeting was promising. When
completed, the entrepreneurs should ben-
efit both the Mexican population and
Israeli industry. The project is scheduled
to begin full-scale operations in 1985.
The third project is a *‘pioneer rela-
tionship’ whose new idea is noteconomic
or scientific, but administrative. Until
recently, the IFC participated in isolated
ventures with local entrepreneurs and

DEVELOPMENT AID TO
EGYPT

Egypt is in the process of borrow-
ing $700 million to develop small fac-
tories and the industrial building sec-
tor. $500 million of this will be a loan
from the World Bank (WB), Eg‘y}:t':
71st receipt since 1959 (the total of all
these loans exceeds $3.3 billion).

$130 million of the WB loan will go
to the Egyptian Institute for Export
Assistance to promote Egypt’s natural
advantage in exports of cloth, clothing,
leather, wood and chemical products
to Europe, Africa and the Middle East,
The total of $316 million devoted to
this project will create 10,000 jobe.

$100 million of the WB loan will
fund about three-quarters of a project
to provide technical aid to the in-
dustrial building sector. $170 million
of the WB loan is to create 71,000 jobr
in small- and medihnn-sized factaries in
the food, textile, furmiture and build-
mg material sectors. .

According to the WB report, Egypt
has 7,500 small factoes and 250,
business owners, located mosdy in
Cairo and Alexandria. This major part
of the private sector supplies 5% of all
trade and services and takes slightly
more than 5% of all investment funda.
The aid is to be given directly to small
factories, most of which are private.

At the end of August, the WB
granted a separate $59 millioa loan for
foreign currency coverage in the build-
ing of two new power plants — one of
which is Aswan [1. @

foreign investors. This venture is the first
case of utilizing a “broker” who coor-
dinates a specific development scheme for
multiple projects in a number of develop-
ing councies. Now I[srael is not only
assuming responsibility to export capital
and technology but is also using her
knowledge of foreign and domestic
markets to create holding companies
for various development projects. The
master of this innovative plan is Chaim
Ben-Ezra of BEC Development (Inter-
national) Inc., a consulting firm special-
izing in development projects. At the
Bank of lsrael, Hanna Weinberg has also
been an active part of the [srael-IFC
coordination.

The ingredients for this unique venture
are [FC support, [sraeli know-how and
capital and the interest of the developing
country and its entrepreneurs. Using the
resources from these three components,
detailed knowledge of what is necessary
and useful in developing countries may be
planned and coordinated in advance. By
providing immediate access to funding, to
the appropriate technological resources
and to the domestic base, the network
carefully martches the ingredients, form-
ing what Richardson calls “‘marriages’.
The term applies because the matches are
specific and specialized, coupling suitabie
partners for lasting joint ventures. Rich-
ardson is very excited about this project
and its implications. He notes that “these
plans are for a project whose nature is of
unlimited scope and potential for the
future.”” The [FC intends to expand the
concept and to apply it in various devel-
oping countries.

Chaim Ben-Ezra's prototype concen-
trates on Latin America, since previous
Israeli experience demonstrates that the
climate, scale and development needs in
the region are suitable for Israeli tech-
nology. The purpose of the plan is to
reduce the chosen countries’ dependence
on imports of manufactured goods and
agro-industrial goods, while simultaneous-
ly increasing exports of locally manufac-
tured products. By offering both direct
assistance and incentives, the program
sceks to mobilize the private entrepreneur
in [srael and Latin America. According to
Ben-Ezra, “It is BEC’s hope that the serv-
ices and investments rendered by the
holding company will consitute a very
substantial leverage for the incorporation
of local private initiative and the creation
of a strong, economically viable infra-
structure, which will nurture successful
development of the projects in the pro-
gram. The program is structured and de-
signed so as to serve as a simple, practical
tool for the rapid development of new
industries in Latn America.”

The BEC program aims to ccntralize
activities in order to minimize the obsta-
cles commonly encountered in 'dcvelop-
ment projects. Ben-Ezra recognizes that
even when financing is available, many
worthwhile projects are scuttled because
private entrepreneurs are !oo'duorgamzed
to coordinate investment prujects. Among

the more common problems are poor or.
ganizatonal structure, incompie te techni.
cal or economic data, fuzzy or inconais.
tent development objectives, and bureay.

cratic pitfalls, especially in not being abje °

to obtain permits and approvals. Through
a tiered system of holding companies, the
program intends to orient foreign entre-
prencurs towards the esuablishment of
industrial plants in developing countrics
in collaboration with local entreprenecurs,
The Holding Company program

The program is targeted for imple-
mentaton in six. countries: Colombia,
Jamaica, the Dominican Republic, Peru,
Costa Rica and Panama.

A regional holding company has been
established through an equal partnership
between the [FC and BEC Development
{International) Inc. Investmentby the [FC
is channeled through the regional holding
company, In turn six local holding com-
panies are established in each of the chosen
countries. The local holding company is
40%-owned by the regional holding com-

any and 60%-owned by local investors;
it functions as the promoter of each proj-
ect. The investment required in each
country is approximately $30 million,
which is allocated among 10 sub-projects
in various industries according to the
specific conditions in each country,

The sub-projects are composed of 25%
equity and 75% loans. Of the equity fig-
ure, Israeli industries supply 15% of the
capital, the local holding company 25%
and local investors 60%. Each of the ten
industries requires an investment of be-
tween $1 million and $5 million. Accord-
ing to Ben-Ezra, instead of using the funds
to create one giant project, the money
was divided among 10 smaller ventures to
avoid concentrated risk and expand the
benefits over a broader base. All of the
sub-projects utilize technologies developed
in Israel, and this means they can serve
as a2 showcase, expanding Israel's access
to other international markets. Examples
of products and industries applied in the
projects include food emulsifiers, cotton
complexes, water meters, water irrigation
systems and equipment, and computer-
ized irrigation systems. All the planned
industrial projects are scheduled to be in
operation within two years.

The [sraeli concerns were chosen to fit
the prerequisites set by the holding com-

any and the local investors. The [sracli
industries must commit themselves to
share in building, operating and managing
of the new plants, as well as training the
workforce and assisting in technology
transfers and marketing.

The holding company will coordinate
its activides with each national govern-
ment and central bank to make sure that
the industries that are installed fit nadonal
priorities, This is designed to give the
holding company offer a relatively free
hand to offer incentives and head off
bureaucratic snaris. The holding company
also assumes responsibiity for the various
expenses incurred throughout project
preparation.

I
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BEC Development (International) Inc.
is involved in every stage of development
until the plant is erected and operaung.
For the technical and economic aspects
of the project, the regional holding com-
pany employs consulting firms to conduct
preliminary evaluations, feasibility studies
and final implementaton plans.

In addition, BEC prepares a profile of
each indusy considered for the sub-
projects. The profile includes a preliminary
economic analysis indicating the purpose
of the proposed products, the type of
technology recommended, the required
investment, the scope of labor needs,
the anticipated volume of production, the
marketing channels and the organiza-
tional structure. A catalogue of the pro-
spective companies it compiled according
to the cconomic analysis and profile. The
catalogue, which currently has 40 Israch
listings, serves as the basis for sclecting
catalogue, which currendy has 40 Israch
listings, serves as the basis for selecting
the most appropriate industrial plants for
the chosen countries. Once the catalogue
is prepared, a task delegation is established
by BEC professional consultants and local
coordinators to manage the project.

Progress Report

The progress of the program may be
plotted in terms of four stages, three of
which have already been successfully
completed. The initial stage entailed
organizing the background material in
Israel; this invelved prefeasibility studies
and contracts to locate [sracli investors.
The 40 Isracli concerns listed in the cata-
logue have all been approved by the Bank
of Israel.

The second stage was the creation of
the relationship between the IFC and
BEC. This required establishing the re-
gional holding company in accordance
with IFC procedures.

In the third stage, BEC and the IFC
entered the six countries in order to
found the local holding companies. This
entailed locating potential local partners
for each proposed sub-project.

The culmination of the preparatory
stages is to be realized in the fourth stage,
when the sub-projects are ready for con-
struction. The programs in Colombia,
Jamaica and the Dominican Republic are
the first to approach this point. Eight
ven.
tures are on the verge of final agreement
and six more are in advanced stages of
negotiation. Progress in the three remain-
ing countries depends on current resulits
in the more advanced projecta.

Future implications

Richardson believes that Israel is one
of the few countries that have the back-
ground, capacity, and skill to carry out
this sort of program. He feels that Israel’s
role as an industrialized counwy assisting
the development of Third Worid nations
with the appropriate technologies may be
expanded. Other countries know [srael

has planted thriving farms and factories in
_

marshland and desert. This example spurs
them on to similar feats.

Richardson argues that this new ap-

roach to development is a significant

Erezkthrough for Israel and the Third
World. He states, *The issue is finding
concrete, specific opportunities that are
natural and obvious to both the exporting
firms in the developed country, in this
case Israel, and to the partner in the de-
veloping country.

Israel is the first case of a direct part-
nership such that a Part I Country (indus-
trialized donor in 1FC membership), in
collaboration with the World Bank, is
undertaking to encourage a conscious

effort to develop an emerging country,”
says Richardson. “This involves arranging
and organizing potential projects and
searching for what is to be developed. If
Israel succeeds in its task — which is
politically tricky, as well as administra.
tively complex ~ it would be a great asset
to this country.”

Besides putting a new feather in the
cap of Israel’s diplomaus, who are keen on
cultivating good relations with Third
World countries, capital and technology
export gives Israelis a differcnt self-image.
By helping others up the development

ladder, Israel can better appreciate how
far it has risen. @

THE INTERNATIONAL FINANCE CORPORATION

The International Finance Corporation (IFC) is the wond’s largest muld-
lateral arganization financing private-sector business in developing countries. The
Corporation is owned and directed by its 124 member countries (including
Israel), over 100 of which are considered “developing”. In order to qualify asa
gt;ngoaecipimt. a2 member countty mus bave a per capits GNP o? less than

Although it is affiliated with the World Bank and the International Develop-
ment Association, the IFC is a separate entity with its own staff, funds and
procedures. The Corporation’s special role is to help mobilize resources on com-
mercial terms for business ventures and financial institutions where 2 market-
oriented approach is both applicable and preferable. Unlike the World Bank, the
IFC may provide equity, loans, convatible debentures, underwritings and
standby commitments without requiring government guarantees. The Corpors-
tion can contribute up to 251 toward the fmance costs of a project, which nar-
mally require between $1 million to $50 million. All [FC loans and inventments
are unded; the only requirement is that they be used in & member country or
Switzerland.

The Corporation’s involvement in a project is intended to supplement, not
replace, private mvestment and initiatives, by aiding ventures in the private
sector that would otherwise be held back due to a lack of funds Over half of the
1FC-assisted ventures in developing countries are financed by local investors and
financisl institutions

As an international institution, the IFC has contact with an extensive and
constantly growing network that enables it to coordinate local and international
entreprencurs, investmenta, capital and production. Forging mutually sadsfac.
tory arrengements among participants working together for the first time, iw
presence enhances credibility, raises confidence and provides reassurance to
priviate investors. In addition, the 1FC may provide technical and legal assistance,

The Corporation cvaluates both the short- und long-term implications of
potential entexprise. It will enter a project only if there is a bemefit to the
economy of the host country, if there is 2 prospect that the venture will carn a
profit, if there is a provision for immediate or eventual local participation and if
the host government does not object.

For ecach prospective investment, both the economic rate of return and the
potential contribution to development is assessed. In order to atmact the busi
ness and financial partners and to turn over its capital by selling its investments,
the 1FC must be confident that an enterprise is financially sound and potentially
proﬁuhle without compromising its standards of development. Eamings from
investments defray administrative costs and support technical assistance and
programs of project promotion. The Corporation also takes precautions to
ensure that foreign exchange will be ava.il:rl)e to service [FC loans and other
repatriation requirements. ,

Since its establishment in 1956, the IFC has been associated with over 2,000
companies and financial institutions in supporting over 700 business ventures in
more than 80 countries, at a total cost in excess of $24 billion. Currently, its
authorized capital, subscribed by its member countries, is $650 million and its
portfolio of loans and equity investments is worth nearly §118 billion in ap-
proximately 320 companies spread over 70 countries. The average number of
[FC projects has been growing by more than 10! annually. Additional resources
are available to the Corporation from accumulated earnings, repayments, selling
investments and borrowing from the World Bank.

Richard Richardson, director of the Development Department at the IFC,
offered this explanation of the Corporation’s role: **Our job is to put ourseives
out of a job. We should be going ahead of the crowd, and when they follow,
there’s already no reason for us to be there.” ® .
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